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The Bengal Chamber of Commerce and Industry, Calcutta. 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I—THE TAX SYSTEM 
GENERAL. 

Question 1.— What, in your opinion, should be the 

objectives of a sound tax policy? 

In the opinion ol the Chamber, the main objective of 
a sound taxation policy is fiscal effectiveness and 
efficiency ; in other words, the collection within the limits 
of State social and economic policies, of finance 
sufficient for the government of the country, its 
security, efficient administration and development. In 
present and foreseeable conditions in 'India, however, 
fiscal efficiency does not cover only the yield of taxation 
but, to an increasing degree, involves considerations of 
the effect of taxation on the future level of enterprise. 
In the opinion of the Chamber, a sound taxation policy 
is one which while yielding adequate returns in the 
present at the same time gives encouragement to the 
rapid development of enterprise in the future. These 
objectives are regarded as essential; the others referred 
to are incidental and are to a large extent attempts to 
implement through the taxation system social or econo¬ 
mic policies which as such have no direct connection 
with it. 

Question 2 .—What should be the place in such a policy 

of the following objectives? 

(a) Reduction in inequalities of income and wealth. 

(b) Encouragement of incentive to work to save 

and to invest. 

The Bengal Chamber is of the opinion that it is 
impossible to consider objectives (a) and (b) indepen¬ 
dently as the one has a direct bearing on the other. It 
is, therefore, proposed that (a) and (b) should be con¬ 
sidered together. 

Having accepted a mixed economy as the most suit¬ 
able for the development of India during the currency 
of the Five Year Plan, Government have placed on 
the private sector the onus of providing Rs. 233 crores 
for new industrial investment and Rs. 150 crores for 
making good arrears in depreciation. If the private 
sector is to play its part to this extent in furthering 
the development of the country Government will, it 
is contended, have to approach the whole problem of 
taxation with the minimum of political idealism and in 
a bold and realistic manner. 

The problem that is upermost in everybody’s: mind 
in India today is that of unemployment. In a country 
of 360 million, with an annual increase in population 
of 41 million, it is necessary that the tax policy should 
be so devised as to create conditions whereby the 
increased population will be readily found employment. 
India is and will remain predominantly an agricultural 
courty but already the pressure of man upon the soil 
has become such that, without a sustained improve¬ 
ment in agricultural output, it cannot produce enought 
food to satisfy even the regrettably low standards at 
present accepted by its people. The remery lies in rapid 
expansion of industry. 

The view is held in some quarters that redistribution 
of wealth is a solution to the problem of mass poverty, 
but this ignores the truth that wealth can create wealth, 
whereas poverty breeds only poverty. And it is at 
this point unfortunately that idealism and sound -econo¬ 
mic reasoning come to the parting of the ways. Taxa¬ 
tion may well take away from the rich in India but it 
does not yet give to the poor, for no social services of 
any consequence are provided by the State and the 
development projects partly financed by taxation (which 
it may be argued will ultimately raise the standard of 
living of the poorest) are not yet in productive operation. 
The concept that wealth in the hands of an individual 
or a company is unjustifiable when so many others are 
facing poverty and distress is one that finds sympathy 
in some political circles, but it is submitted that such a 
view at this juncture in India’s development is un¬ 
realistic. An examination of industrial development in 
highly industrialised countries goes to show that in 
nearly all cases industries have grown out of com¬ 
paratively humble beginings due to the foresight, 
courage and ability of compartively few individuals. 
In nearly every instance expansion of such industries 
has been due to re-investment of profits which indi¬ 
viduals and companies have been allowed to earn and 
retain, backed by the financial support of a public 
with an investible surplus which has had confidence in 
such leadership. That is the climate in which industrial 
development can make rapid advance, fresh wealth be 
created and employment found for men in all walks of 
life. 

The Bengal Chamber feels that only by creating 
opportunities for employment can the standard of living 


be raised and the objectives of the Five year Plan be 
achieved wherein 800,000 to 1,000,000 people are to be 
provided with new employment annually. If substan¬ 
tial industrial expansion can be achieved it will have 
an effect on agricultural output. The increase in 
earnings of those newly employed will create a pur¬ 
chasing power which should in turn stimulate the demand 
for agricultural products. It is submitted that the 
present taxation policy so far from encouraging this 
objective has since 1947 stultified it. The provisions of 
that year’s budget, framed to meet particular circum¬ 
stances, put a noose round the neck of India’s industrial 
leaders, out of which have slipped only those who were 
prepared to play outside the rules. Today these are 
the only men who are in a position to make a substan¬ 
tial contribution in the private sector, but the question 
naturally arises whether the country's future in that 
sector will be best served if development in it is left, 
exclusively to this section of industrialists, many of 
whom are in effect financiers and men with no intimate 
knowledge of industrial affairs. 

There appear to be only two alternatives by which 
Government can achieve its object: a wide scale 
extension of Government participation in industry or an 
entirely fresh approach to the tax problem with a view 
to encouraging the best talents and enterprise which are 
available to the country in the private sector and which 
could serve it well if they are only allowed to function 
under conditions which make industrial expansion 
safely possible. For Government to adopt the first 
alternative would be unwise for many reasons. First 
of all the machinery of Government is too cumber¬ 
some to adapt itself easily to the quicker tempo of 
competitive industry. Then there is a great dearth of 
technical and administrative talent surplus to Govern¬ 
ment’s primary responsibilities; and finally the totali¬ 
tarian methods of other countries would hardly be 
acceptable to the India of today. 

There remains therefore the other alternative, 
namely giving to the best elements in the private sector 
scope to work for the country’s good as free as possible 
from Government intervention and with incentives pro¬ 
portionate to the risks that are inseparable from rapid 
industrial expansion. This could be quite simply 
achieved by suitable modifications in the present tax 
structure for both companies and individuals (accom¬ 
panied by swifter and harsher penalties for evasion). 
The threat of the increase in population must be met, 
and the Camber is emphatic that levelling down is 
not the answer ; even complete re-distribution of wealth 
would bring such infinitesimal and momentary relief 
that this as an approach to the tax problem should be 
summarily 'discarded. Instead it is suggested that the 
Commission should seek ways and means of encouraging 
expansion in the private sector by designing a tax 
policy which will bring about a favourable climate for 
producing fresh wealth and fresh avenues of employ¬ 
ment in a country in which there is no time for delay 
and in which should be no shirking a realistic approach. 

(c) Countering of inflationary and deflationary 

tendencies : 

Thaxation policy is an instrument of only limited 
effectiveness in countering inflationary and deflationary 
tendencies, particularly in India where the total number 
of direct taxpayers is so small a proportion of the total 
population. It is uncertain, it is slow, and it is produc¬ 
tive of inequity and anomalies. At a certain stage— 
and the Chamber believes this stage has already been 
reached—high rates of taxation imposed for the purpose 
of reducing inflation defeat their own objects, for not 
only do they discourage hard work and enterprise and 
thus accentuate the storage of goods which is one 
of the causes of inflation, but they promote irresponsible 
spending on the part of industry and encourage tax¬ 
payers to seek means of divesting themselves of taxable 
income. As a means of combating inflation or deflation 
therefore, taxation is an instrument which should be 
used with the greatest care and circumspection, and 
the Chamber considers that it is only in a state of great 
emergency that it should be so used. The great 

increases in personal and corporate taxation during the 
period 1940—1947 helped to keep a well-developed in¬ 
flationary situation in India under control. Unfor¬ 
tunately the rates then imposed have since come to be 
regarded as the norm. In general and in normal cir¬ 
cumstances the Chamber does not consider that this is 
an important objective of the tax system. 

(d) Maintenance of the external balance of the eco¬ 

nomy : 

The use of taxation for the maintenance of the 
external balance of the economy presumably involves 

the imposition of import and expert duties. The 
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Chamber does not consider that Customs duties are an 
appropriate means of achieving a balance in external 
payments, tor experience has shown, that they are un¬ 
certain in their effects and indeed as often as not pro¬ 
duce results which are entirely unlooked for and may 
well be contrary to those which it was intended to 
achieve. Commerce like nature abhors a vacuum and 
if attractive operations for trade present themselves, 
unscrupulous traders have not been slow to find some 
means of evading fiscal barriers that may be placed in 
their way. The export duties which were imposed 
on jute goods during the post-devaluation 
shortage illustrate the Chamber’s contention 
that an impost which was introduced with the most laud¬ 
able objects has not only failed to achieve those objects 
but has seriously damaged the present position and 
future of the jute trade which is the country’s most 
important source of export earnings. 

General. 

Summing up its views on the objects of taxation 
specified in this question, the Chamber would say that, 
subject to the fulfilment of the basic objective of 
raising finance efficiently and with least pernicious 
effects, the encouragement of incentive to work, to save, 
and to invest should be a first charge upon taxation 
policy ; that, subject to certain very severe limitations, 
the maintenance of the external balance of the economy 
can be partially regulated by fiscal measures; that, 
particularly in India, taxation is not an effective means 
of combating inflation or deflation ; and that a reduction 
in inequalities of income and wealth by means of tax 
policy is a positive hindrance rather than an aid to the 
country’s economic development and will eventually 
destroy the main source of revenue from direct taxation. 

The Chamber’s proposals for modifications in the tax 
system will be evident from its more detailed replies 
to later part of this questionnaire. Broadly, however, 
and in line with the views expressed above, the Chamber 
considers that the tax structure should be remoulded 
in two main ways :— 

(a) To promote industry, saving and investment, it 

is necessary to reduce the burden of taxation 
on industry and on those members of the 
professional, managerial and investing classes 
who form part of the middle and upper in¬ 
come groups ; 

(b) To raise the finance required for the country's 

development plans, and to distribute the 
burden more equitably, it is necessary to cast 
the taxation net more widely and, in parti¬ 
cular, and in the context of India’s economic 
circumstances, to make an increased resort to 
indirect rather than direct taxation. 

Question 2.— What criteria would you suggest for deter¬ 
mining the equity of a tax system ? How far is it 
possible to secure it in the Indian tax system? 

Question 3.—Does the Indian tax system conform ade¬ 
quately to the principle of ability to pay or do you 
think an extension of this principle is desirable 
and practicable ? If so, in what ways ? 

Question 4.— Differing views have been expressed on the 
extent to which the taxable capacity of various 
sections of the community has been used by the 
Indian tax system. What is yo-ur view on the 
subject ? 

Question 5.— The proportion of tax revenue to national 
income in India is considered small relatively to 
several other countries. Do you think this propor¬ 
tion can be raised, and, if so, ivhat tax changes 
would you suggest for the purpose ? 

Question 6.— Do you think that the relative place of 
direct and indirect taxes in the Indian tax system 
is satisfactory ? 

Answer to Questions 2 to 6 : 

A taxation system is equitable if it ensures that those 
who benefit from public expenditure contribute to the 
funds which are available for that expenditure and that 
at the same time the burden of taxation takes reason¬ 
able account of capacity to pay. In the Chamber’s 
opinion, the present system of taxation in India does 
not satisfy either of these criteria. A very large part 
of the public income from taxation is earmarked for 
development projects but the burden of taxation hardly 
touches those sections of the community who will derive 
the main benefits from these projects ; on the contrary, 
the burden is concentrated on a relatively small class— 
the class which will receive least direct benefit from 
contemplated public expenditure. This no doubt con¬ 
forms to a certain extent to the principle of assessing 
on the basis of ability to pay, but nevertheless the 
Chamber considers that the capacity to pay of the 
mass of the population is greatly underestimated. 
Further, with so large a population there can be a 
considerable extension of the field of taxation, the 
incidence of which on the individual would be negligible. 

The Chamber considers that there is ample scope for 
extending the incidence of taxation; and it believes 


that the means of achieving a wider application of the 
tax burden is a resort to increased indirect taxation as 
opposed to direct. In ' ndia, with its vast population 
and correspondingly vast consuming market, indirect 
taxation has the great virtue of enabling considerable 
sums to be raised by means of impositions which in 
themselves are relatively slight. Though the standard 
of living is still low by Western conditions, the money 
income of the masses has indubitably increased to a 
very large extent over the last decade, as witnessed by 
the increased consumption of consumer goods and the 
decrease in rural indebtedness. A few annas a month 
payable in indirect taxes would now-a-days mean little 
in the budget of the average individual. 

Question 7. — Do you consider that non-tax revenues are 
likely, in future, to occupy a more important place 
than hitherto in the public revenues of India? If 
so, please state the sources of non-tax revenue you 
have in view and ir.dicate to what extent they may 
be expected to contribute to the public exchequer. 
The revenue accruing from sources other than taxa¬ 
tion must obviously depend on the extent of State 
participation in commerce, in industry and in public 
utilities. 'It therefore laises questions of political and 
economic theory which do not properly come within 
the scope of an enquiiy into taxation. The Chamber 
would make the obvious remark however that, as the 
field of State participation in all industry widens, so 
must the private sector diminish ; and so consequently 
must private earnings decrease as a source of taxation 
revenue. To a large extent, therefore, an extension of 
State enterprise involve; merely a process of transferring 
wealth from one hand to the other ; the revenue accruing 
from the taxation of the private sector disappears and is 
replaced by the profits of State-managed enterprises. 

The sources of non-t ax revenue are well known: rail¬ 
ways, the recently nat onalised airways, the posts and 
telegraphs, hydro-elec' ric schemes and Government 
projects such as the Sindri Fertiliser Factory. In the 
case of the more modern and recent of these, such as 
die hydro-electric projects, there is no doubt that in 
due course they will provide a solid and substantial 
source, of revenue ; in iheir initial stages, however, they 
must inevitably involve a liability rather than an im¬ 
mediately productive asset, and there must accordingly 
be a time lag between their commencement and their 
development into revenue-producing investments. The 
Chamber is unable to make an assessment of the extent 
io which these sources may in due course be expected 
to contribute to the public exchequer. It seems that 
in actual practice and for the reasons given in reply 
to Question 10 such cc ntributions will be small. 

Question 8.—Do you agree with the view that receipts 
from particular taxes should not as a rule, be 
funded or earmarked for specific purposes? 

Whatever may be the theoretical position, the 
Chamber considers that practical experience has shown 
that it is a mistake to earmarked the receipts from 
particular taxes for specific purposes. The system is 
loo open to abuse and in practice it is only too common 
ior hard-pressed Governments to raid these funds and 
divert them from the specific purpose for which they 
were originally constfluted. Generally speaking, there¬ 
fore, the Chamber is opposed to the funding of tax 
ieceipts ; and, if the practice must be resorted to, it 
should be only in special circumstances, it should be only 
atter a very careful examination of the merits of the 
particular case involved, and it, should be subject to a 
strict adherence to the principle that the funds must not 
oe diverted from their original purpose. 

Question 9.— Do you think that it is desirable, under 
certain conditions, to levy cesses for special pur¬ 
poses? 

What has been said in the foregoing reply on the 
question of the funding of particular taxes also applies 
to a certain extent to the imposition of cesses for special 
purposes. In this instance, however, the objections are 
perhaps not so strong and, subject to their circumspect 
application and use, cesses can play a useful part. 
Unless strict control is applied, the imposition of cesses 
on an industry can become a penal burden. An example 
of the unbridled use of cesses is the situation in the 
coal industry where the following cesses and excise 
duties arc imposed. 

Cesses on Coal. 

1. Stowing Excise Duty. —On coal and coke despatch¬ 
ed by rail from India excluding Assam and Punjab: 

(i) on coal and soft coke @ Rs. 0-6-0 per ton; 

Rs. 0-9-0 from 10-3-51. 

2. Rescue Excise Duty. —On coal and coke despatch¬ 
ed by rail from Jharia and Raniganj fields=Rs. 0-0-24 
per ton. 

3. Labour Welfare Cess. —31st December 1944. On 
coal and coke despatched by rail from whole of India= 

Rs. 0-6‘-0 per ton ; i.e , 0-4-6 for Welfare Fund and 0-1-6 
for Housing Board. 

do. for 12 months from 1-4-1951. Rate altered to 
0-4-8 for Welfare Fu id and 0-1-4 for Housing Board. 
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Railway collecting fee from 1-4-47 standardised at 2 
per cent. It was a per cent., 7J per cent, and 3 per cent, 
in respect of 1, 2 and 3 above, previous to 1-4-47. 

4. Hazaribagh Mines & District Board .—Cess Rs. 0-1-6 
per ton of annual despatches of coal and coke from 
mines. (On average of 3 years.) 

Rs. 0-1-0 of each rupee of annual nett profits on 
mines (on average of 3 years despatches) provided 
aggregate of local cess so levied does not exceed Rs. 0-3-0 
per ton of annual despatches of coal and coke. (Bihar 
Cess Amendment) Act, 1936, Section 6B. 

5. Hazaribagh District. —(Bihar Gazette Notification 
No. 3082, dated 22-3-50.) 

(1950) Local Cess 0-2-0 per rupee of the annual value 
of lands. 

6. Jharia Mines Board, of Health. —Tonnage Cess: 
1953-54—Rs. 4-6-0 per 100 tons of coal raised. 

Royalty Cess: 1953-54—30 per cent, of the road cess 
payable. 

7. Jharia Road Board Cess. —Rs. 0-1-0. Calculated 
at Rs. 0-1-0 per rupee on profits of the Colliery Company. 
The rate of cess of the despatches of coal and coke from 
mines under Section 1 on Section 0(c) on the Bihar 
Cess Amendment Act, 1936 for the ensuing year was 
fixed at 0-5 pies per ton. 

8. ManbUum District Cess. —On tonnage—nil. 

On profits—Rs. 0-1-0 per rupee on average nett profit 
of previous 3 years. 

9. Bengal—Primary Education Cess. —Under the 
Bengal (Rural) Primary Education Act, 1930, Section 
29(2), a cess of 101 pies on each rupee of annual nett 
profits from mines and 15 pies on annual value of land. 
This is now extended to Burdwan. 

10. Jharia Water Board. —Tonnage Cess— i 952-68— 
Nine pies per ton on despatches of coai 

Royalty Cess—1952-53—Five per cent, on the amount 
of Royalty received during the calendar year 1951. 

11. Bihar District (excluding Hazaribagh). —(Bihar 
Gazette Notification No. 3401, dated 30-3-ou.i 

(1920) Local Cess 0-2-0 per rupee of the annual value 
of lands. 

12. Excise Duties under the Coal Mines (Conservation 
and Safety) Act, 1952 fixed with effect from 8th Janu¬ 
ary 1952— 

(1) 6 as. per ton on all coal including soft coke but 

excluding hard coke. 

(2) 9 as. per ton on hard coke. 

13. Asansol Mines Board of Health .—-Tonnage Cess— 
1953-54—Rs. 4-0-0 per 100 tons of coal raised. 

Royalty Cess—1953-54—fixed in due proportion to 
meet the expenditure of the Board for the year ending 
31st March 1954. 

Question 10 .—State undertakings, commercial, industrial, 
etc., are coining to play an increasingly important 
pari in the economy of the country. Have you from 
the point of view of their significance as a source of 
revenue, actual or potential, any comments or 
suggestions to make on matters such as the further 
extension of State undertakings and their policies in 
regard to pricing, in so far as these may be relevant 
to tax policy ? 

The remarks which the Chamber has made in reply 
to Question 7 have a bearing on this question. If there 
is an extension of State enterprise there may be a 
corresponding reduction in the taxable capacity of the 
private sector. Where State enterprises do operate, 
however, it is essential in the Chamber’s opinion that 
they should be conducted according to the best and 
most sound commercial, practices. Generally, State 
undertakings enjoy monopoly advantages and it is, there 
fore, often difficult to determine if they are economic or 
are efficiently run. Similarly, it is difficult to pass an 
opinion on their price policies, for as monopolists they 
are often in a position to charge prices which could not 
be maintained in a market subject to normal commercial 
'-ananeijtion. In view of these monopolistic advantages, 
the L.m,mber would suggest that, broadly speaking. 
State enterprises should not usually be expected to earn 
high profits and that if they do there are grounds for 
suspecting that their prices are too high and that (hey 
are in fact exploiting their monopoly at the expense of 
the consumer. 

In fact in present circumstances the tendency is for 
rates to be kept on the low side in order to safeguard 
those concerned from the political odium of profiteering 
or of increasing the already high cost of living. Apart 
from this and in contrast with private enterprise where 
the willingness to assume responsibility and to take 
discriminating risks are highly valued and produce their 
own reward, State enterprise seems to be synonymous 
with a reluctance on the part of officials, particularly in 
the middle grades, to accept responsibility or use 
initiative. It is inherent in Government undertakings 
that they cannot be operated as economically or as 
1 tec/55 


efficiently as commercial concerns. The executive handl¬ 
ing Government money cannot act with the speed and 
freedom of his opposite number in commerce. Further, 
incentive is less. In the lower ranks the feeling of 
security in Government service and the knowledge that 
there is in the background a large, purse from which 
losses can be recouped, the absence in the first place of 
the spur of competition, and in the second of the fear of 
unemployment all play their part in reducing the effi¬ 
ciency of State undertakings and neutralising their 
capacity to produce large profits for the State revenues. 
Finally, the development of State enterprise in this as 
in other countries seems inevitably to mean that the 
interests or industries concerned are to an increasing 
extent guided not by persons with expert knowledge of 
their specialised problems but by men who, quite apart 
from a total lack of practical experience in the particular 
directions concerned!, have often little knowledge ol 
other development projects. 

These inherent disadvantages, which appear to be 
encountered wherever the policy of nationalisation is 
introduced, in the opinion of the Chamber make an 
extension of State undertakings which are an encroach¬ 
ment on the private sector undesirable not only on 
general grounds but particularly because they support 
the view that this section of enterprise is most unlikely 
to make any considerable contribution to the public 
revenues. 

Question 11 .—Would you suggest that the net surplus 
earned by State undertakings should accrue to 
general revenues or be carried to a fund for financ- 
ing projects of development or be re-invested in the 
undertakings concerned ? 

In reply to the foregoing question, the Chamber has 
stated that State enterprises should conform to ordinary 
commercial practices. The first charge on their earn¬ 
ings should, therefore, be the maintenance ot their 
capital intact and such reinvestment of profits as would 
be advisable in the case of a well-managed company 
in the private sector. The Chamber is opposed, however, 
to the idea that State enterprises should earn a sub¬ 
stantial revenue which wifi supplement the State s 
income from taxation. If they do earn such a surplus, 
then, alter their own depreciation, tax liabilities and 
re-investment requirements have been met, the balance 
should be carried to the general revenues ; it should not 
he used as the basis of a special fund for financing 
other development projects. 

Question 12 —In examining the incidence of taxation on 
various classes of people, which of the following 
factors singly or in combination would you suggest 
as the bcrisis of differentiation ? 

(a) income, 
lb) occupation, 

(c) rural or urban residence ? 

Is there any other basis which may be considered ? 

The Chamber has not sufficient information of the 
specialised statistical nature required to reply usefully 
to this question. 

Question 13.— Do you think that the burden of the 
present tax system — Central, State and Local is 
fairly distributed among — 

(a) Various classes of people ? 

As will be evident from earlier answers, the 
Chamber does not consider that the burden of taxation 
is fairly distributed among the population. The Chamber 
would' in this respect remind the Commission of the 
analysis made by the Planning Commission in. the First 
Five Year Plan (Chapter III, page 49) as follows : 

“ About 28 per cent, of the total tax revenue comes 
from direct taxation which directly affects only 
aoout half of 1 per cent, of the working force . . . 
Another 17 per cent, is accounted for by import 
duties, a considerable part of which is derived 
from taxation of commodities like motor vehicles, 
motor spirit and oils, high quality tobacco, silk 
and silk manufactures, liquors and wines, etc., 
which affect but a relatively small section of the 
population. A large proportion of the excise 
duties on tobacco and cloth which yield about 8 
per cent, of the total tax revenue is also probably 
paid by the limited number of consumers who use 
the better varieties .... But if as much as one- 
third or more of total tax revenue is derived from 
certain limited strata of society, it implies that the 
burden of taxation spread over the rest of^ the 
community is correspondingly lighter .... 

The largest sectors in the community—the agricul¬ 
turist and the workers in industry—are practically 
exempt from taxation and almost the entire burden 
is inequitably concentrated on trade and industry and 
on the small section of middle-class society, professional 
workers, the managerial class, the business community, 
etc. 

(b) Different States ? 

The Chamber has no opinion to express regarding the 
distribution of taxation among the States. 
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Question 14. —Have shifts in the distribution of income 
in the community in recent years altered the 
■relative incidence of taxation on various classes of 
people ? If so, to what extent ? 

The shifts in the distribution of income, which have 
not escaped the notice of the framers of the questionnaire 
and which have been referred to in the Chamber’s 
reply to questions 2 to 6 above, have not been accom¬ 
panied by appropriate alterations in the incidence of 
taxation, and this is the basis of the Chamber’s con¬ 
tention that an extension of the field of taxation, 
particularly indirect taxation, is more than justified. 

Question 15. —Do you think that the cost of compliance 
with tax regulations adds materially to the burden 
of taxation? If so, in respect of what taxes? 
Please give details. 

The Chamber is emphatically of the view that com¬ 
pliance with tax regulations has added a quite dispro 
portionate amount of work at all levels in industry and 
commerce. It has been found that the number of 
qualified Chartered Accountants whom it is now 
necessary to employ to supervise the compilation of tax 
returns has increased substantially since the war and 
there has been a proportionate increase in clerical and 
other staff directly engaged. Such staff is largely 
engaged in unpi'oductive work and its employment has 
therefore added very substantially to business overheads 
without a corresponding advantage of any sort to the 
employer. The outstanding difficulties are caused by 
income tax returns, but sales tax is also responsible 
for a great deal of work and those industries which are 
the subject of excise duties face similar problems. 
Question 16. —Do the benefits accruing from public- 
expenditure have a bearing on a consideration of 
the burden of taxation ? If so, how would you take 


(<•/) Prevention of ta c avoidance and tax evasion : 

In the Chamber s opinion, tax evasion on a very 
large scale has beer encouraged and stimulated by the 
heavy rates of taxation which are now in force and by 
the multifarious controls which Government exercise over 
the aifairs of commerce and industry. Whatever may 
be the merits of any taxation system as such, it is 
certain that it cannot work to the best effect unless it 
is enforced regorously and uniformly. The Chamber 
has no hesitation in saying that the revenue accuring 
from existing taxation could be very greatly increased 
by air energetic enforcement drive. A campaign against 
tax evasion and black marketeers is, therefore, the most 
important requisite if the proceeds of taxation are to 
be increased to a maximum. Finally, and this is 
perhaps the most important consideration of all, tax 
evasion on the scale practised during recent years adds 
to the feeling of frustration by the honest taxpayers, 
places a premium on dishonesty and encourages a 
dangerous disrespect for the taxation laws. 

(b) Economy and rationalisation of expenditure : 

The Chamber th nks rt is quite impossible to assess 
the importance of the additional funds which might be 
produced by economy and rationalisation of expenditure 
in the various Gc vernment Departments concerned. 
There is ample evidence, however, in the public dis¬ 
cussions on State expenditure, particularly those 
relating to the multi-project dams, etc., to indicate that 
constant supervision, particularly in these new fields of 
development, is required if there is not to be waster and 
extravagance. At the same time, there have been many 
complaints that fina iciai control is too rigid and highly 
centralised and ultimately defeats its own objects. It 
is clear that with the larger Government expenditures 
envisaged under the development programme, this aspect 
of financial control must attain increasing importance. 


this into account in considering the burden of 
Indian taxation ? 

The Chamber has already stated that those who 
benefit from public expenditure should also contribute 
to the funds available for that expenditure. Any useful 
examination of the burden of taxation must, therefore, 
necessarily involve an enquiry into the benefits conferred 
by public expenditure. 

Question 17.—Do you think that the tax burden weighs 
particularly heavily on any individual industry or 
occupation ? If so, please furnish the Commission 
with the evidence on which you rely ? 

It is the Chamber’s contention that the tax burden 
weighs unduly heavily on industry and commerce as a 
whole, as opposed to the general population and in 
particular to the agricultural classes on whom the burden 
falls very lightly. Within industry there are undoubtedly 
certain sections which are penalised to a special degree. 
For instance, undertakings engaged in the exploitation 
of wasting assets, such as minerals, receive no special 
consideration, with the result that they have greater 
difficulty than other enterprises in maintaining their 
capital intact. Again, Government’s practice of inter¬ 
vening in the affairs of an industry, by the imposition 
of special fiscal measures in order to meet a temporarily 
abnormal situation, frequently results in that particular 
industry being placed at a disadvantage while the 
additional impositions are in force ; thus the exceedingly 
high export duties which were imposed on jute goods 
during the post-devaluation shortage, and which have not 
yet been totally abolished, have very gravely penalised 
the jute industry and still constitute a serious threat to 
the industry’s trading prospects. The evidence for the 
Chamber’s views in this regard will be found in the 
published results of Companies’ and Directors’ reports, 
which show only too often how large a portion of income 
is taken away in taxation, making it difficult for the 
companies to maintain a sound financial position or to 
show satisfactory working results. 

Taxation and Economic. Development. 

Question 18. —What role would you assign to taxation 
vis-a-vis various types of borrowing in finding the 
additional resources required for the development 
programme of the country ? 

The Chamber considers that the capital requirements 
of development work can legitimately be met by 
borrowing, and they are strongly of the opinion that 
as far as possible resort should be had to this method of 
finance in order to lighten the crushing burden of 
taxation. 

Question 19. —In maximising the resources required for 
the financing of development what degree of 
importance would you assign to: 

(a) prevention of tax avoidance and tax evasion 

(b) economy and rationalisation in expenditure. 

(c) higher rates of existing taxes, 

(d) fresh taxes, 

(e) development of non-tax revenues ? 

Of the means of maximising tax revenue which are 
specified in this question, the Chamber considers that 
attention should be concentrated on the following three 
methods, which are given here in the order of importance 
attached to them by the Chamber— " 


(d) Fresh taxes : 

The Chamber st'ongly advocates the imposition of 
fresh taxes in the sense of extending the field of 
taxation so as to « ver the entire taxable resources of 
the country and bring within the orbit of contribution 
that very large see don of the population which is at 
present almost exempt from taxation. As has been 
recommended earlier, the means of achieving this 
object is an increased reliance upon indirect as opposed 
to direct taxation ; and the Chamber would suggest 
here—its proposals ire worked out in greater detail in 
replies to later seel ions of the questionnaire—that the 
most efficient, equitable and productive form which 
indirect taxation can take is a more widespread and 
uniform sales tax which will apply to all commodities in 
genet at consumption. 

The other two methods of increasing revenue which 
are mentioned in this question should not be restored 
to. Existing taxes already bear very hardly on those 
who have to pay thorn and are a serious impediment to 
capital formation and to the health of the private sector 
of trade and industr / ; they should therefore be reduced. 
As regards non-tax revenues, the Chamber has already 
submitted that Go/eminent projects should not be 
regarded as a means of raising finance to supplement the 
public income from taxation. 

Question 20.—Under the Five Year Plan the public sector 
is expected to undertake a larger investment; an 
important place is also assigned to the private sector 
in the development programme. How would you 
devise a tax ; olicy suitable to the development 
programme of the country in both sectors ? 

Question 21. —What part can tax policy play in stimu¬ 
lating capital formation in the private sector 
consistently with the needs of the public sector ? 

The Chamber’s proposals for the financing of develop¬ 
ments under the Fi/e Year Plan are, firstly, reduction 
in the direct taxation of companies and of the investing 
classes, combined with incentives towards industry, 
saving and investment ; and, secondly, an increased 
resort to indirect taxation so as to distribute the burden 
equitably and to tap all legitimate sources of public 
revenue. 

The reduction in direct taxation which the Chamber 
advocates and the offer of incentives are essential if 
private saving is to be encouraged and the private 
sector of the industry enabled to undertake the heavy 
investment required by it under the Five Year Plan. As 
a means of promoling investment and the ploughing 
back of profits into : ndustry, the Chamber would recom¬ 
mend that the Commision should investigate the 
possibility of making provision for development funds 
to be constituted jy the reinvestment of company 
profits which, on the condition of their being utilised for 
legitimate and app: oved development projects, would 
be exempt from taxation or the subject of substantial 
tax relief. The Chamber has already commented on the 
pernicious effects resulting from the levelling down 
process which is involved in the present system of 
taxation ; it would submit that, as opposed to this steady 
attrition of the cou dry’s investment potentialities, the 
proposed reduction i:i direct taxation and grant of incen¬ 
tives to investment would constitute a dynamic taxation 
policy which would not only re-invigorate trade and 



muusuy unu soive many oi me country's economic 
problems—under-development, unemployment, and the 
absence of indigenous manufactures—but would also in 
the course of time result in the cumulative production 
of new wealth and new sources of taxation. 

As indicated, the Chamber considers that to collect 
in future the finance necessary not only for ordinary 
administrative purposes but for development of the 
public sector (to the extent that such finance is to lie 
obtained through taxation) increasing emphasis should 
be placed on indirect taxation with a lowering of the 
burdens placed at present upon the direct tax-paying 
classes. The Chamber thinks that this policy is 
consistent not only with the stimulation of capital 
formation in the private sector but also provides a 
satisfactory method for expanding development in the 
field of public development. The latter to a very great 
extent meets the needs of, or consists of expenditure 
which will benefit, the public at large, particularly 
including those sections on whom the incidence of 
taxation is at present negligible, and the Chamber 
considers it equitable that the community as a whole 
should be more directly involved than it is at present 
in producing the finance necessary for those projects. 
Question 22.— (i) Is there evidence for the view that 
the rate of private capital formation in the com¬ 
munity has been lower in the last few years as 
compared to the pre-war period ? What factors in 
your opinion account for the decline ? 

There is evidence on every side that industry to-day 
finds difficulty in raising finance not only for new con¬ 
cerns but for replacing or rehabilitating existing plant 
and an examination of company accounts will show that 
industrial operations are now conducted on bank 
advances to a far greater extent than in pre-war .years. 
The decline in private capital formation and investment 
is particularly evident from the results of the recent 
investigation into the working of the first two years of 
the Five Year Plan, which has shown that the private 
sector ol the economy is falling far short of the 
investment targets set for it under the Plan. This situa¬ 
tion is the result of penal rates of direct taxation which 
not only leave little resources for capital formation but 
positively discourage hard work and saving. A system 
of direct personal taxation which increases steeply as 
taxable income becomes larger amounts almost to special 
discrimination against savings, investment and enter¬ 
prise, for it is the marginal increments of income which 
are earned by extra effort which form a source of 
investment; it is precisely on those marginal increments 
that a graduated direct tax bears most heavily. The 
entrepreneur or the salaried employee works a little 
harder so that he may earn a little more, and it is that 
little more that constitutes a source for saving and 
investment ; under the existing tax system, however, it 
is this “ little more ” that attracts the highest rate of 
taxation ; and such a very small proportion of the 
increment is left to the earner that all incentive to hard 
work or saving disappears. 

(ii) Has there been a shift in recent years in the 
sources of capital formation in the private sector 
as between individuals, corporations and other 
institutions ? 

It is a truism that one result of high taxation is the 
encouragement of tax evasion and this has been very 
evident in India during the post-war years. The honest 
tax-payer has been left with little or nothing to invest and 
the funds which are availalbe for investment are often 
money in the hands of the tax evader whose sources 
are dubious. There has, therefore, been a shift in the 
sources of capital formation from the honest to the dis¬ 
honest, and a continuance of the present structure of 
taxation can only means that in future the country will 
have to look to the tax dodger and the blackmarketeer 
rather than to the honest and responsible citizen for 
its capital investment. The multiplicity of social wel¬ 
fare schemes and the “ security minded ” consciousness 
which they engender has also involved a shift in the 
sources of capital formation; the small private investor 
is no longer the backbone of the capital market and the 
greater part of investment now derives from provident 
funds, insurance companies and similar institutions 
whose funds are not available for new risk investment. 

Question 23.— Do you think that tax relief in respect of 
persons in the middle-income group would assist 
the growth of savings or mainly promote 
consumption ? 

The Chamber thinks it probable that the grant of tax 
relief to the middle-income group would result both in 
increased consumption and increased savings. Increased 
consumption is not in itself undesirable, for an 
expanding economy must find its markets and if the 
country is to industrialise there must be more con¬ 
sumers. There would certainly be larger savings which 
could probably be increased by skilful and vigorous 
publicity campaigns and no doubt the experience of 
Government in conducting the Small Savings move¬ 
ment will be of assistance in this regard. 

Question 24.—T lie Planning Commission have given an 
estimate of the rate of progress in regard to 
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assumption of 50 per cent, of the additional output 
going into investment each year after 1956-57. What 
measures in the field of taxation are necessary if 
this assumption is to be realised ? 

It must be difficult under any circumstances to make 
an accurate estimate of the kind that has been attempted 
by the Planning Commission, but the Chamber is inclined 
to the view that, at the present rate of progress of the 
Five Year Plan, the Commission’s estimate of an invest¬ 
ment of 50 per cent, of additional output is 
decidedly over-optimistic. Certainly the Chamber 
does not think that such an object will be 
achieved without the adoption of the tax modifications it 
has proposed : a reduction of direct taxation, incentives 
to savings and enterprise, and an extension of indirect 
taxation. 

Question 25.—Do you accept the vieiu that some regula¬ 
tion of consumption standards is desirable as a 
means of releasing larger resources for develop¬ 
ment ? If so, what part, in your view, can tax policy 
plan in this process and what should be the relative 
role of direct and indirect taxes in achieving the 
purpose ? 

The Chamber thinks that the main emphasis towards 
development should and must come from an overall 
expansion of production which will allow some of tlie 
additional resources to be devoted to capital investment 
rather than that development should be secured by a 
diversion of consumption. It is, therefore, strongly 
opposed to any physical regulation of consumption, the 
difficulties and disadvantages of which were amply 
demonstrated during the period of war and post-war 
controls. It is appreciated, of course, that the greater, 
resort to indirect taxation which they propose may in 
theory involve some diversion of consumption, but it 
is considered that the incidence of such taxes taken 
over the population as a whole would be so low that 
their effect on individual physical consumption would 
not be large although the total resources involved might 
be so. 

Question 26.—How far can tax policy help to promote the 
efficiency of the productive system ? Do you think 
that multiplicity of taxes in India in respect of the 
same commodities and their lack of uniformity from 
Stale to State affect the allocation of resources in 
the community and hence the efficiency of the eco¬ 
nomy '! Have you any suggestions for the rat onali- 
sation of the country’s tax structure in these 
respect ? 

The Chamber considers that a system of taxation 
modified on the lines it has advocated in reply to earlier 
questions would assist the efficiency of the production 
system ; certainly it would impede that efficiency to a 
far less degree than does the present tax structure. The 
multiplicity of taxes and differences from State to State 
do, in the Chamber’s opinion, hamper the working of 
the economy and simplification and rationalisation are 
urgently required. The ideal solution, in the Chamber’s 
view, would be a unified taxation system with all taxes 
levied by the Centre and with the resultant revenues 
allocated to the State on an agreed basis. It is appre¬ 
ciated that in a country with a federal constitution such 
an ideal may be incapable of realisation; but it should 
at least be borne in mind as the ideal towards which 
practice should endeavour to approximate. 

Question 27.— How far in your view could the tax 
system be used to secure any order of priorities _ in 
the development programme in the private sector ? 

The Chamber does not consider that any general tax 
system can be effectively used for securing the order oi 
priorities in the development programme of the private 
sector, but it would invite attention to the proposal for 
the establishment of development funds made in answer 
to Question 21 which does furnish a means for stimulat¬ 
ing saving and capital formation for approval purposes. 

Question 28.— What are the possibilities and limitations 
of tax policy as an instrument for economic develop¬ 
ment ? 

(a) by influencing over-all demand, 

(b) by reducing consumption and unessential invest¬ 

ment. 

(c) by positive inducements for desirable invest¬ 

ment, 

(d) by redistribution of incomes, 

(e) in other ways ? 

The Chamber has already stated that, after fulfilling 
the basic object of raising the State’s revenue require¬ 
ments with the least damage to the economy, the main 
ancillary function .which a taxation system can perform 
is to promote savings and investment and to encourage 
enterprise, particularly as envisaged in the suggestion 
lor development funds made in reply to Question 21. 
Apart from achieving this secondary objective, the 
Chamber does not consider that taxation should be used 
for any of the other purposes specified in this question 
as their efficacy as an instrument for economic develop¬ 
ment in India is open to grave doubt. 
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Question 20. —How would you assess the scope and 
efficacy of tax policy as compared to monetary policy 
and direct controls as an instrument of planned 
economic development in India? 

The Chamber has no views to offer. 

Question 30. —Do you think that the present tax system 
in India makes for a reduction in inequalities of 
income and wealth? 

Question 31.—What modifications in the tax system 
would you suggest for securing a larger degree of 
economic equality, consistently with maintaining the 
incentives to capital formation and higher produc¬ 
tion ? 

The Chamber has noted with -some concern that 
while the second of the Commission’s terms of reference 
is the suitability of the present system of taxation with 
reference to, first, the development programme of the 
country and the resources required for it and, secondly, 
the objective of reducing inequalities of income and 
wealth, the latter has been placed first in the Question¬ 
naire itself as an objective of a sound tax policy, and 
there is evidence in later questions, particularly Question 
31, that the Commission attach great importance to 
this particular objective. The manner in which 
Question 31 has been framed seems to infer acceptance 
of the belief that adequate incentives to capital forma¬ 
tion and higher production already exist and that, whilst 
maintaining them at their present level, there may still 
be scope for further progress towards economic equality. 
The Chamber is in complete disagreement with this 
general approach and, in particular, with the view that 
the existing rates still leave sufficient incentive to 
encourage savings, investment and expanded production. 
As explained in answers to other questions, it is the 
considered view of the Chamber that the present levels 
of taxation involve the serious diminution of the level 
of incomes in the higher income brackets without any 
corresponding increase in the social services which might 
have improved the lot of the poorer sections of the 
population. In other words, such re-distribution of 
wealth as has taken place has been of no assistance 
whatsoever in dealing with the problem of mass poverty. 
On the other hand, it has seriously prejudiced not only 
the incentive but the ability to contribute to savings and 
capital formation and provides no stimulus whatsoever 
to higher production or efficiency. Any alterations in 
the tax system to secure a greater degree of economic 
equality would merely worsen an already unsatisfactory 
situation. 

Question 32.—What place would you assign to public 
expenditure as compared with the tax system in 
achieving a greater measure of equality of income ? 

It is presumed that by income in this question the 
Commission means real income as expressed in terms 
of the standard of living and not merely to monetary 
income. Subject to this, the Chamber’s view is that the 
objects referred to are achieved more satisfactorily by 
public expenditure devoted to social services than by 
taxation. 

Question 33. —Have you any changes to recommend in 
tax policy in relation to the investment of foreign 
capital in India ? 

Yes, the following— 

(a) The removal of the existing discriminatory 

super-tax provisions of Clauses (ii) and (iff) 
of paragraph D of Part II of the First 
Schedule of the current Finance Act; 

(b) Revision of the definition of “Residence” under 
section 4A of the Income-Tax Act on the lines 

indicated in the Chamber’s answer to 
Question 46 ; 

(c) The negotiation of satisfactory tax treaties with 

the countries predominantly engaged in 
foreign trade with India ; 

(d) The changes either in the provisions or in the 

interpretation of sections 42 and 43 of the 
Income Tax Act indicated in the Chamber’s 
reply to Question 51. 

Question 34. —Article 269 of the Cotistilution enumerates 
the folloiving taxes which may be levied and collect¬ 
ed by the Union but the proceeds of which are to be 
assigned to the States : 

(ft) duties in respect of succession to property other 
than agricultural land ; 

(b) estate duty in respect of property other than 

agricultural land ; 

( c) terminal taxes on goods or passengers carried 

by railway, sea or air ; 

(d) taxes or railway fares and freights ; 

(e) taxes other than stamp duties on transactions in 

stock exchanges and futures markets ; 
if) taxes on the sale or purchase of neivspapers and 
on advertisements published therein. 

How do you assess the possibilities of adding to the 
Country's tax resources in respect of the above items ? 


In the opinion of the Chamber it may be possible to 
increase the revenue accruing from succession duties and 
estate duties in respeff of property; the other tax 
sources mentioned in this question, however, should not 
be required to make an increased contribution, or any 
contribution where one is not already levied. 

Question 35.— Other possible ways of adding to tax 
receipts which hat e been suggested are taxes on 
capital, reintroduct on of the salt duty, surcharges 
on land revenue, betterment levies, agricultural 
income-tax, social security taxes and modification of 
the policy of prohil ition having regard to the direct¬ 
ive principles of the Constitution. What are your 
views regarding the desirability and the probable 
scope of each of these forms of taxation ? 

The Chamber considers that, in line with its re¬ 
commendation for an increase in indirect taxation, there 
is a very strong case for the re-introduction of the Salt 
Tax in the form of an extension of Sales Tax to that 
commodity. There is m the Chamber's view an equally 
strong case for a modification of the policy of prohibition. 
The large tax revenue surrendered by the States which 
have introduced prohibition together with the increased 
expenditure on prevention are more than State budgets 
can afford, particularly since it appears to be doubtful 
whether prohibition policy has prevented the abuse of 
alcohol or indeed its general consumption. It is un¬ 
likely that this situation will improve and, as experience 
in many other countries shows, there may be increasing 
resort to evasion with the consequent dangers of corrup¬ 
tion of the public services and the development of a 
general contempt for law and order. In these cir¬ 
cumstances the Chamber thinks that the policy of 
prohibition requires d astic modification and indeed that 
the time for this is already overdue. As regards the 
reference to taxes on capital or a capital levy the 
Chamber cannot emphasise too strongly that such a tax 
would be fatal to the country’s future economic develop¬ 
ment. 

Question 36.—Do you consider it desirable and feasible 
to levy a tax on unearned increments in value of 
land and other property as a result of public projects 
of development ? 

Although the theoretical attractiveness of taxation 
of unearned increments of land and property value has 
made it the subject of endless fiscal schemes during the 
past century in many countries, experience—particularly 
recent experience in he United Kingdom—has shown, it 
is thought conclusive y, that its application is subject to 
the most extreme practical and administrational diffi¬ 
culties. It is considered that such a tax in the form in 
which it has been applied in other countries is im¬ 
practicable and that the nearest approach which can be 
made to the taxation of unearned increments is the 
periodical reassessment of land revenues in the agri¬ 
cultural areas. 

Question 37.— What measures would you suggest for 
increasing the ’•eceipts^ from existing sources of 
revenue ? 

In this connection the Chamber thinks that a vital 
aspect of any attemi t to diminish tax evasion is to stir 
up public opinion against it and in support of the honest 
taxpayer who meets his obligations. It is suggested, for 
consideration, that Government might be prepared to 
publish lists of those who have fulfilled their obligations 
in this respect; this is already done, it is understood, 
in Sweden and the t nited States. A possible alternative 
is to give active sui port to the formation of an organi¬ 
sation of taxpayers which would give suitable publicity 
and honourable mention to those who have paid their 
taxes and which, in particular, would encourage the 
spirit of emulation in the declaration of the highest 
published incomes and income-tax payments. 

Question 38.—What other new sources of taxation can 
you recommend ? 

Apart from the Chamber’s main proposal for ar, 
increase in indirect taxation, particularly by an exten¬ 
sion of sales tax, the only other new source of taxation 
which it desires to recommend is a State lottery. The 
particular advantages of State lotteries are their ease 
of collection and their psychological effect in introducing 
an element of hope into the daily grind where poverty 
is all too common. The Chamber would suggest that 
the Commission should give its most careful considera¬ 
tion to this proposal; and since such objections as there 
are likely to be to State lottery will probably be based 
on ethical considei ations, the Chamber would further 
suggest that the pre cecds of the lottery might be allotted 
for some specifically desirable object such as education 
or an extension ir hospital and medical facilities. In 
addition, the Cham jer would point out that this method 
of raising revenue has been adopted in many countries. 
Question 39.—To u hat extent and as regards what taxes 
should the pow ers of the Centre to impose surcharges 
under Article 171 of the Constitution be used ? 

The Chamber his no views to offer on this question. 
Taxation and Inflationary and Deflationary Situation. 
Question 40.— What are the scope and. limitations of tax 
policy as an instrument for dealing with inflationary 
or deflationari situations in Indian conditions ? 
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Question 41.— In countering inflationary or deflationary 
conditions in the economy, what part would you 
assign to changes in the following : 

(a) direct taxes, 

( b ) indirect taxes, 

(i) import duties, 

(ii) export duties, 

(iii) excise duties, 

(iv) sales tax ? 

Question 42.— To what extent is it possible to increase 
the inherent capacity of the tax system to counter¬ 
act inflationary or deflationary conditions in the 
economy ? 

Question 43.—What are your views in regard, to the 
relative importance of public expenditure policies 
in nioderating the forces of inflation and deflation in 
Indian conditions ? 

Question 44. —Apart from using tax policy to counter 
inflation or deflation in the economy as a whole, 
would you suggest tax changes for dealing with the 
effects of rising or falling prices on particular groups 
of taxpayers or sectors of the economy ? 

Question 45. —How do you assess the present situation 
in regard to the strength of inflationary or deflation¬ 
ary influences, and what adjustments, if any, in 
taxation are indicated in the light of your views ? 

Answer to questions 40 to 45 — 

Taxation policy has a useful, but not decisive, role to 
play in meeting inflationary and deflationary situations. 
Under Indian conditions, however, there are so many 
practical difficulties in the application of modern British 
and American theories on this subject, and so many 
uncertainties as to their effects, that the Chamber 
regards this section of the questionnaire as of academic, 
and secondary, importance. Accordingly it is confining 
itself to a single comprehensive statement. 

To take deflationary situations first. The correct tax 
policy at such times is to lighten the tax burden, parti¬ 
cularly personal and company taxation. Rates of taxa¬ 
tion under these latter heads are now so high in India 
that if an acute deflation were encountered in the next 
few years as a consequence of a world trade slump, there 
would be ample scope for sharp and beneficial reductions 
as part of a “ contra-cyclical ” tax policy. 

Turning to the more familiar danger of inflation, the 
Chamber contends that the Government has quite 
sacrificed the flexibility of this weapon by perpetuating 
as normal the very high rates of taxation introduced 
as an anti-inflationary measure during the war. The 
great increases in personal and corporate taxation ir, 
the years 1940-4? made a contribution (though a limited 
one) to the control of inflation ; but their retention as 
part of the tax structure has meant surrender of the use¬ 
fulness of tax policy as an antidote to inflation. Not 
only would further increases in personal and corporate 
taxation be a source of positive inflationary forces, but 
current rates tend to perpetuate inflation by discouraging 
extra productive effort. Taxation that aims at draining 
off surplus money is apt to defeat its own objects, for 
by diminishing the reward for hard work and special 
exertion it causes a decline in productivity. The result 
is that, in a situation where there is too much money 
chasing too few goods, this supposedly disinflationary 
taxation reduces the goods as well as the money and 
thus fails to achieve its object. This is aggravated by 
the encouragement which high rates of taxation give 
to company managements to indulge in irresponsible 
expenditure and to the private citizen to divest himself 
of taxable income. Therefore the first requirement of 
any policy that aims at using personal and corporate 
taxation as an anti-inflationary measure is that rates of 
taxation be brought down from the ceiling. Similarly, 
lo realise the utility of brakes on a motor-car it is neces¬ 
sary that they should not be applied all the time. 

Even when these adjustments had been made, there 
would still be features of the Indian tax system that 
make it less effective for the purpose of controlling 
inflation. The chief of these features has been referred 
to above—the incidence of taxation on a small section 
of the population, which leaves the bulk of inflationary 
purchasing power outside the scope of disinflationary 
tax policies. Under the tax system that has hitherto 
been in force, the greater part of the population has 
been practically exempt from taxation. It is their needs 
however, and particularly their need of the elementary 
necessities like food, clothing and housing, which give 
rise to the main economic stresses; taxation does not 
touch these needs at present and is therefore largely 
ineffective during an inflationary crisis. The revision 
of the tax system that the Chamber -suggests, by extend¬ 
ing the scope of taxation over larger sections of the 
population, would considerably increase the effectiveness 
of tax policy both in inflationary and deflationary situa¬ 
tions. Such price rises as would be caused by an 
increase in indirect taxation would not be inflationary 
because they would be “ once-for-all ” rises, unlike the 
cummulative price rises that occur in an inflationary 
spiral. The increment in price caused by higher indirect 


taxation would be drained off by Government, and since 
it could not then be reflected in a rise in business profits 
would not be able to cause further rises in other prices. 
The snowballing effect of rising prices, rising profits 
and more price rises, which is precisely the feature of 
a genuine inflation, would be avoided in the case of price 
rises brought about by disinflationary taxation on articles 
of common consumption. Conversely, the revision of 
the tax system suggested by the Chamber would enhance 
the value of tax pu'iey as a weapon against deflation. 
Reductions in indirect taxation would stimulate purchas¬ 
ing by bringing about lower prices without the appear¬ 
ance of business losses which provide the cummulative 
factor in a slump. 

Finally the Chamber would warn against the too 
facile application of disinflationary taxation theories 
framed in other countries to the vastly dissimilar con¬ 
ditions of India. In the countries where these theories 
originated, taxes bear on most incomes ; in India they 
bear on only a small minority of incomes. When pressed 
too far, therefore, the inflationary consequences of high 
taxation appear more quickly in this country than in 
countries like Britain which realise only slowly (but 
none-the-less surely) the limitations of “ contra-cyclical ” 
taxation. 

PART II—“DIRECT TAXES” 

RESIDENCE. 

Question 46. —Do the provisions of the Income-tax Act 
(Sections 4A and 4B) regarding the determination 
of residence of various assesses, viz., individual, 
Hindu undivided family, firm, association of persons 
and company, require any modification ? In parti¬ 
cular, whul is your view regarding the retention of 
the category described as “not ordinarily resident ”? 

Yes ; the present basis of determining “ residence ” 
on the part of a company by reference to income is 
fallacious and acts as a deterrent to the flow of capital 
into the country which it is the policy of the Govern¬ 
ment of India to encourage within limits and subject to 
reasonable conditions. There is no justification, in the 
Chamber’s opinion, for assessing income that arises 
outside India. This important and deterrent provision 
of the law is due to the present artificial definition of 
“residence” under Section 4A(c) which, in contra¬ 
distinction to the treatment for instance of a Hindu 
undivided family, applies two criteria, namely (a) if the 
control and management of the affairs of the company 
are situated wholly in the taxable territories of India 
or (b) if the income of the company arising in the tax¬ 
able territories exceeds the income arising without the 
taxable territories. Criterion (b) should, in the 
Chamber’s view, be deleted not only because of the 
effects of it referred to above, but because its artificial 
nature has an adverse influence on the negotiation by 
India of satisfactory tax treaties or Double Income Tax 
Avoidance Agreements which would in themselves 
remove many of the present impediments created by the 
artificial definition of “ residence ”. 

The category “ not ordinarily resident ” should 
certainly be retained. It equitably caters for numerous 
cases in which expert technical and other advisers can 
visit India for relatively short visits ; without this 
category of “ not ordinarily resident ” India might well 
be deprived of the temporary services of such technicians 
and consultants to her own disadvantage and to the 
detriment of the Five Year Plan. 

A related question arises in connection with Section 
4A calling for an amendment of the latter section. For 
the purpose of that section the “ income arising in tax¬ 
able territories ” is one of the alternative criteria for 
the determinaion of “ residence ” and there is nothing 
positive to show that agricultural income is not included 
in income for that purpose. In the Chamber’s view this 
should be remedied by the addition of an explanation or 
proviso to Section 4A making it clear that “ income ” 
for the purposes of that section is income taxable under 
the Indian Income-Tax Act. 

INCOME. 

Question 47. —Does the definition of “ income ” [Section 
2(6C)] require any modification ? 

The reference to “ capital gains ” could now suitably 
be deleted from Section 2(6C). 

Question 48. —Are there any receipts or gains ivhich are 
not taxed at present but which, in your opinion, 
should be taxed and vice versa ? In particular, 
what is your view regarding the taxing of capital 
gains ? 

In the Chamber’s memorandum to the Commission, 
dated the 30th May, 1953, reference was made to the 
tendency of certain Income-Tax Officers, whether of 
their own volition or under directions from the Central 
Board of Revenue, to disallow (in disregard of the 
assessee’s contentions) what the latter claims to be per¬ 
fectly legitimate expenses incurred for the purposes of 
the business ; and secondly, to compel the assessee to 
resort to appeal, thus involving the latter in legal 
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expenses which are in turn disallowed—as also, quite 
unjustifiably, are items such as costs of renewals of 
leases and patent and copyright expenses. There is also 
a tendency on the part of Income-Tax Officers, outside 
their own functions as revenue officials, to query the 
powers of a company in such matters as the quantum 
of directors’ remuneration where the profits are small; 
of bonus or other payments to employees either awarded 
by Tribunals or which appear to the I. T. Os. to be high 
in relation lo a low basic salary scale or are due to the 
recognition of personal initiative ; and of other items of 
business expense which the I. T. O. personally considers 
to he out of proportion to the size of the business. 
Where there is clear evidence of bona fide expenditure 
other than capital expenditure having been incurred for 
the purposes of the business, such expenditure should 
be allowed without question. 

Under an Act designed to lax income, capital gains 
should not be taxed. And if they are taxed under any 
separate enactment—for which there would seem to be 
no justilication with the pending introduction of estate 
duties—provision should clearly be made for the allow¬ 
ance of capital losses. 

Question 49 .—Have you any comments on the present 
position regarding taxation of profits, which accrue 
or arise abroad, on their repatriation to India ? 

The Chamber considers that, where the tax payer is 
prevented from transferring the income to India either 
by the laws of the overseas territory or any executive 
action of its Government or by the impossibility of 
obtaining foreign currency in the territory, the assess¬ 
ment, of tax on income arising abroad should be deferred. 
In addition, where exchange control regulations are 
responsible for delay in the repatriation of such profits 
beyond the dates specified in Section 4, the (Income-Tax 
Officer should be specifically required to deem such 
profits eligible for the advantages they are intended to 
enjoy. 

Question 50. -What change, if any, is called for in the 
definition of “dividend” f section 2(6/1)], e.g., in 
relation lo “ bonus shares”? 

Clause (d) of sub-section (6A) of Section 2 includes 
within the definition of “dividend” “any distribution 
made to the shareholders of a company out of accumulat¬ 
ed profits on the liquidation of the company ” subject to 
the proviso that only the accumulated profits so distri¬ 
buted which arose during the six years preceding the 
liquidation shall be so included. The Chamber con¬ 
siders that this provision of the Act should be so worded 
as to make it clear that the shareholder on liquidation 
shall be taxable only to the extent to which the distri¬ 
bution exceeds the capital value of the shares, i.e., the 
nominal value whether received for cash or for value 
and that only to that extent bonus shares issued within 
the six-year period shall be taxable. 

Question 51. —Do the provisions of the Income-tax Act 
relating to the taxability of non-residents through 
their business connections in India in respect of 
income deemed lo accrue or arise within the tax¬ 
able territories (section -12 and 43 of the Income- 
tax Act) affect, adversely the interests of persons 
engaged in feorign trade ? If so, what modification 
would you suggest in these sections? 

Yes, the interpretation now being placed on these 
sections very materially ail'ects the interests of persons 
trading with but not in India and is becoming a strong 
impediment to the development of that trade in the 
absence of lax treaty arrangements or D I, T. Avoidance 
Agreements with other countries, particularly the U. K. 
For instance, Income-Tax Officers here are seeking to 
raise assessments on concerns in India as Agents lor non¬ 
residents where the concerns in question are buying 
goods in India on behalf of non-residents. Again, non¬ 
residents manufacturing goods outside India, selling 
them outside India to residents in India and then ship¬ 
ping the goods to India and forwarding documents to a 
Bank in India for the Bank to collect the sale proceeds 
on behalf of the non-residents and deliver the docu¬ 
ments to the buyer when payment has been received 
are faced with the contention that this constitutes 
receipt of the proceeds which includes the profit in India 
by or on behalf of the non-residents and that therefore 
the whole profit is assessable in India. 

There is a considerable amount of case law on tills 
question to which the Chamber would invite the Com¬ 
mission’s attention, such as Civil Appeal No. 41 of 1952, 
Messrs. Turner Morrison & Co., Ltd. vs. Commissioner 
qf Income-Tax, West Bengal. These cases, and the 
earlier ones referred to therein, exemplify the range of 
commodities forming an important part of India’s inter¬ 
national trade which stands to be affected most adversely 
by the current interpretation of Sections 42 and 43- 
Tea, Wool, Salt, Shellac, to mention a few. With regard 
to the mere purchase of goods in India and other acts 
which have been held to constitute operations carried 
out in India for profit by or on behalf of a non-resident, 
a charge of tax under Section 42 is a most serious deter¬ 
rent to trading with India. Other countries do not admit 
the validity of India’s claim to tax and refuse double 


tax relief for Indian tax suffered. At the present time 
this means that any profit, attributed to the act of pur¬ 
chase suffers an overa 1 tax burden of more than 100 
per cent, where the non-resident buyer is resident, for 
example, in the United Kingdom, United Slates, Germany 
or Japan. There can be no arguing that a consequence 
of (his kind will affect trade with India to an increasing 
extent as Section 42 is more and more diligently applied 
and it should not be forgotten that in recent years India 
has relied upon buyers in these territories to take more 
than 50 per cent, of her cxporls. The result of allowing 
this position to continue will inevitably be a grave 
restriction of trade to India’s detriment in a buyers’ 
market ; overseas sellers will either refrain from trading 
with India or will do so only where the title in the 
goods and payment eat be obtained outside India. It 
is very essential there! ore that prompt steps should be 
taken (a) to amend the law to exempt, in the case of the 
non-resident who buys >r sells goods in India, the manu¬ 
facturing and other profits attributable to operations 
carried on outside Indio by the nqn-resident and (t>) to 
exempt profits when tic non-resident has not an estab¬ 
lished place of business in India. 

Several of the difficulties referred to above arise 
because of the absence of any statutory definition of 
“ business connection ’’ thus permitting a variety of 
interpretations by individual Income-Tax Officers. This 
omission should be remedied, it is suggested, in such a 
way as to ensure that non-residents may be more precise¬ 
ly aware of their liabilities under the Act. Based on 
current international practice as agreed to by most 
countries in recent do ible income-tax agreements—the 
negotiation of which, particularly with the United 
Kingdom as India’s largest customer, is very essential— 
an explanation should )e added to Section 42 providing 
firstly that a non-resic ent person shall not be deemed 
to have a business connection in the taxable territories 
unless he maintains therein a branch, management, 
factory or other fixed place of business ; secondly, that 
an agent in the taxable territories for a non-resident 
person shall not Ire de ;med to be a business connection 
unless he has and habit .rally exercises a general authority 
lo negotiate and conclude contracts on behalf of the 
non-resident or keeps a stock of merchandise from which 
he regularly fills orders on his behalf ; thirdly, that a 
non-resident person shall-not be deemed to have a 
business connection in the taxab'e territories merely 
because he conducts business dealings through a bona 
fide broker or general commission agent acting in the 
ordinary course of his business as such ; and, fourthly, 
that a fixed place of business or an agency maintained 
by a non-resident pe son solely for the purchase of 
goods within, and the sale or conversion of these goods 
without, lire taxable territories shall not be deemed 
lo be a business connection. 

Question 52.— What modification would you suggest in 
the definition of “agricultural income” lsection 
2(1)1 lo avoid the contingency of the same income 
being taxed by the Central Government as well as 
the State Govern nents, c.g., in respect of income 
from forests, dividends from agricultural companies, 
etc. ? 

As was pointed out in the Chamber’s memorandum 
lo the Commission, dated the 30th May 1953, this 
involves the constituti mal question, which is recognised 
to be a difficult one, ol the respective rights of the States 
and the Central Gover iment. The Chamber then urged, 
and still urges, that whatever these difficulties, the 
essential from the assessee’s point of view is that there 
should be a co-ordinating authority which will determine 
the assessce’s taxable income from whatever source, 
that the agricultural ncome should then be arrived at 
and that the agricultural portion so determined should 
Ihen be taxed either by the Centre on behalf of the 
States or by the latte • on a uniform basis. The defini¬ 
tion should be ainer ded to make it clear that any 
dividend or part thereof paid out of agricultural income 
should also be treated as agricultural income. The 
definition of “agricultural income” should be amended 
in such manner that the agricultural income arising in 
a foreign country is treated as “ agricultural income ”. 
This will avoid the same income being taxed under 
Agricultural Income-Tax in the foreign country and 
under Indian Income-Tax in India. 

Question 53.— Are you in favour of integrating agri¬ 
cultural income w th non-agricultural income for rate 
purposes ? If so which of the following methods 
would you advoci te : 

(i) Aggregation of agricultural and non-agri¬ 

cultural int omes only under the State Acts; 

(ii) Aggregation of agricultural and non-agricultural 

incomes ony under the Central Act; 

(iii) Aggregation of agricultural and non-agricultural 

incomes bodi under the Slate and the Central 

Acts ? 

Please discuss the administrative, constitutional and 
other problems that are likely to arise if any of the 
above alternatives is adopted. 

No ; the Chamber is not in favour of integrating agri¬ 
cultural income with non-agricultural income for rate 
purposes. 
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Question 54.—Would you recommend the abolition, by a 
suitable amendment of the Constitution, of the 
distinction between agricultural and non-agricultural 
incomes and. the taxation of both, types of income, 
aggregately under a Central Act ? 

No. As has already been suggested in the Chamber’s 
answer to Question 52, the essential is that the assessee’s 
taxable income from whatever source and the agri¬ 
cultural portion thereof should be determined by a single 
authority and the State Agricultural Income-Tax Acts 
made uniform in this respect. 

Question 55.— Is the treatment given to irregular and 
fluctuating income in the -present law satisfactory ? 
In particular, should any changes be introduced — 

(i) to average income over a number of years 

where receipts are irregular and fluctuating ; 

(ii) to spread lump sum receipts over a number of 

years ? 

The existing provisions of Section 12AA, introduced 
by the Finance Act, 1953, represents an improvement on 
the previous position. 

Exemptions. 

Question 56.— Do you think the present provisions re¬ 
garding exemption of charitable and religious trusts 
need any modification? If so, in what respects? 

On the assumption that this question relates only to 
the taxation of the income of charitable and religious 
trusts, as distinct from the allowance of donations to 
such bodies, the Chamber has no suggestions to make 
at present. So far as donations to charitable and reli¬ 
gious trusts are concerned, further time is required to 
observe the practical effects of the recent amendments 
made to Section 4(3)(i). 

Question 57.—(i) Should the business profits of co¬ 
operative enterprises, which are now exempt, be 
charged to income-tax and super-tax ? If so. 
should co-operative societies be treated as companies 
or should a lighter levy be imposed ? In case the 
exemption is continued, should it be restricted to 
certain categories of co-operative enterprises. 

(ii) Do you agree with the view that the income derived 
by co-operative housing societies by way of rent 
should not be treated as income from property 
assessable to income-tax ? Would you, in this 
respect, differentiate between tenant co-partnership 
housing societies and other types of housing 
societies ? 

(iii) It has been suggested that there are divergent 
decisions by different Income-tax authorities in 
respect of assessment of income of co-operative 
societies from sources other than business. If this 
is so, please indica te such decisions and the measures 
you would suggest to secure uniformity in assess¬ 
ment. 

In the view of the Chamber the position of co¬ 
operative societies, Chambers of Commerce, clubs and 
the like should remain as at present to the extent to 
which their activities arc mutual. 

Question 58.— Are you in favour of continuing the con¬ 
cessions given to new industrial undertakings under 
section 15C of the Income-tax Act ? Have initial 
and extra depreciation allowances made the con¬ 
cessions practically infructuous ? If so, what are 
the directions in which the provisions of this section 
should be modified ? 

Section 15C was introduced with the intention of 
granting relief to newly established industrial under¬ 
takings but has not in practice been of much benefit to 
them, principally owing to the initial and double depre¬ 
ciation allowances which merely have the effect of a 
postponement of tax and do not reduce the ultimate 
liability. 

It seems to the Chamber therefore that consideration 
should be given to some means whereby more substantial 
benefit will accrue under Section 15C. One such method, 
which the Chamber recommends, is that a newly 
established company should have the option of taking 
an allowance under Section 15C in preference to the 
initial and/or double depreciation allowances ; the 15C 
allowances would then be an exemption from liability 
to tax on a portion of the income of the company and 
not merely a postponement of the payment, while the 
depreciation allowances would be obtainable at some 
future date. 

Question 59.—A suggestion has been made that banking 
profits of foreign branches of Indian banks should be 
given concessional treatment, for tax purposes in 
order to encourage the opening of branches abroad. 
What are your views ? 

The Chamber sees no sound grounds for such an 
arrangement. 

Question GO.— Should any liberalisation be made in the 
present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds ? 
Yes—certainly. It is, in the Chamber’s view, quite 
unrealistic that the 1939 limits should continue under 


present day conditions (a) when the costs of living are 
so much higher with no prospect of their returning to 
pre-war levels in the foreseeable future as Government 
themselves admit, (b) when the policy of Government 
and private employers alike is to provide more for 
saving by introducing and liberalising provident funds 
for their employees, whether in accordance with legisla¬ 
tion, tribunal awards or by invitation. In recognised 
Provident Funds both employers’ and employees’ contri¬ 
butions should be deducted from total earned income 
to arrive at the taxable earned income both for income- 
tax and for super-tax purposes. In addition, the present 
limit of Rs. 6,000 in respect of exemption from tax on 
life insurance premia and provident fund contributions 
should be raised to Rs. 12,000 or one-sixth of income 
whichever is the lower. 

ALLOWANCES. 

Question 61.—(i) Do you favour the grant of larger 
depreciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they 
be given — 

(a) by larger depreciation allowances on new 

assets ; 

(b) by revalorisation of existing assets; 

(c) by treating the excess of replacement cost over 

original cost as revenue expenditure ; 

(d) by any other method ? 

(ii) What is the justification for assistance from public 
resources to certain classes of tax-payers only by 
way of covering partially the excess of replacement 
cost over original cost of old assets ? 

(iii) In case adequate justification exists for assistance 
by Government in the form of tax concessions to 
meet, the situation, what safeguards should be pre¬ 
scribed to see that the funds so made available are 
utilised for the purposes for which they are 
intended ? 

(i) Under present conditions of rising prices and high 
taxation it is difficult, if not impossible, for established 
companies to set aside out of taxed profits sums sufficient 
to replace their buildings and plant. This is a matter 
of particular concern in view of the continuing rise in 
prices which has not only persisted for several years 
but shows no sign of abating. 

Initial depreciation allowances are at best a com¬ 
promise since they merely represent a postponement ol 
liability to tax, but in so far as they have been of 
limited assistance to companies which have been able 
to replace plant and machinery they should be retained 
in the taxation structure. 

The crux of the problem is not so much to devise a 
new method of computing depreciation on new assets, 
since these will be brought in at cost which will equate 
with replacement value, but to evolve a means of grant¬ 
ing larger allowances on existing assets so that funds 
may be accumulated for their eventual replacement. It 
is suggested that, in spite of the administrative difficulties 
involved which will inevitably arise from any departure 
from the present system of granting depreciation allow¬ 
ances, this may best be achieved by the revalorisation 
of existing assets for income-tax purposes, taking 1939 
as the base year. 

An alternative, simpler and perhaps preferable 
method would be to allow an assessee to charge in 
addition to his aggregate normal, double and initial 
depreciation a further sum on the understanding that 

(a) this further sum is placed to a special Reserve, 

(b) the Reserve will be applied only for the purchase 
of new block items, (c) the original cost of any new 
block items will be reduced by the tax on so much 
of the Reserve as is utilised for their purchase, and 
(d) any part of the Reserve not utilised will be added 
back for tax purposes. 

A connected question arises. In the event of loss of 
bulidings or plant, insurance payments are treated as 
a taxable profit under Section 10(2)(vii) to the extent 
to which if the asset is insured for its replacement value, 
such insurance payments do not exceed the difference 
between the written down value and the original cost, 
in the Chamber’s opinion Section 10(2)(vii) should not 
be applied in such circumstances provided the asset is 
in fact replaced and subject to the proviso that the fax 
foregone will be deducted from the original cost of the 
replacement for tax purposes. 

(ii) The justification surely is that unless some such 
stop is taken, industries in this country will not be able 
lo modernise and expand as they cannot at present find 
the difference between the replacement cost and the 
original cost out of taxed income ; and in existing com¬ 
petitive world markets, 'India’s products will quickly be 
nutpriced with a consequent contraction of business and 
assessable profits to the detriment of the country’s 
revenues. 

(iii) It will be necessary to provide that the deprecia¬ 
tion allowed in the form of such concessions must be 
funded and utilised for the purpose for which it is put 
to reserve within a reasonable period. 
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Question 62 .—Are any changes called for in the classi¬ 
fication of assets for purposes of depreciation, rates 
of depreciation and methods of computing the 
allowances ? 

The Chamber considers that the existing classification 
of assets and the rates applicable to them are reason¬ 
able. A change, however, is very necessary in the 
method of computing the allowances. The amount of 
time and money spent by assessees and their advisers 
in computing depreciation based on the month when the 
building is completed or the machinery is installed is 
colossal. These involved calculations serve no real pur¬ 
pose and little revenue would be lost by reverting to the 
previous practice of calculating depreciation on the 
additions for any particular year on the basis of the 
whole year. 

Allowances should also be granted for such items as 
development expenses, exploration for oil, if not dealt 
with by way of depletion allowances, and for patent 
and copyright expenses and other items of a similar 
nature. 

Question 63.— Should any tax concessions he given to 
encourage development of mineral resources ? If 
so, what form should they take? In particular, 
should depletion allowance on wasting assets be 
allowed ? How should it be computed for different 
kind of assets you have in view ? 

In the opinion of the Chamber it is most important 
that tax concessions should be given to encourage the 
development of the mineral resources of the country. 
The special justification for this is the extent to which 
the exploitation of minerals involves not only operations 
of a costly and uncertain nature but also involves wast¬ 
ing assets. In other countries income tax laws make 
due recognition lor these special characteristics. For 
instance, in Canada a percentage depletion allowance 
of 33’ per cent, of nett profits may be claimed by mines 
producing base metals and industrial minerals from 
“ non-bedded deposits ”. In the United States metal 
mines are allowed 15 per cent, depletion allowance on 
gross income limited to 50 per cent, of the nett income 
after charging depreciation, rent and royalties but before 
charging depletion itself. It is essential, in the 
Chamber’s opinion, that percentage cost depletion allow¬ 
ances as well as provision for the treatment as revenue 
of certain expenditure which has been considered capital 
expenditure in the past, should be introduced for 
companies working wasting assets. It should be made 
possible in such cases for the company to obtain more 
than 100 per cent, of the original cost. 

Question G4. —In what form would you provide for 
personal and family allowances — 

(i) exempting the first slice of income from tax; or 
(it) providing specific alloivances for family and 
dependents ? 

In the case of (i), do you consider that the first 
slice — Rs. 1-1,500—should be revised? In the case of 

(ii), what treatment would you give to the Hindu un¬ 
divided family ? 

The view of the Chamber is that personal and family 
allowances could not work satisfactorily tinder existing 
conditions in India. 

Question G5. —Should the present law regarding admis¬ 
sible expenses [section 10(2) be altered ]? If so, 
please indicate, with reasons, the items of expenses 
(i) which are not now admissible but, in your view , 
should be admissible and (ii) ivhich are now admis¬ 
sible but, in your view, should not be admissible. 

Yes ; arid, as already pointed out in answer to 
Question 48, Income-Tax Officers should be directed to 
adopt a more reasonable and less grudging attitude 
towards expenses as a whole incurred for the purposes 
of the business. 

The following are among the items now either in¬ 
admissible which ought to be admissible or which are 
frequently allowed only in part or after appeal: 

(a) Bonuses or other payments made by the em¬ 

ployer to employees. 

(b) Legal expenses including those of appeal unde'- 

the Act and otherwise should be allowed but 
not those on the acquisition of capital assets. 

(c) Costs of renewal of leases. 

(d) Patent and copyright expenses. 

(e) Directors’ remuneration as agreed Dy tne 

company irrespective ot the profits of the 
company. 

(f) Other bona fide items of expenditure referred to 

in answer to Question 48. 

All these are legitimate expenses incurred for the 
purposes of the business and should not be called in 
question. 

The Chamber is not aware of any allowances now 
admissible which should not be admissible in the future. 
On the other hand the Chamber is strongly of the 


opinion that, from tie point of view of the country as 
a whole, it is desirable that the disallowance of interest 
on borrowed capital which is payable outside the tax¬ 
able territories should be abandoned. 

RATE STRUCTURE. 

Question 66.—(a) Are you in favour of combining 
income-tax and super-tax into a consolidated levy ? 

(b) What are the merits or demerits of such a step front, 
the point of view of (i) assessees, (ii) administration.’ 

(c) Are you satisfied with the degree of progression in 
the present rate structure (both income-tax and 
super-tax) especially in regard to its economic 
effects ? 

(d) In case you consider a change is necessary, what 
alternative rate structure would you recommend ? 

(e) Should the rate o. surcharge levied under Article 271 
of the Constitution also be graduated ? 

(a) Yes, but for companies only. While any adjust¬ 
ment of rates would present points of difficulty, the 
grossing and credit lor tax on dividends from limited 
companies in the cast of individuals might be limited to 
a proportion of the consolidated rate of tax applicable 
io companies. 

(b) The principal merit from the point of view of 
assessees who are companies is that it would more 
readily enable them to ascertain their liabilities, but 
on balance it would make little difference. From the 
administrative angle, a consolidated levy is simpler. 
Conversely, consolidation would necessitate some change 
in the amount or percentage of the Centre’s income-tax 
receipts allocated to the States. 

(c) No. tin the Cl amber’s Memorandum of the 30th 
May strong emphasis was laid on the fundamental need 
for a revised tax system which would offer greater 
incentive to the individual to work harder in order to 
save and invest anl attention was invited to the 
potentialities of thre: main categories of individuals 
whose position in thi ? respect called for consideration, 
viz. (i) the large group of persons mainly of the employ¬ 
ed and salaried classes who, under a more encouraging 
tax structure, would habitually set aside money for 
saving and investment, (ii) self-employed persons, parti¬ 
cularly among the professional classes and 

(iii) technicians. 

By reason of the unduly steep progression of the 
super-tax rates, especially in the lower and middle slabs, 
saving for investment on the part of these classes parti¬ 
cularly is well-nigh impossible under present-day costs 
of living. Initiative End hard work are therefore at a 
discount and capital fc rmation, whether in the private or 
the public sector, is correspondingly difficult and 
prejudiced. 

(d) The super-tax progression should be much more 
gradual in the slabs indicated above. The steps in the 
present structure are too high and might be replaced 
by a suitable percent: ge structure which would give a 
greater range of varia ion and scope for a more gradual 
progression. 

(e) No, for the reas hi that any increase in the rate of 
surcharge for any caiegory of assessee might mean a 
total tax in their ca ;e out of ratio with others. In 
particular, an increasing percentage might mean a total 
rate in the case of t lose with the larger incomes of 
such an amount that Ihere would be a loss of incentive 
and a lack of funds fir saving and investment. 
Question 67. —Have yc u any change to suggest in the 

exemption limit for individuals (Rs. 4,200) and for 
Hindu undivided families (Rs. 8,400)? 

The greater need, from the point of view of the 
country’s economic progress and industrial development, 
is not "so much for an increase in the exemption limit 
as tor the grant of in leased allowances such as those 
on earned income and provident fund/life assurances 
which will lead to increased saving, investment and 
capital formation. 

DIFFERENTIATION. 

Question 68.— (a) Are you in favour of a distinction 
being made between earned and unearned incomes ? 
What is the economic justification for such a distinc¬ 
tion ? 

(b) Is the present definition “ earned income in section 
2 (6 A A) of the Income-Tax Act adequate in tins 
respect or would you suggest any modification ? 

<c) Should the quantum of relief now afforded be extend¬ 
ed or reduced ? I f so, to ivhat extent? 

(a) Yes, this distinction should be continued and if 
possible made more attractive to wage and salary 
earners, including pen doners. It is one of the main 
stimulants to produeti re effort of which the country 
stands in great need if the current Five Year Plan and 
its successors are to be successful. 

(b) In the Chamber’s view the present definition is 
satisfactory. 

(c) Yes. It would go a long way towards achieving 
the purpose referred to above were the quantum of 
relief increased from Bs. 4,000 to at least Rs. 6,000 or 
one-fifth of income whichever is the lower, 
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MISCELLANEOUS. 

Question 69.— Have you any changes to suggest regard¬ 
ing the principles followed in valuing stocks of a 
business for assessment purposes ? 

Yes. The methods adopted by individual income-tax 
officers have not been consistent in the past, for instance 
in the acceptance of market rates. In the Chamber's 
view, the basis should in future be either cost or market 
rate whichever is the lower in the case of manufactured 
goods. But in the case of seasonal crops, such as Tea. 
which are ordinarily sold between the close of the 
financial year and the preparation of the accounts, the 
existing system of allowing these “ stocks ” to be valued 
at the actual prices realised should of course be 
continued. 

Further, in the case of raw viaterials there is no need 
to write down to the replacement cost if the raw 
materials in question can be manufactured into the 
finished article at their existing price and still be sold 
at a profit. But the valuation should also be at cost or 
market price whichever is the lower, the market price 
in this case being the sum at which the finished product 
can be sold less the cost of manufacture. 

Question 70.—Do you consider that any change in called 
for in the method of assessment of the Hindu un¬ 
divided family ? If so, in what respects ? 

The Chamber is not competent to express an opinion. 
Question 71.—Should exemption from income-tax be 
allowed in respect of voluntary surrender by manag¬ 
ing agents of the whole or a part of managing 
agency commission ? What safeguards should be 
laid down against misuse of such a provision ? 

Yes, in all fairness, where commission is foregone 
in the interests of the managed company. The practice 
of attempting to tax foregone managing agency com¬ 
mission is a very recent development and the inequity 
of it, in bona fide cases even where the commission has 
been drawn and subsequently refunded when the results 
of the managed company are ascertained, has been 
represented in detail to the Central Board of Revenue. 

It is of course necessary for the I. T. O. to satisfy 
himself that the foregoing or refunding of the com¬ 
mission is irrevocable and not a deferment—as can 
readily be done in individual cases and surely requires 
no check in the case of managed public companies. 

Question 72.—On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 

On the model of what is now widely accepted as the 
standard form of international tax treaties or D. I. T. 
Avoidance Agreements such as those between the United 
Kingdom and the United States, between the United 
Kingdom and Canada and between the United Kingdom 
and Burma ; that is to say, on the principles (i) that each 
country taxes only such portion of the income _ as 
originates in that country through a regular establish¬ 
ment, (ii) that the profits of shipping and _ aviation 
companies are exempt and (iii) that the same income is 
never doubly taxed. 

Unilateral relief is now obtainable in the United 
Kingdom up to a maximum of 100 per cent, of the United 
Kingdom rate on profits outside the United Kingdom 
and on this particular income so long as the rate in 
India is lower than the rate in the United Kingdom, the 
individual tax payer does not suffer. The rate in respect 
of branches of United Kingdom companies has, how¬ 
ever, been increased by 6 pies to 8-45 annas in the rupee 
under the recent Budget; and in view of the recent 
reduction of taxation in the United Kingdom and the 
possibility of further reductions in future, care, it is 
suggested, should be taken to ensure that the rate in 
India is not higher than that in the United Kingdom. 

While on certain income, so long as the Indian rate 
of tax is below that in the United Kingdom full recovery 
will be made under the unilateral relief provisions in 
the United Kingdom law, it should be borne in mind 
that unilateral relief is limited to income accruing or 
arising outside the United Kingdom while relief in India 
is limited under Section 49D to income accruing outside 
India. There is, however, no relief in either country 
in respect of income accruing or arising in the United 
Kingdom but deemed by India to arise or accrue in 
India. This is a matter which should receive the Com¬ 
missions consideration. 

Question 73.-—Is the present law relating to determina¬ 
tion of “ bona fide annual value ” of property and 
deductions allowed from it satisfactory ? If not, 
please give any alternative proposals you have in 
this respect. 

The law relating to the determination of “ bona fide 
annual value ” is not unsatisfactory, except that the 
owner’s share of Municipal Taxes should be deducted, 
but the deductions allowed from it are totally inadequate. 
The allowance for repairs should be the actual or the 
average of the past five years and the deductions per¬ 
missible for collection charges and the like should be 
the actuals as for ihe computation of profits for the 
purposes of the business. 
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Alternatively, where the property is let out, the 
whole of the income from property should be ca’culated 
on the actuals with an allowance for depreciation on the 
property as in the case of buildings used for business. 

Question 74. —Is any change required in respect of pro¬ 
visions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
ward in case of cessation of business ? 

Under the law as recently amended, the provisions 
relating to the carry-forward of losses are satisfactory. 
It should, however, be possib’e to carry forward a loss 
under one head and set it off against any normal income 
in future years, other than gambling income. It should 
also be permissible for losses to be carried backward 
in the case of cessation of the business. 

Question 75. — Do the provisions relating to the payment 
of advance tax under section 18A of the Income-tax 
Act need any modification ? 

Yes. Section 18A assessments should be abolished as 
the circumstances justifying that provision have now 
disappeared. The money involved is almost invariably 
urgently required for the purposes of the business and 
if not immediately required would be temporarily 
invested. The advance payments place a heavy burden 
on industry to no purpose other than a temporary 
increase in the Government’s cash position. Payment 
of tax on profits before they have been ascertained is 
indefensible under existing conditions of monetary 
stringency and the difficulty involved in framing advance 
estimates of tax is considerable. 

Question 76.—Do the principles underlying the assess¬ 
ment under section 34 of the Income-tax Act need 
any modification ? 

The Chamber would not go so far as to urge the 
removal of the powers under Section 34 relating to 
income escaping assessment but deprecates the abuse 
of them which sometimes occurs, such as their use by 
an Income-Tax Officer to re-open an assessment made by 
his predecessor and accepted in good faith by the 
assessee merely because the Officer considers that his 
predecessor has handled the case incorrectly. This leads 
to a disturbing lack of finality which is unfair to the 
assessee. The section should not be used to remedy 
omissions or lack of knowledge on the part of an 
Assessing Officer. 

Question 77. —What measures would you suaaest for 
simplifying the procedure of assessment in order 
to reduce the cost of compliance with tax regula¬ 
tions ? 

The following: 

(a) Abolition of the system of computing deprecia¬ 

tion allowances based on the months in which 
the building is completed or the machinery 
installed (see answer to Question 62) ; 

(b) Instructions to I. T. Os. to refrain (i) from the 

practices referred to in the Chamber’s answer 
to Question 48. e.g., disallowance of legitimate 
revenue expenditure for the purposes of the 
business, (ii) from placing on the assessee 
the burden of supplying answers to irrelevant 
questions having no direct bearing on the 
assessment and (iii) repeating questions, how¬ 
ever, relevant, which have already been 
answered ; 

(c) The training of a cadre of Income-Tax Officers 

imbued more with the spirit of service to the 
public and less with the idea that all asses- 
sees are tax-dodgers. 

Question 78. —It has been suggested that the Appellate 
Tribunal should have powers to enhance assessments 
in the same manner as Appellate Assistant Com¬ 
missioners have. What is your opinion ? 

The Chamber sees no justification for this suggestion. 
The powers of the Department under the law as it at 
present stands are adequate. 

TAXATION OF COMPANIES AND SHAREHOLDERS. 

Question 79. —Do you recommend that an element of 
progression should be introduced in, the corporation 
tax ? 

No. The effect would be to encourage the sub¬ 
division of a growing and thriving company into two or 
more separate companies. 

Question 80. —Would you advocate different rates for 
. different types of corporate enterprises, e.g .— 

(i) small industries; 

(ii) cottage industries; 

(iii) private limited companies or what may be 

termed proprietary companies; 

( iv ) holding companies ? 

No. 

Question 81 .—There is a demand for the exemption o< 
inter-corporate dividends from corporation tax. Do 
you consider this justified and, if so, why ? 

Yes. As was pointed out in the Chamber’s previous 
memorandum, a large proportion of business has been 
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expanded in other parts of the world by means of sub¬ 
sidiaries and sub-subsidiaries of parent companies. If 
may be to secure an interest in competitive or substitute 
products, to assure supplies of raw materials or to secure 
a measure of influence in the marketing or distributing 
channels through which the products flow. This is a 
particularly convenient mehod to adopt when a new 
enterprise is started ; but, even with the recent con¬ 
cession for newly formed companies in India, such an 
arrangement is one that a company promoter is not 
encouraged to adopt here so long as most companies 
have to pay super-tax on the dividends received from 
another company. 

In the Chamber’s opinion encouragement must be 
given to the formation of groups on the lines adopted in 
other countries and, with this object in view, the 
exemption of inter-corporate dividends from super-tax 
is necessary and justified. 

Question 82.— Do you think that any special provisions 
are necessary for the assessment of — 

(a) banks ; and 

(b) investment companies ? 

Do existing rules relating to assessment of insurance 
companies, especially mutual insurance associations, 
require any change ? If so, in what respect ? 

There is a tendency to treat investment holding 
companies as dealers in shares and this should be 
remedied. 

Question 83.— Do you think that differentiation should 
be made betiveen distributed and undistributed 
profits of companies for tax purposes ? If so, on 
what grounds ? What change would you suggest in 
the present quantum, of differentiation in favour of 
undistributed profits ? Should the concession in 
future be restricted to particular industries ? 

If the tax concession in favour of undistributed profits 
is allowed to continue as at present or in a modified 
form, what measures would you suggest to ensure : 

(a) that retained profits are not used as a device by 

share-holders of private limited companies to 
evade super-tax ; 

(b) that retained profits are actually applied for 

productive purposes ? 

In particular, are the provisions of Section 23A of the 
Income-tax Act satisfactory ? It not, what changes 
would you sugest ? 

The principle of differentiation is sound but owing to 
piecemeal amendments to the Act the practical applica¬ 
tion of it leaves much to be desired. The Initial and 
Double Depreciation Allowances are merely a deferment 
of tax and not a reduction in the ultimate liability. In 
many cases of an expanding Company where heavy 
capital expenditure has been incurred and as a con¬ 
sequence of the initial and double depreciation allow¬ 
ances the assessable profits are small, if the dividend 
when declared is less than the assessable profits the 
holder of the risk capital may be discouraged and will 
not be prepared to invest in similar concerns in future. 
The Chamber feels therefore that in computing the profit 
for the purpose of rebate or excess dividends the initial 
and double depreciation allowance should not be deduct¬ 
ed. 

In the case of trading companies, whether public or 
private, it is for the benefit of industry and the country 
as a whole that profits should be retained in the business 
even though there may be some reduction in the super¬ 
tax paid by the shareholders. 

With the proposed amendments to the Companies Act 
it is hoped that profits will be applied for the purpose 
of the business and not for extraneous matters and the 
Chamber feels that apart from these provisions each 
business should be allowed to use retained profits as 
it so desires with the consequent increase in subsequent 
profits. 

As regards Section 23A which has been the cause 
of so much controversy ever since its introduction into 
the Act, the Chamber urges with all the emphasis at its 
command that this provision should be removed entirely 
or at least re-designed in such a way that it will not be 
applicable to companies carrying on a trading business 
and will include provision for exemptions in other cases 
where considered equitable. Section 23A was originally 
introduced to prevent the avoidance of super-tax by 
investment companies. It should continue to apply to 
such companies alone. 

In any event the present section is unsatisfactory in 
the treatment of subsidiary companies. Subsidiary 
companies are within the scope of Section 23A unless 
the whole of the share capital is held by a company in 
which the public are substantially interested. Thus 
when a public company owns more than 99 per cent, of 
the shares and the balance is held by the Indian public 
the Section will still be applied. A further proviso is 
clearly required to the effect that the Section shall not 
apply when more than 50 per cent, of the share capital 
is held directly or indirectly by one or more companies 
in which the public are substantially interested. 


Question 84.—Do you t link, in view of the fact that 
profits distributed ly a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

See answer to Question 66 which applies here also. 

Question 85. —Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken by 
the Centre, the States and Local Bodies should be 
required to contribute, from their earnings in the 
way of income-tax or in other ways, to general 
revenues ? 

Yes. certainly. 

Question 86.— What measures would you suggest for the 
greater use of the services of Chartered Accountants 
for assisting in the determination of the taxable 
income of assessed ? What obligations should be 
placed on a Chartered Accountant when he certifies 
a statement of acc( unts of an assessee for purposes 
of income-tax assi ssment ? In particular, with a 
view to minimisinii evasion of tax, would you re¬ 
commend that the certificate of a Chartered Ac¬ 
countant should invariably accompany the return 
for business income over a certain limit ? If so, 
would you suggest that a form of certificate should 
be prescribed indicating the scope of the check that 
should be exercised by Chartered Accountants who 
render the certificate mentioned above. Do you 
agree that fees pc yable by assessees to Chartered 
Accountants for su:h certificates should be restricted 
to a schedule to be prescribed by Government ? 

The primary funct on of Chartered Accountants is 
to certify accounts of limited companies for the purpose 
of the Companies Act and the Chamber would strongly 
oppose any proposal that this function should be extend¬ 
ed to cover certificatic n of accounts for the purpose of 
assessment to income- ax. When auditing the accounts 
of limited companies lor the purpose of the Companies 
Act it is the practice of Chartered Accountants to 
accept certified returns from works, estates, etc., and in 
the case of many, and in particular the larger, companies 
to limit their examination of the books to tests of the 
transactions. Furthermore the detailed transactions are 
examined by clerks whose knowledge of income tax law 
is necessarily limited ’In any event, the preparation 
and auditing of accounts for the purpose of the 
Companies Act differs in many respects from the pre¬ 
paration of an adjusted Profit & Loss Account for 
Income-Tax purposes. 

The number of Chartered Accountants experienced 
in both auditing and income tax law is still very limited 
and is likely to remain so for many years while it must 
be appreciated that, unless the treatment of assessees 
by many Income-Tax Officers is changed. Chartered 
Accountants might be held to blame—and liable to the 
penalties provided bj the Chartered Accountants Act. 
1949—not only for anf omission to disclose items which 
are manifestly disallcwable but also for such items as 
the Income-Tax Officsr may consider as not incurred 
for the purpose of the business. 

Any form of certificate prescribed by Government 
would have to permit qualifications of the certificate by 
Chartered Accountants covering all the above points 
and in consequence would lose much, if not all. of its 
value. 

The costs of Chartered Accountants vary very con¬ 
siderably and any schedule prescribed by Government 
would have to be based on those of the highest with 
the danger that the schedule would be applied in all 
cases even where the costs of the Chartered Accountant 
were not high and his experience limited. 

The Chamber is therefore of the opinion that in any 
event no schedule of fees should be prescribed by 
Government for any work done by Chartered 
Accountants for income-tax purposes. 

Question 87. —What changes would you suggest in the 
present law relating to the representation of asses¬ 
sees before Income-tax authorities (section 61) in 
order to ensure — 

(i) effective representation of assessees at reason¬ 

able fees , 

(ii) a minimum level of proficiency on the part of 

representatives regarding the subject of 
income-tax law, rules and regulations 7 
In the Chamber’s riew it must be left to the assessee 
himself to select his representative and to the parties 
concerned themselves to settle the fee which must be 
fixed with reference to the circumstances of the parti¬ 
cular case involved. These are not matters that 
can be governed by le gislation ; nor can legislation create 
proficiency. The existing provisions of Section 61 
appear to the Chamber to be adequate. 

Question 88.—Wilt ii assist in checking evasion if the 
names of the persons who are penalised for con¬ 
cealment of income are published? 

On the whole the Chamber is inclined to think this 
will assist but holds no strong view on the subject. 
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Question 89.—-Do you think that the present practice of 
excluding from taxable profits, perquisites given to 
employees of business undertakings results in con¬ 
siderable loss of revenue ? If so, please state the 
perquisities you have in mind, and how they should 
be dealt with for the purposes of taxation. 

No, the revenue involved is inconsiderable and the 
Chamber would deprecate, as it did in 1951, any proposal 
to change the law in this respect. In so far as items 
such as free medical attention, passage costs, office 
canteen lunches and the like are concerned—and these 


other than the ostensible owner, would you agree 
to the tax so assessed being also -made recoverable 
from such property ? 

Yes. 


GENERAL. 

Question 97.—What concrete measures should be taken 
to improve the relations of the Income-tax Depart¬ 
ment with assessees, especially in regard to — 

(i) provision of free advice to small assessees on 
the following points : 


presumably are the type of “ perquisites ” this question 
has in view now that the question of free housing has 
been settled—it is necessary to bear in mind that these 
form part of the terms of service of the employee for 
the benefit of the business in earning profits, are not 
convertible into cash by the employee and many of them 
are in one form or another applicable to industrial 
labour as well as to other staff. 

Question 90. — In the case of a company under liquida¬ 
tion, what steps, if any, would you suggest for safe¬ 
guarding payment of tax dues before any payments 
are made to shareholders ? 

In the Chamber’s opinion this is a matter for treat¬ 
ment under the Indian Companies Act and not in the 
context of taxation legislation. 

Question 91.— Do you think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them ? 
In particular, should powers to search premises and 
seize documents and books of accounts be given to 
Income-tax authorities ? If so, what is the lowest 
grade of officer on whom yon would confer these 
powers ? 

No. The existing powers are sufficient. The 
Chamber sees no good reason why all assessees, should 
be classed as dishonest and therefore made subject to 
wide, far-reaching powers against which, even in their 
misuse, there is no remedy under any of the laws of 
the land. 

Powers to search premises and seize documents and 
books of account should not be given to Income-Tax 
authorities. It should be sufficient in the opinion of the 
Chamber to empower the Income-Tax authorities to 
compel the production of relevant documents, the reten¬ 
tion of which should be subject to a stated and reason¬ 
able maximum period. 

Question 92.—What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity —a trust or a private limited company or a 
partnership, especially family partnership—either for 
avoiding payment of income-tax or for fractioning 
of income to escape higher rates ? Would you re¬ 
commend the use of penalty rates of tax to minimise 
such practices ? 

Though the Chamber finds it difficult to visualise the 
abuses which this question may have in mind, it sees 
no reason why liberty to form trusts, private limited 
companies or partnerships, should be interfered with 
provided there is no evidence of tax evasion. 

RECOVERY. 

Question 93.— In the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

Yes. But if any change in the law is necessary it 
should be restricted to the recovery of tax at the rate 
applicable on the income of the partner from the 
registered firm. 

Question 94.— Are present arrangements relating to re¬ 
covery of income-tax adequate ? Would you 
advocate the Income-tax Department having a 
separate machinery for enforcing the recovery of 
arrears of tax ? 

In the Chamber’s opinion, yes. In answer to the 
second part of the question, the view of the Chamber is 
that adequate machinery for this purpose already exists 
in the form of powers of collection and certification. 

Question 95.— What provisions should be made to ensure 
timely collection of tax from private limited 
companies ? Do you consider that liability for pay¬ 
ment of tax in such cases should be placed upon 
shareholders of the company in proportion to their 
shareholdings ? 

The question indicates an attitude towards private 
limited companies which seems to the Chamber to be 
quite unjustified and which is to be deprecated. Please 
see in this connection the Chamber’s reply to Question 
83. The Chamber’s answer to the second part of 
Question 95 is definitely in the negative: there is no 
possible justification in the Chamber’s experience for 
- such a suggestion. 

Question 96.— If income from any property is included 
for assessment purposes in the hands of a person 


(a) maintenance of accounts in a form acceptable 

to the Income-tax Department; and 

(b) matters such as filling returns of income, 

claiming refunds, facilities for tax payment, 
expeditious disposal of assessments, etc.; 

(ii) provision of information on various matters 
relating to assessment proceedings, such as, 
disposal of refund applications, adjournment 
applications, examination of records, etc .; 

(in) arrangement of work so as to obviate the 
necessity of assessees or their representatives 
having to wait in Income-tax Offices for un¬ 
duly long periods ; and 

(iv) securing of the largest measure of agreement on 
facts between the assessee and the depart¬ 
ment at Income-tax Officer level ? 

The remedy is more one of bringing about a change 
in the attitude of the Income-Tax Department staff 
towards assessees in general than of “concrete measures”. 
As has been observed in reply to Question 77, the prefer¬ 
able course is the training of a cadre of Income-Tax 
Officers imbued more with the spirit of service to the 
public and less with the idea that all assessees are dis¬ 
honest tax-dodgers who are on no account to be helped 
in determining their liabilities under the Act. In so far 
as specific remedies are possible, the following might be 
considered: — 

(i) The provision of more Public Relations Officers 

in the Department and Income-Tax Officers 
specially designated to help the public in these 
directions, with authority to discuss an 
assessee’s difficulties without the inquisitions 
customarily associated with assessment pro¬ 
ceedings. 

(ii) Notices to assessees to produce records, to 

answer questions, etc., should give more 
reasonable time and should be delivered with 
greater promptness when a time limit is 
prescribed. 

(iii) Income-Tax Officers should be encouraged, or 

instructed, to organise their programme of 
work in such a way as to enable them to 
adhere to the time-table of their appoint¬ 
ments with assessees as an ordinary courtesy 
to the public. In particular, they should 
avoid being engaged with I. A. Cs. at times 
of their appointments, as so frequently 
happens, and making appointments with 
several assessees at the same time or at such 
short intervals that they are unable to adhere 
to the apointed hours. 

(iv) The remedy, as already pointed out, is a more 

reasonable and less suspicious attitude towards 
the assessee, better training of, and more, 
staff. 

Question 98,— What changes would you suggest in the 

existing arrangements relating to: 

(i) issue of notices ; 

(ii) simplification and filing of returns : 

(iii) levy of penalties ; 

(iv) recovery of tax ; and 

(v) appellate procedure and machinery, particular¬ 

ly with reference to administrative control 
over Appellate Assistant Commissioners ? 

(i) The existing arrangements relating to the issue of 
notices is satisfactory except that there is frequently 
an unnecessary time-lag between their dates and their 
delivery to the assessees concerned. 

(ii) There should be fewer changes in the form of 
return than the almost bewildering number of recent 
years. 

(iii) There is a tendency, which should be discourag¬ 
ed, to unreasonable recourse to the imposition of 
penalties. 

(iv) When it is made plainly known to the Income 
Tax Officer that the assessee intends to appeal against 
a decision of the Income-Tax Officer, the latter should 
hold up demands until the decision of the Appellate 
Assistant Commissioner or higher Appellate Authority 
is issued. More leasonable time should also be given ir 
which to make payment of the tax ascertained to be 
due—occasionally at present as brief a time as three 
days. 

(v) Appellate Assistant Commissioners should be 
wholly detached from the Central Board of Revenue and 
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should form part of an independent body such as the 
Appellate Tribunal. Appeals before the Appellate 
Assistant Commissioners cannot and will not be regard¬ 
ed as satisfactory so long as the officers in question 
continue to be in a position in which their future progress 
in the department may be prejudiced if too many of 
their decisions are in favour of assessees. 

Question 99.—(a) Do you think that undue delay occurs 
at present in the course of assessment proceedings ? 
If so, what do you attribute this to and what are 
your suggestions for remedying this ? 

(b) In order that delays of the kind mentioned above do 
not appreciably affect collection of a substantial 
portion of the tax due, should any special concessions 
be provided to assessees to induce them to make 
advance payment of tax ? 

(a) Yes. These unnecessary delays are frequently 
attributable to Section 18A Advance Payments, and pro¬ 
vincial assessments under Section 23B being left in¬ 
definitely in this provisional state ; reluctance of Income 
Tax Officers to deal with assessments involving losses, 
or refunds of tax ; inattention or delayed attention to 
the completion of assessment in which agreement has 
been reacnea with the assessee; the disinclination of 
Income Tax Officers to proceed to assessment where a 
point of doubt is involved and the apparent reluctance 
of the Central Board of Revenue to give definite instruc¬ 
tions in such cases. The remedies are more definite 
guidance and fewer restrictive directives on the part of 
the Central Board of Revenue ; the positive encourage¬ 
ment of initiative and decision on the part of the Income 
Tax Officer in doubtful eases ; the prescribing of a time 
limit within which assessments should be completed or 
referred to the Commissioner for orders and a relentless 
drive for the completion of long-outstanding assessments ; 
better training—in selected cases by giving them ex¬ 
perience overseas of modern methods ; and the provision 
of more and better trained subordinate staff to relieve 
Income Tax Officers of routine work which limits their 
accessibility and service to the public. 

(b) Only to the extent of the restoration of a higher 
rate of interest on advance payments of tax, the reduc¬ 
tion of which has discouraged prompt completion of 
assessments ; and, as already suggested, a concentrated 
drive to complete longstanding assessments. 

SPECIAL BUSINESS TAXES. 

Question 100. —What in your opinion, would be the cir¬ 
cumstances which would justify the levy of Excess 
Profits Tax or Special Business Taxes ? 

Only the occurrence of emergency conditions such as 
those brought about by war. 

DEATH DUTIES. 

Question 101. —What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 
as the Estate Duty Bill is almost certain to be passed 
into law before this reply to the Taxation Enquiry Com¬ 
mission’s questionnaire is considered, this particular 
question is largely academic until actual experience has 
been gained of the operation of the Act. In these cir¬ 
cumstances the Chamber does not think it necessary to 
re-state the objections to the Biil in general, and in 
particular to Clause 80, but wishes to emphasise most 
strongly the absolute necessity for agreements with other 
countries for the avoidance of double estate duty. 
Question 102. — Would you in the matter of rates of levy 
differentiate between self-acquired property form¬ 
ing the estate of a deceased and property inherited 
by him. ? 

No. 

PART III—COMMODITY TAXES (Central and State). 

Customs. 

Import Duties. 

Question 103. —Do you think that any changes are 
necessary in the Indian Customs Tariff in respect 
of— 

(i) grouping of commodities ; 

(ii) additions to and alterations in tariff items ; 

(iii) correlation with the Import Trade Control 

Schedule ; 

(iv) clarification in nomenclature and in units of 

measurement or weight ? 

(i) Although the existing Customs Tariff works reason¬ 
ably well and does not generally involve importers in 
great or continuing difficulties, there are undoubtedly 
anomalies in methods of classification and grouping. 
For instance, it is sometimes found that the rates of duty 
applicable to machinery items are different from those 
applicable to ancillary materials and parts which are 
essential for the working of machinery. The existing 
tariff is therefore by no means perfect and it is an open 
question whether or not it would be desirable for Govern¬ 
ment to undertake a complete revision. On the one 
hand, there must be a natural reluctance to depart from 
a system which works reasonably satisfactorily, and the 


introduction of a comj letely new tariff would inevitably 
cause difficulties and misunderstandings in the initial 
stages until such time as the changes were fully under¬ 
stood by all concerned. On the other hand, as stated, 
there are anomalies in the present tariff and, having 
been introduced about 20 years ago, it has in the course 
of time become defective and out of date in the context 
of modern manufacturing techniques and the increased 
variety of goods in international commerce. 

Should Government decide to investigate the possibi¬ 
lity of introducing a revised tariff, the Chamber would 
draw attention to the tact that during the past few years 
the subject of tariff nomenclature has been intensively 
studied by a group of Customs experts drawn from a 
number of countries. in Europe. Their conclusions are 
embodied in a Draft Revised Tariff Nomenclature, pub¬ 
lished in Brussels in July 1950, which is in fact a greatly 
improved version of .he schedule on which the present 
Indian Customs Tariff is based. The improvements in¬ 
clude some re-groupir;g of commodities and a number of 
additions to and alterations in tariff items, notably in 
regard to chemicals, textiles, metals and machinery; and 
the whole may be ta cen as a consensus of independent 
expert opinion as to the form which a comprehensive 
Customs tariff ought to take. If it is decided that the 
balance of advantage lies in favour of adopting a new 
tariff in India, the Chamoer would suggest that this draft 
would be the most suitable basis of review. 

(ii) The Chamber’s remarks with regard to the adop¬ 
tion of a revised tariff cover also the question of additions 
to and alterations in ■ ariff items. There is one particular 
complaint which ha; been brought to the Chamber’s 
notice in this connection however and which, apart from 
the general question or whether or not a thorough revi¬ 
sion of the tariff is necessary, should receive Govern¬ 
ment’s early attentiox. Item 87 of the Customs Tariff is a 
miscellaneous item under which all new goods, or goods 
which cannot conveniently be classified under other 
items, are placed. r .'he result is that it is now a very 
bulky item and includes a wide variety of goods which 
are entirely unconnected. It is submitted that this prac¬ 
tice is wrong and that, even though it may be necessary 
to retain such a misc ellaneous item for dealing with new 
commodities when they first enter into the trade of the 
country, their inclusion should only be temporary and 
they should be given a proper place in the tariff as soon 
as possible. Item 87 in its present form requires revision 
at an early date. 

(iii) In the Chamber’s opinion, a close correlation 
between the Customs Tariff and the Import Trade Control 
Schedule is essential if the import trade control system 
is to work efficiently. Indeed, such correlation is con¬ 
sidered more important than the question of revising the 
Customs Tariff, for while the Customs Tariff works 
reasonably well for purely Customs purposes, there is no 
doubt that frequent and serious difficulties are caused 
by disputes about classification arising from the fact that 
the tariff on which Customs Officers base their assess¬ 
ments of imports is lifferent from that which the control 
authorities use for the issue of licences. As the Chamber 
has said, correlatior between the two is essential. The 
best means of its .achievement is a matter for expert 
opinion but the Ch; mber would direct attention in this 
connection to the ”iews which were conveyed to the 
Ministry of Commerce & Industry towards the end of 
1952, when Government were proposing to draw up a 
completely new In port Trade Control Schedule and 
appointed an Officer on Special Duty for that purpose. 

(iv) The units of weight and measurement now em¬ 
ployed in the Indian Customs Tariff have been in use 
for many years an I are clearly understood by all en¬ 
gaged in the import and export trade. Any major change 
in these units would only cause dislocation and inconve¬ 
nience and would entail substantial expenditure on 
weighing or measuring appliances. 

Question 104.—(i) What considerations should govern 

the fixation of rates of import duties for different 

groups or sub-groups of commodities or for special 

tariff items ? 

(ii) Have you any modification to propose in the pre¬ 
sent rates of duties in the light of the considerations 
suggested by you ? 

(iii) Do you consider that import duties should be 
reduced in respect of any specific commodities in order 
to reduce the scope for smuggling ? 

(iv) Are there any cases within your knowledge where 
duties on the cons ituent parts are higher than on the 
finished products ? Is there adequate justification, in 
your opinion, for tt is differentiation ? 

(v) Do you thin) that owing to high rates of duties the 
yield on any comnu dity has reached the point of diminish¬ 
ing returns ? 

(i) The primary purpose of a Customs tariff being to 
raise revenue, the basic consideration in fixing rates of 
duty must of course be the amount of revenue required. 
Where protection i:. not involved, the rates can be deter- 



mined by the principles ordinarily governing taxation, 
the weight of taxation being fairly distributed over the 
whole body of imports and the incidence being equated 
between goods of a similar character or which may com¬ 
pete with one another. In general, goods necessary to 
life should be taxed as lightly as possible, and special 
consideration should also be shown to raw materials 
and to semi-manufactured goods which require further 
manufacture in India before going into consumption. 

The principles which ought to govern the fixation of 
duties on goods requiring protection and on goods on 
which preferential rates of duty are conceded were laid 
down by the Indian Fiscal Commission of 1921-22, and 
they have not been invalidated during the years which 
have since elapsed. 

Over and above the technical considerations, the effect 
on the taxpayer should be kept constantly in mind and 
care should be taken to protect the consumer from too 
heavy a burden and to avoid allowing the cost of living 
to rise so high as to increase production costs in India 
to the point of handicapping her export trade. 

(ii) On the whole, the present structure of import 
duties conforms to the principles described above and the 
Chamber does not think that any thorough or far-reach¬ 
ing revision is necessary. There are of course individual 
anomalies, and the Chamber would quote the following 
three complaints which have been brought to its atten¬ 
tion and which require remedy— 

(a) Manually-operated machines are assessed to duty 

at 31 per cent, whereas power-operated are 
assessed at 54 per cent. It is difficult to see 
what grounds there are for this distinction and 
it is suggested that, in the light of Govern¬ 
ment’s desire to encourage cottage and small 
scale industries it is undesirable that an ex¬ 
cessively high duty should be imposed on 
manually-operated machines, since it is parti¬ 
cularly in the small industries that such 
machines find a use. 

(b) Passenger lifts are assessed at 25 per cent, and 

goods lifts at 54 per cent. Again, it is difficult 
to see the reason for the ditt'erentiation, and 
in addition this difference may well lead to 
attempts to evade the high rate of duty by 
misdeclaration. 

(c) A serious blemish in the thirty-seventh issue of 

the Indian Customs Tariff is that the addition 
of a surcharge in 1951 has resulted in awkward 
fractions (e.g., 19. 17/32). These should be 
rounded off. 

(iii) The Chamber has little information on this sub¬ 
ject but it has been suggested to it that the duties on 
watches and on silk and art silk are so high as to en¬ 
courage smuggling and should therefore be reduced. 

(iv) The Chamber does not know of any such cases, 
although that of course does not rule out the possibility 
of their existence. 

(v) In the case of fork lift trucks the yield has not 
reached the point of diminishing returns for the simple 
reason that, owing to an excessive rate of duty, hardly 
any yield has in fact begun to accrue so far. Fork lift 
trucks are classified by the Customs as vehicles and 
assessed to duty at 314 per cent. This, in the Chamber’s 
opinion, is wrong and they should either be assessed at 
54 per cent, as mobile cranes or should be given a sepa¬ 
rate tariff number at a reduced rate of duty. Certainly 
the present high rate of duty is acting to prevent almost 
completely the importation of this valuable modern 
equipment. Representations for a reduction in the duty 
which were made to the Central Board of Revenue 
several months ago were turned down without any 
explanation. 

Question 105.—-Is the relative use of ad valorem 
and specific duties in the Indian Customs Tariff satis¬ 
factory ? If not in what respects would you enlarge 
or restrict the scope of application of either, whether 
used singly or in combination ? 

Specific duties have certain obvious advantages over 
ad valorem duties: they save time and labour in valua¬ 
tion and assessment, both to the importer and to the 
Customs authorities, they afford greater certainty as to 
the amount of duty payable, and they ensure uniformity 
of assessment between one consignment and another. 
Unfortunately because India’s imports include a high 
proportion of manufactured goods with a wide range of 
values, it is inevitable that her tariff should retain a 
high proportion of ad valorem duties ; and the Chamber 
accordingly doubts if at present there is much scope for 
an increased use of specific rather than ad valorem 
duties. 

The Chamber would suggest, however, that Govern¬ 
ment might bear prominently in mind the advantages 
which specific duties have as a means of counteracting 
unfair trade practices on the part of other countries, 
such as “ dumping ”. When exporting countries resort 
to the “ dumping ” of their products at extremely low 


prices, as was a common practice before the second 
World War, ad valorem duties become inappropriate 
because they add so very little to the reduced price, and 
in such circumstances specific duties provide the only 
form of protection. 

Question 106. —(i) In what circumstances would you 
consider “ tariff values ” a satisfactory basis for 
assessment of import duties ? (Section 22 of the Sea 

Customs Act.) 

(ii) Are there any commodities to which you would 
extend the application of “ tariff values ” ? 

(iii) What changes, if any,, should be made in the pro¬ 
cedure for determining “ tariff values ” ? 

(i) The fixation of “ tariff values ” for imported goods 
is an appropriate procedure in the case of items which 
may be imported under various descriptions or trade 
names but which are physically the same commodity or 
have the same constituents ; certain chemicals are a case 
in point. It is desirable that such items should be assess¬ 
ed to Customs duty on a uniform basis but the different 
descriptions under which they are imported make this 
difficult and also provide scope for under-invoicing ; the 
problem can best be met, as stated, by the fixation of 
“ tariff values ”. Again, where the values of particular 
imports fluctuate materially but are nevertheless readily 
ascertainable by market enquiries, the assignment of 
“ tariff values ” is a useful device. 

(ii) As far as the Chamber’s information goes, the 
present selection of items to which “ tariff values ” are 
applicable is satisfactory. 

(iii) The existing procedure for the determination of 
“ tariff values ” would also seem to work quite well and 
to give interested parties an adequate opportunity of 
expressing their views. 

Question 107.— (i) What changes in your opinion are 
necessary in the present provision (sec. 30 of the Sea 
Customs Act) regarding the determination of “ real 
value ” and why ? 

(ii) Would you suggest any specific measures to 
counter the evasion of import duties through deliberate 
under-valuation ? 

(iii') Have the methods of valuation in the Sea Customs 
Act proved satisfactory in relation to trade through the 
land customs border, especially on the Indo-Pakistan 
border ? If not, have you any specific suggestions to 
make in this regard ? 

(i) The valuation of imports for Customs purposes 
always presents extremely difficult problems and has 
been the subject of prolonged controversy in many 
countries. In the Chamber’s opinion, the existing Indian 
practice for the determination of “ real value ” works 
reasonably well. It would be unwise to depart from it 
and would in all probability merely give rise to fresh 
complications and problems. 

(ii) The Chamber has no suggestions to make on this 
subject. 

(iii) Again, the Chamber has little information and 
has no comments to offer. 

Question 108. —What changes would you suggest in 
the matter of granting exemptions from, or reduc¬ 
tions in, import duties especially in regard to : 

(1) raw materials used for essential industries ; 

(2) materials used for scientific research; 

(3) materials imported for charitable and humani¬ 

tarian purposes ; 

(4) materials imported for stimulating desirable acti¬ 

vities, such as agricultural development; and 

(5) necessaries of life ? 

In general, the Chamber has no specific changes to 
suggest and would only remark that, in the context of 
official Government policies, anomalies do occur in the 
grant of exemptions from and reduction in import 
duty. In reply to question 104 the Chamber has drawn 
attention to the discrepancy in the rates of duty for 
manually-operated and power-operated machines. The 
former are assessed at a substantially higher rate 
than power-operated machines although, since they find 
an important use in cottage and small scale industries 
and since it is Government’s declared object to promote 
these industries, there would seem to be a case at least 
for an equalisation of the rates, if not for the grant of 
some special concession to manually-operated machinery. 

Question 109. —To what extent do you think revenue 
might be satisfied in the interests of bilateral or 
multilateral fiscal arrangements such as GATT or 
the preferences in favour of certain Commonwealth 
countries 

Revenue should only be sacrificed in return for some 
material gain, as for example in an exchange of 
preference. 



Question llO .—Under what circumstances should 
customs duties be used in preference to import quotas 
as a means of restricting imports ? 

As a means of restricting imports for the purpose of 
conserving foreign exchange, the imposition of Customs 
duties has two main advantages over a system of physical 
controls: in the first place it eliminates all the labour, 
trouble and expense involved in the present import 
licensing system ; and in the second, by merely raising 
the price of the imported article in preference to prohi¬ 
biting or limiting its importation, it leaves some element 
of choice with the consumer inasmuch as the imported 
article is available to him provided he is prepared to pay 
the price. Although these are substantial advantages 
however and must have attractions both for Government 
and the trade, the Chamber does not think that, taking 
all things into consideration, it is better to regulate the 
use of foreign exchange by import duties rather than by 
a system of physical controls. Customs duties are an 
inflexible instrument and are often maintained long after 
the need for them has disappeared ; secondly, it would be 
very difficult to determine the precise rate of duty neces¬ 
sary to achieve the desired result and it is not easy to 
see exactly how this decision would be taken ; and finally, 
abnormally high rates of import duty would provide scope 
for the exploitation of the market by the indigenous 
manufacturer and would be detrimental to the consumer 
and, in the long run, to indigenous industry itself. In 
view of these circumstances, the Chamber is of the 
opinion that, for exchange regulation purposes, the 
balance of advantage lies with the maintenance of physi¬ 
cal controls in the form of an import licensing system. 
The Chamber is opposed to the use of import duties as 
a means of import control. 

The use of import duties as a means of granting pro¬ 
tection to indigenous industries is a different question 
and, in the Chamber’s opinion, is quite legitimate. It is 
essential however that import duties should not be used 
with this object until a detailed enquiry into the facts 
of the case has been carried out by an impartial and 
quasi-judicial body. This function is at present perform¬ 
ed satisfactorily by the Tariff Commission and a refer¬ 
ence to the Commission should always precede any grant 
of protection. 

Question 111. — In what respects should the present 
law regarding “ drawbacks ” and “ warehousing ” be 
altered in order to assist the export trade in manu¬ 
factured goods which involve the use of imported raw 
materials ? 

Situated as she is, at a focus of communications to 
all parts of the Eastern hemisphere, India is in a posi¬ 
tion to build up an extensive entrepot and export trade 
and it is essential to the full development of her economy 
that customs facilities should be provided wherever neces¬ 
sary for merchandise despatches from India, both for re¬ 
exports and for goods partly manufactured in India. For 
this purpose the drawback and warehousing provisions 
must allow remission of duty on goods re-exported in the 
same state as when imported, whether re-exported by the 
original importer or by a purchaser and for similar relief 
in respect of high duty goods absorbed in the manufac¬ 
ture of goods which are then exported. The existing 
facilities provided under these sections of the Customs 
and Excise law seem adequate. 

Question 112. —Have you any suggestion to make re¬ 
garding the administration of the Sea and Land 
Customs Acts, especially in regard to : 

(a) facilities for settlement of disputes arising out 

appraisement; 

(b) penalties imposed under the Act and the appel¬ 

late procedure relating to them ? 

(a) Whatever may be the actual machinery adopted 
for the settlement of appraisement disputes, the 
Chamber considers it most important that differences 
about appraisement should not be allowed unnecessarily 
to impede the clearance of goods from the docks. In 
particular, it is completely wrong that, as sometimes 
happens, the clearance of a large consignment should 
be held up because of a dispute about the appraisement 
of a small part of it; either the consignment should be 
released under bond and the dispute settled subsequent¬ 
ly, or that part of the consignment which is outside 
the scope of the dispute should be permitted clearance. 

(b) Penalties for infringements are imposed in a 
rapidly ascending scale according to the number of in¬ 
fringements committed by the importer concerned. The 
Chamber would suggest however that there should be 
a time limit, after the expiry of which a previous in¬ 
fringement will be left out of account in the fixation of 
penalties for subsequent breaches. It would point out 
in this connection that Government regulations are 
nowadays so numerous and complicated that, with the 
best will in the world, it is practically impossible for 
even the most honest importer to avoid committing an 
offence at some time or another. Frequently, these 
offences are little more than technical breaches and it is 
not fair that an honest importer should be subject to 


steeply increasing penalties irrespective of the fre¬ 
quency with which the offences occur. As the Chamber 
has suggested, it would be equitable if a time limit were 
fixed after which earlier offences would not be taken 
into account; and it accordingly strongly recommends 
the adoption of this measure. 

Export Duties. 

Question 113 .—Under what circumstances, in your 
opinion, should export duties be imposed ? 

Export duties are a menance to the country’s exist¬ 
ing export trade and to its future prosperity. Even in 
the case of a raw material or manufactured articles in 
which the exporting country has a monopoly, the re¬ 
course to export duties causes resentment on the part of 
the foreign consumer and a search for substitute mate¬ 
rials. If, on the other hand, the goods concerned are 
not a complete monopoly, but represent a very large 
portion of the total world supply, the export tax can 
still probably be passed on to the consumer, but the rise 
in prices will act as a bounty to competing manufac¬ 
turers from other countries who will in addition by 
under-cutting always be in a position to sell their total 
production. The increase in prices may also lead to 
the forfeiture of goodwill and wil stimulate attempts to 
find cheaper substitute materials. Finally, in the case 
of export goods in which there is considerable world 
competition, the export tax will probably not be passed 
on, will become in fact a tax on the exporter and will 
in the long run reduce exports. 

In many cases it has been claimed as a justification 
of export duties that they are a temporary measure to 
deal with a temporary situation. It is general experi¬ 
ence, however, that once such duties have been imposed 
it is a matter of great difficulty to ensure their with¬ 
drawal and that they tend to continue long after any 
economic justification there might have been originally 
has disappeared. Such a position can rapidly cause 
intense and possibly permanent damage to foreign 
markets. 

The experience of the jute goods industry in this 
country during the last four years is a classic instance 
of the dangers inherent in the imposition of an export 
duty. Although the jute industry in India produces a 
large proportion of the total world production of manu¬ 
factured jute goods, it never was, and today is very 
far from being, a monopoly producer. The greater part 
of the world raw jute supplies is grown in Pakistan; 
there is an important and efficient jute mill industry 
in the United Kingdom and in the Continent of Europe 
and a developing industry in Pakistan. As a packaging 
material the leading position formerly held by jute 
goods in the United States markets has now been taken 
over by paper bags and there is keen competition from 
paper, cotton and other textile materials in other markets 
of the world. Finally, the method of packaging in bags 
has been seriously affected by the growing use of bulk 
handling over the greater part of American agriculture 
and in many industries and trades. 

The rate of export duty on Indian Hessian was 
Rs. 32 per ton in 1946. Prom 1947 to 1949 it was Rs. 80 
and thereafter it increased by rapid stages till it stood 
at Rs. 1500 per ton in 1950. This very high rate of 
duty which at one time represented 76T per cent, of 
the Calcutta selling price was maintained till February 
1952. In May 1952 it was reduced to Rs. 275 and in 
September 1953 to Rs. 120. 

The main purpose of the duty was to absorb the 
large profits which were alleged to be available to ship¬ 
pers and importers as a result of the high prices of jute 
goods' following the shortage in raw jute in 1949 and 
1950. This it may have done but the immediate reac¬ 
tions in foreign markets were: — 

(1) violent resentment on the part of consumers 

against the Indian Government and the Indian 
jute industry accompanied by a considerable 
loss of goodwill; 

(2) a rapid switch over on the part of many con¬ 

sumers to alternative packing materials, 
particularly in the United States ; 

(3) an immense stimulus to the European jute manu¬ 

facturing industry which was enabled to dis¬ 
pose of its entire exportable surplus to the 
United States at the very high rates then pre¬ 
valent and which was, as a result, enabled to 
carry out a considerable measure of re-equip¬ 
ment and rehabilitation ; 

Despite the reduction of the duty in 1952, the pro¬ 
portion of the North American market held by Indian 
exports of hessian has ne\ er recovered and during the 
first five months of 1953 was only 77-2 per cent, as com¬ 
pared with 96 per cent, n 1947. The imposition of 
export taxes on other important export commodities 
such as tea, hides and skins, linseed oil, coal etc., have, 
though on a smaller scale, all been hindrances to the 
development of India’s export industry. 
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The Chamber is, therefore, very strongly opposed to 
the imposition of export duties and is of the opinion 
that there is a strong case for their complete wihdrawal, 
particularly in the case of exports of jute goods. 

Question 114. —What measures would you suggest to 
achieve greater flexibility in the rates of duties to 
accord with the changing conditions of export 
markets ? 

As indicated above, it is one of the great disadvant¬ 
ages of export duties that they tend to be inflexible and 
thev also tend to be retained long after changing condi¬ 
tions justify their removal. In default of complete re¬ 
moval, the Chamber can only urge that Government 
should show a greater awareness of the need for rapid 
adjustment in changing trading conditions, but so long 
as the duties are measured not only by their effect on 
export trade, but also by their efficiency as revenue 
earners, it is unlikely that there will be that quick 
response to altered circumstances which is so desirable 
if exports are to be maintained. 

This question itself is a recognition of the dangers 
inherent in export duties. There should be no com¬ 
pounding with policies involving problems of this order. 
The dangers are too serious to be trifled witn, parti¬ 
cularly in the highly competitive conditions which are 
now beginning to characterise world markets. 

Question 115. —Would you suggest that the whole or a 
part of the receipts from certain export duties 
should be founded for financing schemes for pro¬ 
moting long range development of the export trade, 
subject to the obligations under GAT T ? 

The Chamber is opposed to anv schemes of this 
nature. Finance required for the development of parti¬ 
cular industries or export trades should be provided 
from general revenues. 

Question 116. —Would you, in the interests cf revenue 
or from any other point of view, recommend in¬ 
creased participation by the State in import and 
export trade ? If so, what form do you think should 
such participation take ? 

The Chamber is strongly opposed to participation by 
the State in the imnort and export trade. World com¬ 
merce is now rapidly returning to highly competitive 
conditions and experience of State trading and barter 
transactions during the war years and since has shown 
conclusively that the State lacks both the knowledge 
and the capacity to deal competently with what in such 
circumstances must be the final criterion, namely the satis¬ 
faction of the requirements of the individual customer. 
The many complaints which have been received since 
the war about the quality of Indian goods emphasise that 
only the skilled and careful attention of export special¬ 
ists combined with the advantages of modern research 
and marketing methods will retain India’s trade in 
many markets in which she was once supreme. The 
Chamber cannot too strongly emphasise that State 
trading is not only certain to lead to smaller revenues 
from exports, but in fact is very likely to lead to the 
extinction of the trades which provide them. 

Similar objections can be made to the proposal that 
there should be State participation in the import trade. 
The Government of India has had many recent examples 
of the difficulties and embarrasments which are attend- 
ent upon efforts to arrange for foreign purchases by in¬ 
experienced Government officials or agencies and of the 
serious financial losses which may result. 

Central Excises. 

Question 117. —Do you regard as satisfactory the pre¬ 
sent selection of commodities for purposes of levy¬ 
ing excise duties ? If not, what changes would you 
suggest and why ? 

The Chamber has no alterations to suggest iri the 
present list of commodities on which excise duties are 
levied. 

Question 118. —(i) Have you any changes to suggest in 
the present rates of excise duties ? 

(ii) Are the provisions regarding valuation satis¬ 
factory where ad valorem excise duties are levied ? 

(i) The Chamber has no particular comments to 
make on the rates of duties which are levied under the 
existing excise arrangments, but they would urge that, 
in any revision of the excise system, two important 
matters should receive attention. In the first place, 
as a result of the manner in which the excise duties 
have developed, as in the case of tobacco, the duties 
are in many cases extremely complex, of an arbitrary 
and illogical incidence, and frequently prevent the orderly 
expansion of production. The Chamber considers that 
the opportunity should be taken, in consultation with 
the particular interests concerned, to rationalise and sim¬ 
plify, as far as possible, the different categories of excise 


particularly in the case of the match industry, adopted 
the principle of differential rates for manufacturers fall¬ 
ing into different categories. The Chamber considers 
that it is undesirable in principle for differential rates of 
excise duties to be charged on this basis, and strongly 
urges that in the interests of sound taxation policy excise 
duties should be levied at a uniform rate and without 
differentiation as between producer and producer. 

(ii) The Chamber has no particular comments and 
has not been informed of any difficulties arising out of 
this question. 

In its opinion, however, any extension of this system 
to the tea industry should be strongly opposed as it is 
considered that excise duty should be maintained at a 
flat rate per pound of tea. The reason is that the high¬ 
est prices are fetched for hill grown teas, particularly 
Darjeeling, and in these areas the cost of production 
is highest. 

Question 119.—Do you think that the differential rates 
of duty on different types of unmanufactured 
tobacco other than flue-cured, should be replaced 

by a uniform rate of duty ? Have you any other 

suggestions regarding the tobacco excise tariff? 

The Chamber considers that the differential rates of 
tobacco excise duty should be maintained, and would 
in this connection invite the attention of the Commis¬ 
sion to the views expressed toy the Imperial Tobacco 

Company, of India Ltd. in their Memorandum on this 
matter submitted directly to the Commission. 

Question 120.— Do you think that the lower rate of duty 
on the cottage match industry has been helpful to 
its development ? If not would you suggest any 
change in the existing rates of duties ? 

The Chamber has been informed that the lower rate 
of duty on the cottage match industry has been of assist¬ 
ance to its development. 

Question 121.— Do you think that the arrangements for 
the assessment and collection of excises in respect of 
manufactured and unmanufactured commodities re¬ 
quire simplification ? In particular, please comment 
on the present system as regards; 

(a) licensing 

(b) warehousing, and 

(c) transport 

of excisable commodities. 

The Chamber has no comments save that it has been 
brought to its notice that Excise Officers in the case of 
the tea industry do not permit managers full discretion 
to decide what tea waste and residue tea should be 
destroyed. The Chamber supports the view of the tea 
industry that managers should have full discretion to 
decide what tea waste and what residue teas should he 
destroyed, or cleared as tea waste after denaturing, and 
that the duty of the Excise Officers in this connection 
should be simply to verify the quantity of tea or tea 
waste destroyed and to ensure that no residue tea escapes 
out of the garden without paying duty. 

Question 122.— Do you agree that a part of the excise 
duties may be earmarked for expenditure on research 
and development schemes designed to improve the 
quality and marketability of the commodities ? 

Yes. Subject to replies to questions 8 and 9. 
Question 123.—Do you think that the imposition of 
excise duties has affected adversely the develop¬ 
ment of industries producing excisable commodities 
e.g., their size and competitive capacity in export 
markets ? 

It is not considered that the imposition of excise duties 
as such has seriously affected the development of the 
industries concerned, but attention is drawn to the reply 
to question 118(i). 

There is, however, no doubt that in the case of export 
commodities during periods when world markets are ad¬ 
verse to the seller, the additional costs involved have 
tended to prevent the expansion of the market. 

Sait Duty. 

Question 124.— Would you recommend the re-imposition 
of the excise duty on salt ? If so, on what conditions? 

The Chamber is strongly in favour of a re-introduc¬ 
tion of the salt duty, since this is in line with its recom¬ 
mendation that all legitimate sources of revenue should 
be tapped and, with that object, that there should be an 
extension in the field of indirect taxation. A salt duty, 
like other forms of indirect taxation, would have the 
great merit of enabling substantial amounts of finance to 
be raised by means of a relatively slight imposition which 
in itself would involve very little burden ; and, since 
the mass of the population—the agriculturists and indus¬ 
trial workers—are enjoying a degree of prosperity which 



whole they are in a position to pay a duty on salt with¬ 
out hardship and without genuine cause for grievance. 
Unfortunately, the salt duty has been the subject of 
violent political controversy in the past and its re-intro- 
duction would almost inevitably arouse strong agitation. 
Consideration should therefore be given to the best means 
of avoiding such undesirable controversy in the event of 
the duty being re-imposed, and the Chamber would 
suggest in this connection that the answer might be to 
bring salt within the scope of sales tax instead of re¬ 
introducing the duty as a specific duty on salt. 

TAXES ON THE SALE OR PURCHASE OF GOODS 
AND ON ADVERTISEMENTS. 

General. 

Before attempting to answer separately questions 125 
to 134 it will be convenient to deal generally with the 
growth of sales tax leading up to the position as it now 
exists and the remedies proposed by the Chamber. 

When sales tax was first introduced it was based on 
the single-point system, the tax being payable on the 
sale by the registered dealer to the unregistered dealer 
or consumer. Later, some States adopted the multi-point 
system and/or combinations of the two systems. Then, 
to remedy the confusion and difficulties created by differ¬ 
ing laws in the several States, Article 286 of the Consti¬ 
tution of India was enacted ; but a last-minute addition 
to that Article not only failed to achieve simplificaion 
but actually added to the difficulties previously 
experienced. 

A comprehensive interpretation of the provisions of 
Article 286 of the Constitution has yet to be given by 
the Supreme Court. That Court has ruled that Article 
286(1) of the Constitution lays down the principle that 
the State that has the sole and exclusive power to levy 
a sales tax is the State in which the goods have actually 
been delivered as a direct result of the sale for the pur¬ 
pose of consumption in that State. However it has not 
been made clear that only a trader with a place of busi¬ 
ness within that State can be assessed on his sales in 
that State. It would be necessary to establish this latter 
point to restore to Article 286(2) the meaning assumed to 
have been intended bv the framers of the Constitution, 
namely that the imposition of a State sales tax on a sale 
of goods taking place in the course of inter-State trade or 
commerce is prohibited up to the time that the goods are 
resold in a State by a dealer carrying on business in that 
State for the purpose of consumption in that State. 

Very considerable difficulty arises in the case of the 
commercial and industrial community as sales tax legis¬ 
lation differs from State to State so that there is a com¬ 
plete lack of uniformity between the several States as 
regards the rate of tax, the method of application and the 
goods to which it is applied. Certain goods may be 
assessed to State sales tax after assessment to Central 
Excise Duty. Certain goods mav be exempted from sales 
tax in one State but not in another. In some States cer¬ 
tain goods may be classified as luxury goods and sub¬ 
jected to a rate of tax higher than other goods. Raw 
materials for use in a process of manufacture may he 
taxed in one State but not in another. Goods sold under 
established trade marks and intended to be sold in small 
units at fixed prices related to the coinage of the country 
common throughout the Union of India have to be re¬ 
tailed at different prices in different markets dependent 
on the local taxation effective at each point. The result 
is a dislocation of normal trading and the encouragement 
of abnormal movements of goods from markets with 
lower tax rates to markets with higher tax rates, lead¬ 
ing to extensive evasion of tax. The commercial and 
industrial community has been put to very considerable 
trouble and expense in order to ascertain its liability to 
tax in all eases where its trade or business extends 
beyond the boundary of a single State. 

The minimum remedies to remove some of the fore¬ 
going difficulties and make the levy of sales tax feasible 
are uniformity of rate, character and incidence through¬ 
out the Union of India and the restriction of a State’s 
jurisdiction to persons carrying on business within its 
own boundaries. Even then, however, complications and 
administrative difficulties would persist if a single-point 
tax is imposed. Involving as it does the classification 
and registration of dealers and legislation as to the points 
at which different types of transactions are to be taxed, 
the single-point tax is in itself responsible for much of 
the complexity and confusion hitherto associated with 
sales tax. 

The application of sales tax at a single point only 
would seem to derive from the conception that as the tax 
is leviable on commodities sold it is more convenient to 
collect it at one rather than at several points in the distri¬ 
bution chain. There is, however, another and perhaps 
more logical conception of sales tax which places the 
emphasis on the activity of selling goods rather than on 
the commodities sold and this latter conception forms 
the basis of the following proposed system which the 
Chambers strongly recommends. 


The mode of collection of such a sales tax would be a 
levy on the aggregate turnover of every trader in the 
country without exception in respect of all goods sold 
by him in India again without exception. The essence 
of the suggested tax is that there be no exception and 
that the rate of tax be a small percentage (say one 
quarter of one percentum) of turnover common to all 
India. Such a tax yould still be a tax on the sale of 
goods but would be one without the disadvantages pre¬ 
viously indicated. Each trader would be taxed at a com¬ 
mon rate on all his sales of goods, irrespective of the 
commodity or commodities in which he deals ; he would 
not be permitted to pass on the tax as such down the 
chain of distribution to the buyer or consumer; tax 
would be allowable as a deduction for income-tax pur¬ 
poses and would be absorbed as an overhead expense of 
his business. No S ate would be permitted to impose 
any tax on the sale or purchase of goods additional to the 
tax payable under the proposed system. The scheme can 
succeed only if the -ate of tax is kept low, so that the 
burden on the individual is not so heavy as to encourage 
evasion and so that the effect on prices would be indirect 
and negligible, in spite of the multi-point nature of the 
tax. The rate of tax must be kept low also so that goods 
to be retailed in small units at fixed prices may be re¬ 
lated to the coinage. Thus, a maximum rate of tax 
should be prescribed by law, preferably in the Consti¬ 
tution. To avoid difficulty, the trader should be re¬ 
quired to pay tax under the proposed system only to the 
State in which his p-lace of business is situated ; if the 
trader carries on bu ;iness in more than one State, then 
he should be assessei by the State in which each place 
of business is situated on his aggregate turnover in res¬ 
pect only of that pi; ce of business. The advantages of 
the proposed system may be stated to be:—• 


Separate answers to Questions 125 to 134 are now 
given in the light of the foregoing general statement. 
Before doing so, the Chamber thinks that the attention 
of Government should be invited to a sales tax system 
which seems at this juncture worthy of study by those 
responsible for the architecture of the Indian revenue 
system. This is the Canadian general sales tax which 
was imposed in 1920 and is now the largest source of 
indirect tax revenue in that country. There are today 
no retail sales taxes in the Canadian tax system ; the 
general sales tax applies to all sales of goods produced 
or manufactured in Canada or imported into Canada 
unless specifically e tempt by law. All the principal 
manufacturers and pj oducers of taxable goods in Canada 
and all the importer: of taxable goods into Canada are 
required to be licensed, and the tax is payable by the 
licensed vendor, whether producer, manufacturer, or 
wholesaler, at the time of sale or delivery, and by the 
licensed importer at the time of entry for consumption. 
The licensing reqirement not only gives the Excise con¬ 
trol over the manufacturers and importers who consti¬ 
tute the actual collectors of the tax, but also performs 
another and valuabl; function, in that it permits the 
adoption of a system whereby manufacturers pass mate¬ 
rials and semi-manufactured goods from one owner to 


(a) as the consumer is not asked to pay any specific 

sum by w ay of sales tax and as the “ sales 
tax” element in the price he pays is negligi¬ 
ble and constant, there is no incentive to evade 
payment; 

(b) the retail dealer is relieved of the very consider¬ 

able burden of registration as a dealer and of 
complying with the many formalities imposed 
under the present system and, as he is not 
asked to pay any specific sum by way of sales 
tax on his purchases from the wholesale dealer, 
again ther; is no incentive to evade payment 
or to divert his purchases through abnormal 
channels ; 

(c) the wholesale dealer is relieved also of the very 

considerab.e burden of registration, compliance 
with legislative formalities, probably in seve¬ 
ral States, and keeping documentary evidence 
relating to exempted transactions. He is able 
to supply his goods to the dealers of his choice, 
the incentive to evasion again being absent; 

(d) Industry and trade generally would be greatly 

relieved as regards records, correspondence, in¬ 
voicing oi sales and ordering of supplies. 
Manufacturers would no longer require to 
make declarations or otherwise satisfy sup¬ 
pliers as t) their classification when ordering 
raw materials and capital goods. No problems 
would ari: e on inter-State transactions and 
there woui d be little room for doubt or dis¬ 
pute as to sales tax liability. Sales tax con¬ 
siderations would no longer hinder the normal 
geographic il development of trade ; 

(e) for the State Governments, the proposed system 

offers probably higher nett collections and 
lower administrative costs, the extent of the 
collections depending in practice on how wide 
the taxatic n net is cast. 



another without collection of the tax. This enables free 
movement of materials and goods still in process to take 
place without the complications involved in tax account¬ 
ing. The actual collection of the tax involves the em¬ 
ployment of a minimum staff ; and the yield is substan¬ 
tial, being, at the present modest rate of tax—which is 
10 per cent, ad valorem —more than 17 per cent, of the 
total national tax revenue. 

Question 125. — Under the Constitution, the only sales or 
purchases which can be taxed are sales or purchases 
of goods. Do you consider that the sales tax should 
be extended to — 

(i) services, so that the tax may be leviable an (a) 

charges for services proper (e.g., bills from a 
goldsmith or a printer ), (b) charges for both 
services and goods where the two cannot be 
readily separated (e.g., hotel bills) and (c) 
charges for certain types of goods into the 
price of which service enters as a substantial 
element (e.g., paintings or photographs ) ; 
and 

(ii) transactions of sale or purchase in stock ex¬ 

changes and futures markets ? 

If so, please deal with the administrative and other 
issues which may arise in the implementation of your 
suggestions. 

The Chamber does not consider that sales tax should 
be extended to (i) services or (ii) transactions of sale or 
purchase in stock exchanges. Under the present system 
sales tax is payable purely on sales of goods. The same 
would be true under the proposed system. But to avoid 
difficulty in practice, it might be conceded that where 
there is a “ service ” element in the price of goods sold 
by traders in the market place, such as the product of the 
goldsmith, the photographer and the printer, then the 
trader should be required to pay sales tax on his aggre¬ 
gate turnover comprising both “ sales ” and “ service ”. 
The point is one of some difficulty, as obviously the fees 
chargeable by doctors, lawyers and other professional 
men must be excluded, as should the charges made by 
an hotel-keeper, as there is no justification for a sales tax 
on the rent element in his charges. 

The extension of “ sales tax ” to stock exchange tran¬ 
sactions would result in a tax akin to a levy on capital; 
this must be avoided. No tax should be levied on transac¬ 
tions in “ futures markets " 

Question 126.— (i) The Union alone has the power to levy 
a tax on sale of newspapers or on advertisements in 
them. This power has not, so far, been exercised. 
Would you propose as desirable and feasible (a) a 
tax on sales only, or (b) a tax on advertisements only, 
or (c) a tax on both ? 

As regards (a), it has been urged that, on account of 
the small price charged for each newspaper, the sales tax 
would be fractional and cannot be passed on to the buyer, 
whereas in the aggregate it would be an undue burden on 
the concern itself. If you agree with this, how would you 
meet the difficulty ? 

As regards (b), what classes, if any of newspapers or 
advertisements would you exempt from the tax, and what 
rates of tax, graded or other, would you levy ? 

(ii) Have you any suggestions to make regarding the 
taxation of advertisements other than those appearing in 
newspapers ? 

(i) (a) The Chamber is of the firm opinion that the 
taxation of sales of newspapers is undesirable on the 
grounds that such taxation is repugnant to the ideal of a 
free press. 

A healthy press is of the greatest value to the country 
as a means of conveying accurate information and of 
airing views on the many issues which arise from time to 
time. At present, newspapers reach only a negligible 
percentage of the population of the country, circulation 
being confined to a small proportion of the literate popu¬ 
lation. In most advanced countries, the buying of a daily 
newspaper is an established habit but this is not so in 
India. Since it is essential that the Government should 
have the ear of the people it is obviously in the Govern¬ 
ment’s interest to encourage the sale of newspapers at the 
lowest possible price. If a sales tax were applied not 
only would there be a drop in circulation but the spread 
of public information and literacy would receive a great 
set-back. It is, however, pointed out that a tax on the 
sale of newspapers is regarded under the Constitution as 
a tax distinct from a tax on the sale or purchase of goods 
and such sales would be exempted under the system advo¬ 
cated by the Chamber but, for administrative convenience, 
it would be necessary to provide that wholesale and 
retail dealers in books and newspapers must pay sales 
tax in common with all other traders. 

(b) The Chamber is also opposed to the taxation of 
advertisements appearing in newspapers. Both the 
advertisers and the newspapers in which they advertise 
are already heavily taxed both directly and indirectly and 
to Impose a tax on advertising in newspapers would 
l tec/55 


therefore hinder the development of sales publicity which 
is so little advanced in India and which should be en¬ 
couraged as much as possible in order to promote the 
distributive functions of the economy, and to expand con¬ 
sumer markets for the country’s growing industrial poten¬ 
tial. As regards the effect such taxation would have on 
newspaper revenue, it is pointed out that the advertiser 
works on a fixed budget which can be increased only if 
his sales increase. Any taxation on advertisements would 
therefore be met from the advertiser’s budget thereby 
automatically reducing the amount spent on actual adver¬ 
tising by the amount of the tax which is to be paid. 
Therefore, although Government would benefit by a 
certain amount of revenue, the newspaper would auto¬ 
matically suffer a loss of revenue and, therefore, the 
means to carry out the sales promotion necessary to in¬ 
crease circulation. 

(c) In view of the Chamber’s replies to parts (a) 
and (b), no further comment is necessary. 

(ii) Opinion is divided regarding the taxation of adver¬ 
tisements other than those published in newspapers. If 
such advertisements are to be taxed, there appears to be 
justification for the exemption of the rent element in the 
case of hoardings and the like. 

Question 127.— As regards sales tax generally and, in 
particular, the sales tax on goods leviable by the 
States, it is sometimes argued that—since all goods 
sold in a State must fall within one of three cate¬ 
gories, viz., (a) manufactured or produced within the 
State, (b) transported into the State from elsewhere 
in the country and (c) imported into the State from 
abroad—an extension or increase of excise would 
serve just as well as sales tax for category (a), of 
octroi or terminal tax for category (b), and of customs 
for category (c). Do you agree with this view which 
implies that the sales tax has no specific function to 
perform in the country’s system of taxation ? If not, 
what in your opinion, from the point of view of a 
correlated tax-structure, is the legitimate place and 
scope of the sales tax as distinguished from that of 
excise, octroi and customs ? 

It is agreed that sales tax as hitherto levied in India 
is of the same nature as excise duty or customs duty 
and could be replaced by adjustment of these other taxes, 
subject to suitable arrangements being made by the 
centre for apportionment of the proceeds among the 
States. Each of these taxes is a levy on commodities and 
similarly sales tax if passed on by the seller to the buyer 
is a levy on the commodity sold. 

Under the system proposed by the Chamber, however, 
sales tax cannot be passed on as such to the purchaser 
and represents only a fractional element in the consumer 
price. It ceases to be a commodity tax and thus acquires 
a legitimate place in the tax structure of the country, 
alongside customs and excise duties. 

Question 128.—(a) Sales tax is almost invariably levied 
by the State Governments in terms of the turnover 
of the dealer over a given period. Since a sales tax 
leviable on the indwidual transaction necessitates 
fairly elaborate accounts, cash memos, etc., which 
only a small proportion of dealers is equipped to 
maintain, do you agree with the view that, in Indian 
conditions, the bulk of the sales tax is likely, for a 
Ipng time to come, to continue to be leviable on 
aggregate turnover as distinguished from the indivi¬ 
dual sale-price ? 

(b) In most States there are separate laws governing 
sales tax on petrol. To what articles, if any, do you con¬ 
sider it desirable and feasible to extend the particular 
system adopted in respect of petrol ? 

(a) In the opinion of the Chamber sales tax should 
always be levied on aggregate turnover as a matter of 
administrative expediency, but when the levy is in the 
shape of a single or double-point tax and there are 
numerous exemptions the advantages of assessing aggre 
gate turnover are largely lost. Both the connecting 
authority and the assessee have to consider the nature of 
each individual transaction and dealers right down to 
the retailer have to maintain elaborate accounts for the 
sole purpose of accounting for sales tax. Only a multi¬ 
point tax with few, if any, exemptions can provide the 
administrative advantages to be expected from assessing 
aggregate turnover. 

(b) The distinctive feature of the majority of the 
State laws governing sales tax on petrol appears to be 
that the tax is assessed as a single-point tax on retail 
sales but there is no uniformity, even in this limited 
sphere, in character or incidence. To have separate laws 
governing sales tax in relation to different commodities 
would merely be to add a further complication to an 
already confused picture. 

Question 129.—(1) In regard to a system of levy based 
on turnover, is the choice broadly limited to the alter¬ 
natives hereafter mentioned or is there any other 
system you would advocate ? Under the system you 



recommend would sales tax continue to be roughly as 

significant a source of State revenue as at present ? 

The alternatives referred to above are : 

(i) a relatively low rate of levy at each of almost all 

points of sale ; few dealers excluded and few 
goods exempted (Multi Point) ; 

(ii) a relatively high rate of levy at only one point, 

viz., the point at which a registered dealer sells 
either to a consumer or to an unregistered 
dealer; exemption from tax of sales by one 
registered dealer to another registered dealer; 
excluding from compulsory registration of a 
dealer below a certain limit of turnover; a 
large number of exempted goods (Single Point); 

(iii) various combinations of the above. 

(2) Which of the above alternatives would you advo¬ 
cate ? Please state your reasons in some detail, com¬ 
paring merits and demerits from the point of view of (a) 
the consumer, (b) the dealer, (c) industry, trade etc., 
generally and (d) Government. Please relate your argu¬ 
ments, as far as possible, to lessons which may be drawn 
from the actual working of Sales Tax Acts in different 
States. 

(3) In particular: 

(i) as regards (a) above, do you think that the sales 

tax, or any particular form of it, leads to a 
greater burden being placed on the consumer 
than is accounted for by the proceeds which 
accrue to the Exchequer ? 

(ii) as regards (b) above, have you any suggestions 

to make regarding the simplification of forms, 
accounts etc., and of the procedure generally 
in order to make the administration of the tax 
less burdensome to the dealer ? Further, 
having regard to the cost of maintenance of 
the machinery for compliance, would you sug¬ 
gest an alternative form of taxation so far as 
small dealers are concerned ? 

(iii) as regards (c) above, has the imposition of the 

sales tax led to any noticeable change in the 
organisation of the trade in the country, espe¬ 
cially in regard to the size of the business unit, 
location of head-offices, number of interme¬ 
diaries, variety of the goods dealt with etc.? 

(iv) as regards (d) above, please examine the 

financial and, administrative aspect's, including 
the scope for evasion presented by the parti¬ 
cular system and the difficulty or otherwise of 
counteracting it. 

It is agreed that the choice is limited broadly to the 
alternatives listed. It will be seen that the system pro¬ 
posed by the Chamber comprises a low rate of levy at 
all points of sale with no dealers and no goods exempted, 
being thus a multi-point sales tax system. It is believed 
that sales tax would continue to be roughly as significant 
a source of State revenue under the proposed system as 
under the present system ; in fact, if the tax net is widely 
cast and a method is devised to collect small amounts by 
way of tax from small traders at low cost (for example, 
on payment of a licence fee), the proposed system may 
well be more significant as a source of revenue. No other 
system of multipoint taxation can be recommended. 
Simplification of forms would not in itself provide much 
relief so long as the single-point tax remains, this being 
the cause of the bulk of the paper work in sales tax 
accounting. In some States a multi-point tax at too 
high a rate has tended to put intermediaries out of busi¬ 
ness, and in the opinion of the Chamber sales tax, under 
the existing system, may well affect the size of the busi¬ 
ness unit, location of head offices or variety of goods dealt 
with, in the future. 

Question 130.— In relation to the particular system you 

advocate: 

(i) should there be special rates of levy, higher than 

the ordinary rate, for certain articles ? If so, 
for which types of articles ? 

(ii) should there be special rates of levy, lower than 

the ordinary rate, for certain articles ? If so, 
for which types of articles ? 

(iii) which articles, if any, should be exempted alto¬ 

gether and why ? Please elaborate the prin¬ 
ciples which, in your opinion, should underlie 
exemptions. 

The essence of the system advocated by the Chamber is 
that the tax is payable by the seller on his selling opera¬ 
tions (in relation to goods) and not on the commodities 
he sells. Its chief merit is simplicity without the accom¬ 
paniment of inequalities. Therefore there should be no 
discrimination between one article and another ; there 
should be only one rate applicable to all commodities and 
there should be no exempted commodities. The discri¬ 
minating media in relation to the taxation of commodities 
should be confined to Customs and Excise duties. If dis¬ 
crimination in favour of essential commodities is desired 
this should be effected by means of subsidies. 


Question 131. —In regard to system, rates, exemptions, 
etc., what degree of uniformity between the different 
States do you consider desirable and feasible ? Would 
you bring it about — 

(i) by formal or informal convention; 

(ii) by central legislation promoted at the instance 

of two or more States ; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the sules 
tax in the Concurrent List ? 

(iv) by constitutional amendment so as to include 

the item of sales tax, as a whole, in the Union 
List ? In the last mentioned case how would 
you apportion the proceeds ? Would this alter¬ 
native be a practicable proposition from the 
point of v ew of the finances of the States ? 
As has been stressed, uniformity in character and in¬ 
cidence of State sales tax throughout India is regarded 
as essential. To brir g this about, it is thought that con¬ 
stitutional amendment would be necessary, so as to in¬ 
clude State sales tax in the Concurrent List. Under the 
present system, it might then suffice to rewrite Article 
286 of the Constitution. Under the system proposed by 
the Chamber it might be necessary to go further and to 
include “ taxes on the sale or purchase of goods other 
than newspapers ” in the Union list, although it might 
still be feasible to regulate by formal or informal con¬ 
vention ancillary administrative matters. Much would 
depend on the ability of the Centre to “sell” the proposed 
scheme to the States, the co-operation of the latter being 
an essential factor. 

Question 132. —To what extent has any desirable uni¬ 
formity been achieved in regard to exemptions (in 
favour of “ good; essential for the life of the com¬ 
munity ”) under Clause (3) of Article 286 of the Con¬ 
stitution ? What principles would you advocate for 
deciding the exemptions to be made under this provi¬ 
sion of the Constitution ? Do you consider that the 
scope of the provision contained in Clause (3) of 
Article 286 should be extended also to “ essential 
articles ” which l ad been subject to sales tax before 
the relevant cent -al enactment came into force ? 

The list of goods declared essential for the life of the 
community under the Essential Goods (Declaration and 
Regulation of Tax on Sale or Purchase) Act, 1952, appears 
adequate as it stand;:. Under the present system, it is 
thought that the scope of the provision contained in 
Article 286(3) of the Constitution should be extended to 
include all goods in that list in all States, including goods 
which were subject to tax before the Central enactment. 
Under the system proposed by the Chamber, however, 
all sales of goods would be taxed and the Act would be¬ 
come redundant, as would Article 286 of the Constitution, 
except to the extent that it should continue to prohibit 
the imposition of a State tax on goods imported into or 
goods exported out of, the territory of India. The inci¬ 
dence of sales tax on the prices of “ essential ” and other 
articles would be so insignificant that the problem of 
exemptions would di; appear. 

Question 133. —As regards “ sales outside the State ”, 
“ inter-state commerce", etc. please discuss the 
adequacy or otherwise of the relevant provisions of 
Article 286 and suggest remedies for any defects 
which, in your opinion, have been revealed in the 
actual working o ' these provisions. 

(b) Please discuss in this connection the desirability 
and feasibility of the suggestion that purchases only (and 
not sales) should be taxed, so that the tax jurisdiction 
of each State might be confined to parties residing within 
the State. Alternatively, do you consider that purchases 
should be taxed in certain cases and sales in certain 
others; if so, how and on what considerations would you 
define the two categories ? In either case, please describe 
your scheme in some detail and explain the advantages 
which you claim for it. 

Reference has been made in the general statement 
above to the doubt as to whether States have the power 
to collect tax from non-resident dealers on inter-State 
transactions. Whichever way this point is decided, how¬ 
ever, the position will still be unsatisfactory. Either 
States will be given the power to tax non-resident dealers, 
or certain inter-State transactions will escape taxation 
altogether. The former decision would result in increased 
harassment of an already harassed commercial commu¬ 
nity and the latter decision would entail discrimination 
in favour of goods i nported from another State with 
consequent further di/ersion of trade or the imposition 
of parallel purchase taxes to add to the existing confu¬ 
sion. In the opinion of the Chamber there is no satis¬ 
factory remedy to the defects of Article 286. 

(b) Fundamentally there is no difference between a 
sales tax and a purchase tax. A single-point purchase 
tax if collected from purchasers would remove the prob¬ 
lem of States’ jurisdiction but would be infinitely more 
difficult to collect than a single point sales tax as there 
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are many more purchasers than sellers. If the so-called 
“ purchase tax ” were collected through the sellers it 
would differ little from the existing sales tax and the 
problem of States' jurisdiction would remain. A single¬ 
point sales tax restricted to inter-State transactions com¬ 
bined with a single-point purchase tax restricted to inter¬ 
state transactions would be feasible but collection of the 
purchase tax would be difficult and probably un¬ 
economic. In the opinion of the Chamber neither 
sales nor purchase tax can be administered efficiently and 
economically unless applied at a low rate on a multi-point 
basis with no exempted transactions. 

Question 134. — Do you think that lack of uniformity be¬ 
tween the States as regards the rates of sales tax 
and the methods of applying it (single or multiple 
point) has the effect of raising barriers in inter-State 
commerce or of including uneconomic diversions of 
trade ? If so, what measures would you suggest to 
rectify the position 1 

The Chamber’s attitude has already been stated. Lack 
of uniformity undoubtedly has had the effect of raising 
barriers in inter-State commerce and of inducing un¬ 
economic diversions of trade. The first essential to 
rectify the position is complete uniformity in all States. 
The system advocated by the Chamber not only achieves 
this uniformity but also introduces all-round simplifica¬ 
tion. 

STATE EXCISES. 

Question 135.— (a) In regard to State excise duties and 
the revenue therefrom, have you any comments or 
suggestions to make — 

(i) on features of importance connected with the 

system of levy of these duties in different 
States. 

or 

(ii) on policies involving various degrees of relin¬ 

quishment in certain States of the revenue 
from these duties ? 

Should there, in this context, be uniformity between 
different States ? If so, in what particulars and to what 
extent ? 

( b ) Is there proper co-ordination between the levy of 
of Central excise on medicinal and toilet preparations 
containing alcohol, etc. and of State excise on alcoholic 
liquors ? If not, what steps would you suggest to ensure 
adequate co-ordination ? 

The Chamber has no comments to offer on this ques¬ 
tion. 

General. 

Question 136. —Do you think there is a case for vesting 
in the administration the power to alter, by execu¬ 
tive order, the rates of import duties, export duties 
and excise duties ? If so, please indicate in what 
circumstances and within what limits such power 
should be exercised. 

The Chamber is strongly opposed to the grant to the 
executive of discretionary power to alter rates of import, 
export and excise duties. It has already emphasised that 
these forms of taxation must be used with the greatest 
care and circumspection and should be imposed solely 
for revenue purposes. Provision for their variation by 
executive order would be highly dangerous and would 
not only encourage a distorted use for other purposes, 
as for instance for exercising a control over the course 
of trade, but would lead to frequent variations which 
would have most detrimental effects on commerce and 
industry. Furthermore, as a matter of principle, the 
Chamber considers that it is wrong that in a matter of 
such overriding importance to the economic life of the 
community a wide discretionery power should be vested 
in the executive. 

Question 137.— Do you visualise any scope for extension 
of the field of commodity taxation as a result of the 
implementation of the Five Year Plan ? 

The Chamber has advocated elsewhere an increase in 
indirect taxation and, ipso facto, in the taxation of com¬ 
modities. The scope for such taxation will obviously 
depend to a considerable degree on the working of the 
Five Year Plan, for the plan is directed towards an 
increase in both agricultural and industrial production 
and both in the public and private sectors ; an increased 
output of commodities and manufactures, with a corres¬ 
ponding improvement in the general prosperity of the 
country, must obviously widen the sources available for 
commodity taxation. 

Question 138. —What “ luxury ” articles, if any, would 
you suggest on which commodity taxes in any of the 
various forms might be levied at specially high rates? 
Almost every type of “ luxury ” article is already sub¬ 
ject to high rates of taxation and the Chamber is of the 
opinion that, the point of diminishing returns having been 
reached and in some cases surpassed, there is really little 


scope left for an increase in the taxation of luxuries. 
Government themselves are in the best position to esti¬ 
mate the amount of revenue accruing from such taxation 
but the Chamber believes that, relative to the income 
from taxation as a whole, it cannot be great and that, in 
view of the fact that expenditure upon luxuries Is one 
of the objects of securing a high income, the compara¬ 
tively small revenue arising from the penal taxation of 
luxuries is more than counterbalanced by the disincentive 
to hard work and higher earnings which such taxation 
involves. 


PART IV—AGRICULTURAL INCOME-TAX. 

Question 139. — A few States levy agricultural income- 
tax, but in almost none is it among the more import¬ 
ant sources of revenue ; the progress of land reforms 
will further reduce its yield. Would you, in order to 
increase the yield from this tax or for other reasons 
(which may please be specified ), make major modi¬ 
fications in the present system of taxation of agri¬ 
cultural income ? If so, please indicate the modifica¬ 
tions you would make. 

Question 140. —In particular, do your suggestions in¬ 
volve — 

(a) correlation, and if so, to what extent, of agricul¬ 

tural with non-agricultural income-tax ; 

(b) alteration, and if so, in what manner, of the levy 

of land revenue ? 

As regards (a), if the correlation suggested lakes the 
form of the levy of a single tax on the total of non-agri¬ 
cultural and agricultural income, instead of the present 
separate Central and State taxes, please deal with the 
constitutional, administrative and. other problems in¬ 
volved, including the apportioning of proceeds among 
State Governments. Alternatively, if the State Govern¬ 
ments continue separately to levy a tax on agricultural 
income, but the rates of levy are based on the total of 
the two types of income, agricultural and non-agricultural, 
what are the specific problems which arise, and how 
would you deal with them ? 

As regards (b), please indicate the probable net effect 
of the suggested measures on the revenues of Govern¬ 
ment. What administrative or other issues are involved^ 
and how would you deal with them ? 

Answer to Qestion 139 and 140: 

In the respect the Chamber has nothing material to 
add to its replies to questions 52 to 54 of the Commission's 
questionnaire. 

There is however a tendency in some States to assess 
for the most part only large plantations and Zamindaris 
to agricultural income-tax, and to fail to assess the larger 
ryots who in view of the present prices of lice, jute, 
sugar, tobacco, etc. should tall within the ambit of the 
tax. 

Question 141. —How would you determine taxable 
income in the comparative absence of accounts in 
rural areas ? What treatment should in particular, 
be given to the following : 

(i) expenses of cultivation, harvesting, preparation 

for the market etc.; 

(ii) agricultural losses owing to a calamity or other 

reasons ; (in this connection, would you favour 
giving the assessee the discretion to choose the 
alternative of averaging his income over a 
number of years—say 3 to 5 years — in order to 
cover good and bad years ?) 

(iii) depreciation in respect of — 

(a) live stock, 

(b) implements and carts, 

(c) means of irrigation e.g., wells etc., 

( d ) buildings ? 

Here also the Chamber has little experience and re¬ 
stricts itself to observing that the income to be assessed 
to agricultural income tax should be based on actuals both 
of income and expenditure of the assessee’s accepted 
accounting period and not on hypothetical calculations 
and formulae such as the assessing officer’s own ideas on 
the average acreage output of the district concerned and 
the prices realised for this output. 

Subject to the above the Chamber’s replies to the 
questions are as follows: — 

(i) Expenses of cultivation, harvesting, preparation 

for the market etc. All these expenses should 
be allowed. 

(ii) Agricultural losses, etc. 

Results average this out and there is no need 
for special treatment for good or bad years 
provided that the carry-forward of losses is 
permitted. 

4 a 
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Question 142. —What rates would you prescribe for agri¬ 
cultural income tax and how would you graduate 
them ? Is it possible to have uniform rates in all 
the States ? What exemption limits would you lay 
down ? 

The rates, which should be uniform for all States, 
should not exceed the ordinary income tax rate. The 
exemption limits should be the same as for ordinary 
income-tax. 

LAND REVENUE AND LAND CESSES. 
Question 143. —For areas already under or likely here¬ 
after to be brought under ryotwari or similar tenures, 
do you consider that land revenue policy should be 
based on some form of periodical settlement ? 

If not, what alternative would you suggest ? How 
would you work it ? What would be its probable net 
effect on Government’s revenues ? 

The Chamber favours the present policy of periodical 
settlements at which the land revenue payable by the 
ryot is revised. One alternative to this system would be 
to settle the revenue payable once and for all; that is, 
to fix it permanently. The Chamber considers that such 
an alternative would be open to the following objec¬ 
tions : — 

(a) Under a permanent settlement the revenue paid 

by the ryot would be fixed in perpetuity with 
the result that Government would not be en¬ 
titled to an increase in land revenue conse¬ 
quent on an increase in the produce or its 
value. Similarly the cultivator would not be 
entitled to reduction owing to a decrease in the 
produce or its value. 

(b) The demands on the revenues of the Govern¬ 

ments in India have increased considerably in 
recent years and in all probability will con¬ 
tinue to increase. The fixation in perpetuity 
of the land revenue paid by the ryots would 
deprive Government in the future of any 
increase in income from this source and would 
be unjust to the remaining body of taxpayers. 

(c) It would be impolitic for a Government to bind 

its successors for all time, irrespective of 
changes in the value of money or of the land 
and its produce. 

(d) A settlement in perpetuity would involve the 

risk of a charge of a breach of faith if it were 
necessary in the future to impose taxes on 
land. 

Two other substitutes for the present system were 
examined by the Indian Taxation Enquiry Committee of 
1924/25, namely, an export or produce tax and the im¬ 
position of a tax on capital value. The Chamber notes 
that neither of these substitute schemes was approved 
by the Committee. 

Question 144. — If you are in favour of periodical settle¬ 
ments, what modifications, if any, would you make 
in the practices and principles which have been 
followed hitherto, and why ? In your reply, please 
refer in particular to the fallowing — 

(i) Period of guarantee— Should this be shorter than 

in the past ? Would you suggest longer 
periods in special circumstances, e.g., when 
ryotwari tenure is introduced for the first 
time ? 

(ii) Scope of guarantee— Should a fixed assessment 

be guaranteed for a specific piece of land (or 
for a proprietary body, as for instance, in the 
Punjab ) ? Alternatively, should a basic rate 
be fixed and limits guaranteed within which it 
may vary ? What factors would you take into 
account in varying the rate , e.g., area, nature 
of crop, yield, prices, etc.? 

(iii) Basis of assessment— How should the basic rate 

be fixed ? Would you introduce an element of 
progression ? 

(iv) Incentive to production— Would it be feasible so 

to regulate assessment as to provide an incen¬ 
tive for — 

(a) larger agricultural production; 

(b) shifts in production, e.g., from cash crops 
to food crops or vice versa ; 

(c) capital improvements to land ? 

(v) Payment in kind— Would it be possible to pro¬ 

vide for payment in kind either partially or in 
full ? Please discuss the advantages, difficul¬ 
ties, etc. 

(vi) Uniformity between States— In the application 

of these principles what degree of uniformity 
between different States would be desirable 
and possible ? 

A full reply would involve a review of the principles 
and practices at present followed in all the temporary 


settled areas. The Chamber feels that it has not the 
necessary knowledge and experience to undertake such 
a review, and proposes to limit its reply to two specific 
points—period of guarantee and payment in kind. 

At the beginning of the present century the ordinary 
term of settlement was 30 years in Madras, Bombay, 
U.P. and Orissa; 20 years in the Punjab and C.P., and 
shorter periods in Assam and Sind. As explained in the 
Resolution issued by the Government of India in 1902, 
the 30 years’ rule prevailed in areas where the land was 
fully cultivated, rents fair and agricultural production 
not liable to violent fluctuation. In areas where these 
conditions did not prevail, settlements were made for 
shorter periods. During more recent years the tendency 
has been to extend the periods, and in the Punjab and 
Uttar Pradesh the term in ordinary cases has been in¬ 
creased to 40 years. The point on which the Chamber 
wishes to comment is that of the extension of what may 
be called the maximum term beyond 30 years. It inclines 
to the view that a period of 30 years, which means that 
demands of Government are readjusted once in the life¬ 
time of each generation, represents a fair balance between 
the interests of the land revenue payer and that of 
Government in its capacity as the representative of the 
general taxpayer, and doubts whether an extension of 5 
or 10 years would be of material benefit to the land 
revenue payer. It is true that a longer term 
would be an advantage to the land revenue-payer 
in so far as it would protect him for a longer 
period against an increase in the revenue demand. On 
the other hand, however, it would be a disadvantage in 
so far as it would deprive him of a reduction in that 
payment at an earlier date should conditions have so 
changed as to warrant a downward revision of the land 
revenue. Again, the longer period might result in 
sharper enhancements in land revenue which, while they 
would be otherwise justifiable, would place an undue 
strain on the cultivator. Further it is most important for 
the cultivator that the revenue records, including the 
village map, should be periodically revised and brought 
thoroughly up-to-date, if the legal presumption of truth 
attaching to them in the Revenue Courts is to be main¬ 
tained. For the smaller cultivator in particular there is 
a danger in extending the term of settlement unless some 
sure means can be devised for maintaining the accuracy 
of the village records throughout the period of settle¬ 
ment. The Chamber understands that the demand for an 
extension of the 30 year term was largely due to two 
factors. First the conviction among the land revenue 
payers that a resettlement invariably means an enhance¬ 
ment and secondly the harassment caused to the people 
by the survey and settlement operations. As regards the 
former it could be removed by Government making it 
perfectly clear that a resettlement would not necessarily 
involve an increase in the revenue demand and would 
not be postponed solely because it might result in a re¬ 
duction. The second is largely a matter of the control 
of the subordinate staff and the up-to-date maintenance 
of the village records during the period of settlement. 
The Chamber is therefore in favour of a return to the 
old position of a maximum term of 30 years. 

As regards the payment of land revenue in kind, the 
chamber considers that the administrative difficulties 
would render such a course impracticable. These difficul¬ 
ties may be summarised as follows: — 

(a) A large temporary staff would be required at 

harvest time, for presumably the ordinary 
revenue establishment would be unable to cope 
with the work involved, e.g., the division of 
the crop, its transport to warehouses and its 
subsequent sale. 

(b) The danger of dishonesty by the temporary staff 

and of collusion between that staff and the 
producer would be great and difficult to 
prevent. 

(c) Large storage accommodation would be required 

and the risk of damage to the grain prior to 
its sale would be considerable. 

(d) The sale of the collected produce would be a 

major undertaking which the Revenue staff 
would not be qualified to carry out. 

Land tenures and past assessments differ so much in 
different States that it is not desirable to seek any great 
uniformity. It is, however, a sound thing for each State 
to ascertain the pitch of assessment in adjacent districts 
of the neighbouring State or States. 

The Chamber has no comments to offer on questions 
145 to 150. 

Question 151. — Are there any suggestions which you 

would make in regard to the assessment of — 

(i) Agricultural land in rural areas, used for non- 

agricultural purposes; 

(ii) land classed cs agricultural but now part of an 

urban area and used for non-agricultural pur¬ 
poses ; and 



(Ui) l and classed as non-agricultural, whether in rural 
areas or in urban areas, and used for non-agri- 
cultural purposes ? 

The Chamber suggests that: — 

(a) Land used as sites for hospitals, dispensaries, 

schools and the like, which yield no return to 
the owners, should be exempted from assess¬ 
ment to land revenue so long as they are 
utilised for such purposes. 

(b) Village sites which have hitherto been revenue 

free should continue to be so. 

(c) Subject to the above exceptions land used for 

non-agricultural purposes, whether within pr 
outside an urban area, should be assessed at a 
percentage of its market value. The assess¬ 
ment should be subject to review periodically. 

The Chamber has no comments to offer on questions 
152 to 154. 

IRRIGATION RATES & BETTERMENT LEVY. 

The Chamber has no comments to offer on questions 
155 to 161. 

PART V.—OTHER TAXES (Central and State). 

STAMP DUTIES AND COURT FEES. 

Question 162.— Under the Constitution — 

(1) the Union is empowered to fix the rates of stamp 

duties in respect of bills of exchange, cheques, 
promissory notes, bills of lading, letters of 
credit, policies of insurance, transfer of shares, 
debentures, proxies and receipts, and 

(2) the States are empowered to fix the rates of all 

other stamp duties. 

As regards both (1) and (2), have you any suggestions 
to make for the levy of a stamp duty where it is not alredy 
levied, or for an increase or decrease of the present rates 
where a stamp duty already exists ? Please give reasons 
for your suggestions. Are there any general principles 
which you would propose for adoption in regard to the 
fixation of rates of stamp duties ? 

As regards (2), since the rates vary from State to 
State, what degree of uniformity do you consider desir¬ 
able and feasible, and how do you propose to achieve it ? 

If possible, please estimate the net effect of your pro¬ 
posals on the revenue of States. 

(1) The Chamber’s views on the rates of stamp duty 
on the various documents referred to are as follows: — 

(a) Bills of Exchange, Promissory Notes, Letters of 
Credit. —It is not considered that any alteration in the 
present rates on these documents should be made. It 
is considered that these duties are adequate, have stood 
the test of time, and in addition, their collection is a 
simple matter and involves little expenditure. 

(b) Cheques. —The stamp duty on cheques at the rate 
of one anna per cheque was abolished as from the 1st 
July 1927. The object of this action was to stimulate the 
development of the banking habit in India, and it is con¬ 
sidered that such encouragement is still desirable and 
has even greater force owing to the urgent necessity to 
canalise funds in the hands of the public into the banking 
system where they are fully utilised for the finance of 
industry and commerce. The Chamber understand that 
it has been authoritatively estimated that a stamp duty 
on cheques at the former rates would, after excluding the 
costs of collection, yield a very small return and would 
in any case be attended by considerable practical incon¬ 
venience. The Chamber is, therefore, strongly of the 
opinion that a reversion to the system of Stamp duty on 
cheques is very undesirable. 

(c) Bills of Lading. —Although the Indian Stamp Act 
provides that the stamp duty on bills of lading shall be 
a minimum of four annas and, although the rate was 
fixed by the Central Government, the actual rates of duty 
at the major Indian ports are as follows: — 


Calcutta .... 8 annas 


Bombay 




4 

Cochin 



. 

6 

Tuticorin 




6 

Madras 



. 

e 

Vizagapatam 

. 

. 
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The Chamber is strongly of the opinion that it is de¬ 
sirable that the rate throughout India should be uniform, 
and suggests that it should be fixed at 6 annas. 

(d) Stamp Duty on. Policies of Insurance .—There are 
two points in particular which the Chamber wishes to 
put forward. These are: — 

(1) Sea Insurance (vide Chapter 2, Sec. 7 and item 
47-A of Schedule I). Nowhere is the term Sea Insurance 
properly defined and there have been various rulings by 
various Collectors in different parts of the country, in¬ 
cluding one from a Collector in Calcutta, which stated 


that where a policy covered any land risk even though 
that risk was purely incidental to a sea voyage, stamp 
duty as per (o) would not be applicable and such a Policy 
would require to be stamped as per (b). The present 
position is very anomalous and it is felt that it could be 
clarified quite simply by referring to Marine Insurance 
or Marine Insurance Policies instead of to Sea Insurance 
or to Sea Insurance Policies. The definition of Marine 
Insurance could then be taken from that appearing in the 
Insurance Act. 

It is not thought that this alteration would materially 
alter the amount of stamp duty collectable but it would 
undoubtedly help to remove present anomalies. 

(2) Accident and Sickness Insurance (vide item 
47-C of Schedule I). 

There are really two points here, viz .:— 

(i) The stamp duty on Personal Accident Policies 

proper, and 

(ii) That on Personal Accident Aviation Coupons 

covering merely individual flights, the stamp 
duty on which is at present covered by notifi¬ 
cation No. 5 issued by the Government of 
India on 12th March, 1938, which reads: — 

“ In exercise of the powers conferred by Clause 
(a) of Section 9 of the Indian Stamp Act, 1899 
(II of 1899), the Central Government is pleased 
to remit so much of any of the duty charge¬ 
able in British India under clause (b) of article 
47-C of Schedule I to the said Act on policies 
of insurance covering accidents to passengers 
travelling by air as exceeds one anna in each 
rupee of the amount of premium payable on 
the policy.” 

As regards (i) it is felt that the duty is altogether too 
high as an initial charge, whereas the payment of further 
stamp duty at renewal seems warranted. There seems 
no particular reason why this class of insurance should 
be singled out for special treatment and it is suggested 
that Section C should be confined purely to Travel 
Coupons and that the stamp duty on ordinary P. A. 
Policies should be the same as that for any other class 
of insurance as laid down under Section 47-B, Schedule I. 

As regards (ii) having regard to the low rates which 
are charged for these Coupons the rate of stamp duty 
seems to be exorbitant and it is suggested that the rate 
of stamp duty in these cases should be the same as that 
for cover on a single railway journey, as laid down in 
sub-paragraph (a) of Section 47-C of Schedule I. 

(e) Stamp Duties on Transfers of Shares, Debentures, 
Proxies and Receipts.— At present the rate of stamp 
duties on the transfers of shares, debentures, etc. is 12 
annas per cent, and, in the opinion of the Chamber, there 
is little doubt that this rate leads to losses to the Govern¬ 
ment revenue because of the encouragement which it 
gives to the holding of shares under blank transfers. It 
is therefore considered that in this case the Government 
revenues might benefit from a reduction in the rates 
which would encourage more frequent registrations. 

(f) Stamps on Proxies and Receipts.—-The Chamber 
considers no change is required. 

(2) As a matter of principle, the Chamber considers 
that the rates of stamp duties in respect of documents, 
other than those on which the Union is empowered to fix 
the tax, should as far as possible be uniform throughout 
the country, though it is realised that this may be difficult 
of achievement. 

Question 163.— Certain States (e.g., Bombay ) levy stamp 
duties on transactions in forward markets. What is 
your view regarding the complaint that these duties 
have tended to affect the business in these markets, 
particularly that of the middle class traders ? If you 
consider that the levy of stamp duty on transactions 
in these markets is a suitable and potentially im¬ 
portant means of securing revenue, what adminis¬ 
trative and other measures would you suggest for the 
efficient collection of such duties ? Alternatively, in 
place of stamp ditties, would you suggest some other 
form of taxation of transactions in stock exchanges 
and futures markets ? If so, please elaborate your 
suggestion. 

The Chamber is opposed to the levy of stamp duties 
on transactions in forward markets, stock exchanges, etc. 
In properly regulated markets, transactions in these ex¬ 
changes should play a valuable part in the organisation 
of commodity sales and in mobilising credit, etc., and it 
is considered that from this point of view a tax on these 
activities is undesirable. 

Question 164.— In this country, the stamp duty is ordi¬ 
narily a tax on documents which constitute evidence 
of legal rights. There are, however, certain taxes, 
such as the entertainments tax, which are sometimes 
collected in the form of stamps, and suggestions have 
been made that this system may be appropriately 
extended to the collection of taxes on the sale of 
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goods or on other transactions. Do you agree wit 1 
this view ? If so, to what taxes would you exter, 
the scheme ? 

The Chamber is of the opinion that the extension c 
the system of stamp duty to the sale of goods, etc., 1 
inappropriate. 

Question 165.— What are the more common methods of 
evasion or avoidance of payment of stamp duty ? 
What means of prevention would you suggest ? 
Although the Chamber understands that evasion of 
stamp duties is probably not widespread, it may arise 
by the declaration of a lower consideration than that 
actually agreed. Under English law it is understood that 
the revenue authorities are empowered to ignore the con¬ 
sideration set out in the document and to charge the 
amount of duty on the real value as ascertained by the 
revenue authorities. Similar provisions could be intro¬ 
duced in this country, but safeguards would be required 
against— 

(i) arbitrary assessment by the revenue authorities ; 

and 

(ii) the treating of ordinary commercial transactions 

in the same manner as inter-family trusts, 
transfers, etc. 

Question 166. — The rates of court fees differ from State 
to State. To what extent do you consider uniformity 
in the rates desirable and feasible ? 

The Chamber is of the opinion that uniformity as be¬ 
tween State and State is desirable, but holds ho strong 
views as it appreciates the practical difficulties which 
may arise. 

Question 167. — Have you any suggestions to make re¬ 
garding the schedules to the Indian Court Fees Act 
and the rates of levy thereunder ? 

The Chamber considers that the rates charged in 
Bengal are reasonable, and that efforts should be made 
to reduce those charged in other States to that level. 

Taxes on Motor and other Vehicles. 

The Chamber has no comments to offer on questions 
168 to 171 

Entertainments tax. 

The Chamber has no comments to offer on these 
questions 172 to 175. 

Tax on the Consumption or Sale of Electricity. 

Question 176. — A tax on the consumption or sale of 
electricity is levied in several States in India. Do 
you consider that this is a suitable tax and may be 
adopted by other States ? Would you restrict it to 
consumers of energy for domestic purposes or would 
you extend it to sales for industrial uses also ? 

A tax on the consumption or sales of electricity is not 
considered a suitable tax and should not be extended to 
States which do not now impose it. Electricity is a 
necessity in a modern city and can no longer be classed 
as a luxury; its use should be encouraged in preference 
to other fuels as it is clean and silent and its extensive 
use for light and fans beneficial to health. Approxi¬ 
mately 96 per cent, of the electricity consumed is gene¬ 
rated either by hydro-electric plans or steam plants using 
Indian coal. Any tax on electricity, by increasing the 
cost of current, will discourage its use and result in 
greater use of imported fuels such as diesel oil, petrol 
and kerosene. 

If a tax is levied on electricity it should be restricted 
to users of energy for domestic purposes. To impose the 
tax on current used for industrial purposes would retard 
industrial development and would increase the costs of 
production thus placing a severe burden on industry. 
Industrial users might find that a tax increased their 
power costs to a point where it would be more economical 
to install diesel engines using imported fuel. Industrial 
modernization and expansion depends largely on cheap 
and plentiful supplies of electricity. Cheap electricity is 
particularly necessary for the development of cottage in¬ 
dustries. 

Question 177 . — In respect of domestic purposes — 

(a) should a distinction be drawn between the elec¬ 

trical energy consumed for lights and fans and 
the energy consumed for other domestic pur¬ 
poses ( frigidaires, heaters, radios, etc.) ? On 
what principle's would you determine the rates 
of duty ? 

(b) what exemptions would you suggest and on what 

basis ? Would you apply a lower rate of duty 
to small consumers ? 

(a) No distinction should be drawn between electrical 
energy consumed for lights and fans and for other pur¬ 
poses. To install separate meters for measuring con¬ 


sumption by lights and fans where, owing to the opera- 
1 .on of an “ all-m ” rate, these would not normally be 
.nstalled would mean that the electric supply under¬ 
takings would have to lock up large amounts of capital 
in meters required solely for the assessment of duty (the 
cost of an electric meter is approximately Rs. 44 for a 
single phase A. C. meter and Rs. 95 for a D. C. meter). 
Any duty on electricity used for domestic purposes should 
be restricted withi i reasonable limits such as the normal 
Sales Tax rate. 

(b) The Chamber is of the opinion that there should 
be no exemptions. All consumers should be treated alike. 

Question 178. — If you are in favour of a duty on energy 
used for industrial purposes, on what principles 
would you determine the rates of duty ? What ex¬ 
emptions would you provide for and on what basis ? 
The Chamber if, of the opinion that electricity used for 
industrial purposes should not be taxed, and therefore 
makes no comments on this question. 

Question 179. — How would you modify your suggestions 
in reply to the foregoing questions if electrical 
energy — 

(i) is entirely supplied by Government undertakings 

in a State, 

(ii) is supplied by Government undertakings in some 

areas of a State and private undertakings in 
other areas ? 

If electrical ene rgy is supplied by Government under¬ 
takings in a State entirely or in some areas it should 
be subject to the i.ame taxation as that supplied by pri¬ 
vate undertakings. 

Question 180. — Wl.at degree of uniformity as between 
different States would be desirable in regard to the 
levy of electricity duty ? How would you achieve it? 
There should te uniformity in regard to ihe levy of 
electricity duty between States. At present the only 
State which taxes all classes of supply is Uttar Pradesh 
where the rate is 25 per cent, of the gross bill; this has 
resulted in economic distress, especially in the small type 
of post-war industries, and industry is unfairly handi¬ 
capped compared with industry in other States. 

The Chamber has no suggestions on how uniformity 
should be achieved. 

Betting and Prize Competition Taxes. 

The Chamber has no comments to offer on these 
questions 181 to 183. 

Miscellaneous Taxes and Fees. 

Question 184. —Have you any comments or suggestions 
regarding any other taxes, cesses or fees, e.g., excise 
on opium, probate and succession duties, registration 
fees) not covered by parts II to V of the 
questionnaire '. 

The Chamber has no comments to offer on this ques¬ 
tion. 


PART VI.—AGRICULTURAL INCOME-TAX, LAND 
REVENUE AND IRRIGATION RATES. 

The Chamber has no views to offer on questions 185 
to 208. 

Question 209.— Please state your views on the relative 
merits of octroi and terminal tax, in one or more of 
the forms in which they prevail in different parts of 
the country, from the stand-point of — 

(i) the local oody concerned: e.g., revenue derived 

and, in comparison with it, cost of collection, 
size, and complexity of administration, scope 
for evasion, etc. ; 

(ii) the person who pays the tax: certainty as to 

amount payable and convenience of collection; 
and 

(iii) the trade, the consumer, etc.; incidence and 

effects of incidence, in so far as these can be 
broadly assessed. 

Are octroi and terminal tax mutually exclusive systems, 
or would it be permissible and desirable, in certain cir¬ 
cumstances, to cor, ibine the two systems ? 

On an examination of the relative merits of (a) Octroi 
(b) terminal tax ai d (c) any desirable form of combina¬ 
tion of the two, w rich particular alternative would you 
recommend for general adoption by local bodies? Do 
any constitutional or legal difficulties stand in the way 
of implementing your suggestions ? 

Question 210.— Does your examination lead to the con¬ 
clusion that both octroi and terminal taxes are un¬ 
suitable as forms of local taxation and should, there¬ 
fore be abolished ? If so, what substitutes vwuld you 
recommend ? Do you consider the suggestion that 
local bodies should be allowed to levy surcharges on 
sales tax feasible and desirable ? 
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Answers to Questions 209 to 210 : 

The Chamber considers that octroi and terminal taxes 
are unsuitable as forms of local taxation. It is pointed 
out that the effects of such local imposts on trade and 
the movement of commodities may be serious and that, 
from the point of view of local finance, the smallness of 
the yield and the likelihood that taxes of this nature lead 
to corruption and evasion make them unsuitable. 

The Chamber has no comments to cffer on questions 
211 to 219. 

Question 220—T he Local Finance Enquiry Committee 
recommends that the limit of Ks. 250 placed on pro¬ 
fession tax by the Constitution should be raised to 
Rs. 1,000. Do you agree? Would you recommend 
the wider adoption of profession tax by local bodies 
and/or State Governments ? Which categories of 
local bodies may suitably levy it, and with v:hat safe¬ 
guards ? Should the levy be compulsory in certain 
cases, and if so at what minimum level ? What modi¬ 
fications, if any, would you suggest in the prevailing 
forms of levy of this tax ? What steps would you 
take for its better correlation with income-tax, from 
the point of view of incidence or for purposes of ad¬ 
ministration, etc. ? 

The Chamber sees no justification for a discriminatory 
personal tax of the nature of a profession tax and 
suggests that such taxes should be abandoned not only 
because they are objectionable in principle but also be¬ 
cause the yield from them must be very small. 

The Chamber has no comments to offer on questions 
221 to 228. 

Supplementary memorandum presented by the Bengal 
Chamber of Commerce and Industry. 

When representatives of the Chamber appeared before 
the Taxation Enquiry Commission in Calcutta on the 
8th March, they were asked to submit a supplementary 
note of their views on the following aspects of the 
Commission’s questionnaire: 

PART II. 

A—DIRECT TAXES. 

(1) Question 58—Seclion 15C concessions to new 

industrial undertakings. 

(2) Question 61—Replacement of existing assets. 

B.—SALES TAX. 

The Chamber’s views on these points are set out 
below together with several further comments which the 
Chamber now wishes to present to the Commission in 
amplification of the Chamber’s written evidence of the 
19th September 1953. 

PART II. 

A.—DIRECT TAXES. 

Question 58.— Section 15C concessions to new industrial 
undertakings. 

What the Chamber originally sought to point out was 
that, admirable as the intention might be, the existing 
Section 15C concessions do not, in practice, afford much 
benefit to new industrial undertakings for the reason 
that the profits of new enterprises during their first five 
years are ordinarily small and after deducting initial 
and double depreciation allowances which fall to be 
deducted before profits eligible for consideration under 
Section 15C are determined, the profits remaining, if any 
profits do remain, are likely to be negligible. New 
industrial undertakings normally incur heavy capital 
expenditure before they can commence business, and 
the allowances given in respect of initial and additional 
depreciation are consequently substantial so that, even 
if considerable profits are earned by the new under¬ 
taking, the profits which rank for relief under Section 
15C are still small. 

Initial and double depreciation allowances, while 
giving substantial immediate relief to assesses, merely 
postpone and do not reduce the ultimate liability to tax, 
and consequently for any real benefit to be obtained 
under Section 15C, it is important that the allowance 
under this Section should be given with reference to 
profits computed before deduction of initial and double 
depreciation allowances, and if the full benefit of the 
concessions is to be made available, it is essential that 
any part of the Section 15C allowance which cannot be 
set off against profits should be carried forward in the 
same manner as losses are carried forward under 
Section 24. 

The Chamber’s recommendations to the Commission 
are now therefore that the percentage of capital employed 
prescribed by Section 15C, calculated separately for each 
of the five years for which relief is available, should be 
set off against profits computed before deduction of 
initial and double depreciation allowances and that if 
the profits are less than the percentage allowable, the 
portion which cannot be allowed should be carried for¬ 
ward (as losses are) from end of the five year period. 

Question 61.— Replacement of existing assets. 

As the Chamber understood it, and as the verbatim 
report bears out, the point made by the Commission 


when the Chamber gave oral evidence was that as any 
tax concessions enabling industry to replace its assets 
came out of the pockets of the taxpayer, it was reason¬ 
able that the assistance so given should be confined to 
such industries as made, or were likely to make, a 
positive contribution to the building up of India s 
economy. The basis of any scheme, the Commission 
tentatively thought, should therefore be the selection of 
individual types of industry which are of real long¬ 
term value to the country, not of a non-essential or 
luxury nature; and the suggestion was thrown out 
that a non-official, disinterested body might be set up 
to determine which industries should be eligible for the 
concessions and to what extent. The Chamber under¬ 
took to think matter over and to see whether any con¬ 
crete proposals could be made to the Commission. 

After protracted consideration the Chamber has 
formed the opinion that the selective basis is both un¬ 
workable and unnecessary. First, while the staple export 
industries would obviously qualify for any concessions 
as essential to the country’s economy, not all of their 
production is necessarily exported and from time to 
time the quantity diverted to the internal market would 
vary. It would therefore be difficult, if not impossible, 
in the context of the replacement of plant and machinery 
to determine to what extent any tax concessions should 
be allowed on such an industry. Secondly, many indus¬ 
tries produce a variety of products, some of which might 
be considered essential fo the economy, but again in 
assessing the extent to which concessions should be 
allowed the same practical difficulties would arise. 
Moreover, any selection of industries would be bound to 
operate harshly against what might be termed border¬ 
line cases and the Chamber does not consider that the 
most careful assessment made by any Committee set up 
for the purpose would be able satisfactorily to over¬ 
come these difficulties. 

It is appreciated, however, that these concessions 
cannot be given at large to all industries without 
impairing the revenue sources of the country and it is 
suggested, therefore, that where it was decided that an 
industry was not essential to the economy, the concession 
granted could be recovered by means of excises and in 
the case quoted above of industries which are partly 
essential, excises could be levied on the products which 
were considered to be non-essential. Such a procedure, 
it is felt, would recompense the Treasury for the loss 
of revenue attributable to the tax abatement and would 
be consistent with the Chamber’s own view that direct 
taxation has exceeded its limits and that the concentra¬ 
tion should now be on the wider spread of indirect 
taxation. 

In considering the form in which these tax conces¬ 
sions should be made, the Chamber would draw atten¬ 
tion to the recent U. K. Finance Bill which provides for 
an investment allowance to replace the initial depre¬ 
ciation allowance. Broadly speaking this investment 
allowance is granted to the extent of one-tenth of the 
expenditure on the contruction of buildings or structures 
for industrial purposes and to the extent of one-fifth of 
the expenditure in the case of new machinery or plant. 
This allowance is treated as a charge against the profits 
of the year in which the expenditure is incurred and is 
not taken into account when computing the written- 
down value of the asset nor in ascertaining the maxi¬ 
mum amount on which a balancing charge may be made. 
The fact that this means of granting a concession has 
been devised to replace an initial depreciation allow¬ 
ance would indicate that in the United Kingdom sub¬ 
stantial initial and other depreciation allowances have 
not produced the desired results. 

Should the selective basis be favoured by the Com¬ 
mission, it is—the Chamber agrees—very necessary that 
a body entirely independent of and divorced from the 
executive should be set up to make the selection and— 
if that is the intention—to determine the degree of 
assistance to be given to the eligible industries in the 
replacement of their plant and machinery. This indepen¬ 
dent body, the Chamber urges, should not be advisory 
but should be authorised to make final decisions. It 
should take the same form, the Chamber considers, as 
the Board of Referees set up under the Excess Profits 
Tax Act, 1940, and should comprise as may benches as 
experience shows to be necessary to deal with the claims 
of those industries whose eligibility for the tax con¬ 
cessions is debatable or marginal. 

Had time permitted at the hearing of the Chamber’s 
representatives on the 8th March, it had been their 
intention to amplify the Chamber’s written evidence on 
the following points :— 

Question 48.— Taxable receipts or gains. 

An assessment on a non-resident shipping com¬ 
pany is understood to have been made recently on the 
basis that such companies are, in addition to being 
chargeable on profits attributable to freight and pass¬ 
age money originating in India alse ehargeable under 
Section 4(1)(a) on profits attributable to freight, etc., 
originating outside India if payment ifi impact thereof 
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Is made in India. This represents a departure from the 
previously internationally accepted practice of Iona 
standing, whereby tax has been charged on the profits 
of such companies in the proportion that the outward 
freight and passage money only bears to the total freight 
and passage money. 

The Chamber wishes to draw the Commission’s 
particular attention to the hardship and repercussions 
of this procedure if pursued. Under the existing 
unilateral relief arrangements in operation in the 
United Kingdom, relief is limited to income actually 
arising outside the United Kingdom so that payment of 
taxes in India on income received in India but arising 
elsewhere means that relief cannot be obtained in respect 
of such taxes. The Chamber feels that it has not been 
sufficiently appreciated that the basis of assessment of 
non-resident shipping companies heretofore adopted is 
conventional in that the income of such companies, 
assessed in India, has been a notional figure determined 
on the principle that income arises where the freight 
originates. The Government of the United Kingdom 
themselves, in common with most other countries, assess 
on this basis and it is on this basis that they allow 
unilaterial relief in respect of the profits assessed in 
India, and they are not prepared _ to allow unilaterial 
relief on profits assessed in India which arise from freight 
originating outside India but paid in India. 

The principle that income arises where freight, etc., 
originates, although accepted by usage, has never been 
definitely established and would, in fact, appear to be 
challenged by the decision of the Supreme Court in the 
case of the Anglo French Textile Mills v. Commissioner 
of Income-tax, Madras (Vol. XXIII I. T. R. 1953, p. 101). 
If, therefore, Government consider that foreign shipping 
companies should be assessed on the basis of profits 
received in as well as profits arising in India, then full 
and complete examination of the question of where the 
profits actually arise would be necessary, and it appears 
to be quite illogical that profits arising should, in such 
circumstances, be assessed on a notional basis which 
has, heretofore, been adopted for computing the total 
assessable profits. 

The difficulty herein referred to would, of course, 
be overcome if a Tax Treaty were negotiated on the lines 
set out in the Chamber’s answer to Question 72. In the 
event, however, of its not being possible to conclude 
such a Treaty, the Chamber urges most strongly that the 
conventional method of assessment followed until 
recently, which appears to be a fair and logical method 
of dealing with the taxation of shipping profits, should 
be continued. 

Question 63 .—Tax concessions to encourage the develop- 
ment of mineral resources. 

Since the Chamber’s written evidence was presented 
to the Commission last September, further memoranda 
by different branches of the mining industries have been 
submitted in support of the contention that encourage¬ 
ment must be given to the development of the country’s 
mineral resources by means of depletion allowances not 
limited to 100 per cent, of the original costs and by the 
treatment as revenue of certain expenditure hitherto 
treated as capital expenditure in the case of companies 
working wasting assets. 

The necessity and justification for such treatment 
has already been recognised in the agreement entered 
into between the Standard Vacuum Oil Company and 
the Government of India, reported in “Capital” of 11th 
February, 1954, to be as follows :— 

“ For a period of five years. Standard Vacuum is 
allowed a special deductible allowance equal to 
33$ per cent, of the net income derived from its 
share of production before the assessment of income 
tax. This deductible allowance will be fixed anew 
for each period of five years on the basis of the 
relationship between total costs of operation and 
the total value of production.” 

These arrangements reinforce the view already 
expressed by the Chamber that the special position of 
mineral prospecting and development demands percent¬ 
age cost depletion allowances not limited to 100 per 
cent, and that consideration should be given to the 
extent to which such allowances should be extended to 
other industries involving wasting assets where the 
prospecting or development is of a costly and uncertain 
nature. These factors, namely the cost and the uncer¬ 
tainty, vary in degree between one type of mineral ex¬ 
traction and another e.g., oil, gold, copper and coal; 
but the principle is the same in each such case and the 
extent of the justifiable tax concession, which should 
not be limited to 100 per cent., is merely relative to the 
differing costs and uncertainties of working the wasting 
assets. 

This principle is well-established in countries which 
have endeavoured and are endeavouring to develop their 
mineral resources, for instance in the U. S. A. and 
Canada ; the notable point being that in these countries 


the depletion allowances continue so long as the mine or 
well is being worked and, unlike depreciation allow¬ 
ances, do not cease when the assessee has recovered the 
full amount of capital invested in the assets. In the 
relative tax law provisions of both these countries there 
are, of course, various refinements, qualifications and 
limitations and special provisions for old and new mines ; 
but for the purposes of this memorandum the salient pro¬ 
visions illustrating the theory underlying the provision 
for depletion are sufficiently brought out by the following 
particulars which have been obtained by the Chamber 
regarding the depletion allowances given to producers 
(there being others applicable to persons other than 
producers and to shareholders) :— 

CANADA 

Oil and gas wells. 

To operators of producing oil or gas wells —33$ per 
cent, of the aggregate net profits (minus 
losses) from production of oil or gas from 
all webs. 

Base and precious metals. 

To operators of base or precious metals—33$ per 
cent, of the aggregate net profits (minus 
losses) from the production of all mines, or 
To operators of mines whose production is to the 
extent of 70 per cent, or more from gold— the 
greater of 40 per cent, of the aggregate net 
profits i minus losses) or $4 per ounce of gold 
produced. 

Industrial mineral mines. 

To operators of industrial mineral mines where the 
mineral is contained in non-bedded deposits— 
33$ per cent, of the aggregate of the net 
profits iminus losses). 

Coal mines. 

To operators cf coal mines— 10 cents per ton of coal 
mined. 

Under a more recent provision of the law, Canada 
has allowed a three-year tax exemption for all new 
mines. 

UNITED STATES 

(1) There is a special section—Section 23(m)—of the 

U. S. A. Internal Revenue Code, which admits for mines, 
oil and gas wells end other natural deposits “a reason¬ 
able allowance for depletion and for depreciation of 
improvements, according to the peculiar conditions in 
each case ; such reasonable allowance to be prescribed 
by the Commissioner, with the approval of the 
Secretary”. The allowances prescribed under section 
114(b) are:— i 

Oil and gas wells. —27$ per cent, of the gross income 
from the property during the taxable year, excluding 
from such gross income an amount equal to any rents 
or royalties paid or incurred by the taxpayer in respect 
of the property su )ject to a maximum of 50 per cent, 
of the net income (computed without allowance for 
depletion). 

(2) Coal mines.—10 per cent, calculated as for (1). 

(3) Metal mines-.—15 per cent, calculated as for (1) 
and (2). 

These depletion allowances, it should be explained, 
are additional to the ordinary provisions of the law 
relating to depreciation of assets. 

The Chamber caanot too strongly urge that, if India’s 
mineral resources of whatever type are to be satisfactori¬ 
ly developed in the face of competition from other 
countries, some similar structure of special depletion 
allowances, additional to depreciation, is essential. 

Question 65.— Admissible expenses—Professional men 
and other self-employed persons. 

The Bengal Chamber wishes to add its full support 
to the following comment made by the Associated 
Chambers of Commerce of India in the context of Item 
65 of the Commission’s questionnaire :— 

“ Attention hns already been given in the replies 
to Questions 17 and 60 to the difficulties experienced 
by professional men and other selfemployed per¬ 
sons in making adequate arrangements to provide 
for retirement. One method of meeting this serious 
difficulty would oe to allow pensions or contributions 
to recognised superannuation funds to members or 
former members of firms. The present inequitable 
and invidious distinction which exists between 
directors and other employees of companies, and 
professional men and other self-employed persons 
and which only arises because it is impossible for 
such persons to obtain the protection of limited 
liability, requires removal by the acceptance of the 
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principle that suitable provision for the future 
should be permissible by the allowance, in their case 
as well as in others, of pensions or provident fund 
schemes as a working expense. Such action, the 
need for which is becoming increasingly recognised 
in other parts of the world, is essential if these vital 
professional classes are to survive or at the least to 
continue to attract men of talent and capacity.” 

Since the Associated Chambers offered these recom¬ 
mendations, the report of the Tucker Committee has 
been published in the United Kingdom and the recom¬ 
mendation contained in the report is that in such cases 
annuities up to particular sums will be allowed for tax 
purposes. 

Question 82. —Assessment of Life Assurance Companies. 

Instructions have recently been issued, for the deduc¬ 
tion from interest on Government securities owned by 
non-resident Insurance Companies not only of income 
tax, but also super tax. In the case of Life Assurance 
Companies this means that a deduction of super tax will 
be made at the rate of 0-4-9 in the rupee as compared 
with the correct rate of 0-2-9 in the case of a company 
which is a public limited company or 0-3-3 in the case 
of other Life Assurance Companies. 

These companies are therefore suffering deduction of 
super tax at nearly double the correct rate on very large 
sums invested in Government securities, and their life 
funds are to that extent locked up and not earning 
interest. 

It appears inequitable that tax should be deducted 
at source at a rate higher than that of the ultimate 
liability and the chamber suggests that steps should 
be taken in future to ensure that this is not done. 


B—SALES TAX 

1. The proposals contained in the Taxation Enquiry 
Commission’s note on Sales Tax, dated 7th April, 1954 
are in outline only and it has been necessary to make 
certain assumptions in order to visualise the proposed 
scheme as a whole. The Chamber’s interpretation of 
these proposals is shown on the attached chart 
(Appendix I). 

2. It is noted that whereas the exporting State is 
entitled to a share of the Sales tax on inter-State deal¬ 
ings in certain raw materials and consumer goods 
(categories 2 and 3), in the case of luxury goods 
(category 4) the exporting State does not participate at 
all in the tax except on sales direct to consumers. 
Again, the proposed rates of tax are described as ceilings 
in the first three categories, whereas the rate is 
apparently fixed in the case of luxury goods. These 
inconsistencies are not understood, but are only men¬ 
tioned in passing as they do not affect the conclusions 
reached by the Chamber. 

3. The proposed scheme would be unconstitutional 
in that inter alia, it would restrict the States rights under 
the Constitution and it would permit of the imposition 
of tax on sales which take place outside the State. It 
is considered, therefore, that amendment of the Con¬ 
stitution would be necessary. 


4. To be of any assistance this scheme would have 
to be applied not to a limited selection only but all com¬ 
modities. Although the commodities enumerated may 
account in value for the bulk of the internal trade, 
they exclude many more commodities in which inter¬ 
state dealings are very numerous. Assuming the 
scheme could be put into force without amending the 
Constitution, the existing problems would remain for 
all commodities not enumerated and the position would 
become more chaotic than ever for dealers whose busi¬ 
ness was not confined to the enumerated commodities. 
If amendment of the Constitution is undertaken, it. is 
open to doubt whether it would be possible to provide 
constitutionally for only certain commodities to be 
singled out for special treatment. 

5. It is not considered practicable to work on ceiling 
rates. States might not necessarily apply the maxi¬ 
mum rates and, for example, if exporting State A 
applied a rate of one pie and exporting State B a rate 
of three pies and a State importing from the two other 
States wished to levy the maximum possible tax, the 
importing State would have to legislate for rates of 
11 pies on imports from State A and 9 pies on imports 
from State B. Such possibilities could result in ex¬ 
tremely complicated rate structures in some States. 
Furthermore, the existence of differing rates in the 
various States would perpetuate the incentive towards 
diversion of trade from normal channels. Therefore the 
rates of lax should not be left as optional ceilings but 
should be fixed and compulsory. 

6. Since States would be relying for part of their 
revenue on registered dealers and/or consumers in 
other States they would be vitally interested in the 
regulations concerning the registration of dealers in all 
other States. It would seem that to make such a scheme 
acceptable to the States the regulations regarding the 
registration of dealers, particularly with regard to the 
quantum of turnover, would have to be made identical 
throughout the country. 

7. Since exporting States would be concerned with 
taxing dealers registered in other States, the selling 
dealer in the taxing State would be required by the 
taxing State to obtain evidence of the non-resident pur¬ 
chasing dealer’s registration. The only method so far 
devised for this purpose is the declaration from system, 
which has been in force internally in West Bengal for 
some time and which has recently been proposed on an 
inter-State basis under the Interim Relief Measures 
agreed to by the State Governments for the levy of sales 
tax on non-resident dealers. The Chamber considers the 
declaration form system to be wholly impracticable, in 
that its abuse is inevitable and at the same time it 
seriously interferes with the smooth flow of trade. 
Moreover, it places an altogether unreasonable and 
unfair burden on the shoulders of the selling dealer, 
since on the one hand he is forced to do part of the tax 
collector’s work and on the other hand he is involved in 
financial loss when he is unable to obtain, or accepts 
false, declaration forms from purchasers. The West 
Bengal Government introduced forms of declaration in 
1952 and a year later admitted that business was being 
done on a large scale in blank declaration forms obtained 
by unscrupulous dealers under false pretences. They 


APPENDIX! 

Interpretation of Taxation Enquiry Commission’s Note on Sales Tax, dated 7th April, 1954. 


Category of goods 

i 

Inter-State Sales j 

l'ntra-Stato Sales 

Sales tax chargeable by 
exporting State 

Sales tax chargeable by 
importing State 

1. Certain essential commodities . 

No tax .... 

Presumably no tax 

Presumably no tax 

2. Certain industrial raw materials 

Ceiling of 3 pies 

Ceiling of difference between 3 
piea and rate levied by 
exporting State 

Presumably a ceiling of 3 pies 

3. Certain eon,snmer goods, also 
plant and machinery 

(a) On sales to registered 
dealers, a ceiling of 3 pics 

(b) On sales to consumers, pre¬ 
sumably a ceiling of 12 pies 

Ceiling of the difference between 
the overall ceiling rate of 12 
pics and the rate charged by 
the exporting State 

Presumably a cefiinsr of I? pics 

4. Certain luxury goods 

(a) On sales to registered 
dealers, nil 

On sales by registered dealers 
to consumers, 12 pies 

Presumably a fixed rate of 12 pics 


(b) On sales to consumers, 

12 pies 


i 


1 tec/55 


5 
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have recently found it necessary to Invalidate all unused 
forms and issue an entirely fresh series, to which mone¬ 
tary ceilings are attached. In the opinion of the 
Chamber the inter-State declaration system under the 
Interim Scheme will be open to the same abuse but on 
a much wider scale. The introduction of declaration 
forms under the scheme now suggested by the Com¬ 
mission is open to an additional and major objection. 
For the first time an exporting State would be levying 
tax on non-resident dealers and therefore for the first 
time a taxing State would have to rely on declaration 
forms issued by other State Governments and completed 
by dealers resident outside the taxing State’s jurisdic¬ 
tion. It would seem that neither the selling dealer nor 
the taxing State would have any means of verifying the 
authenticity of such declaration forms. 

8. For these and many other reasons it is felt that 
the proposals made in the Commission’s note will not 
be at all helpful in solving the sales tax problems. The 
Chamber fully appreciates the difficulty with which the 
Commission is faced in endeavouring to find a solution 
which will at the same time (a) leave the States with 
a reasonably free hand, (b) remove the practical diffi¬ 
culties concerning inter-State trade and (c) provide 
adequate revenue. In the opinion of the Chamber there 
is no solution on these lines. If the States continue to 
have freedom of action, chaotic conditions will continue 
unless inter-State trade is completely exempted from 
tax, but under the latter condition diversion of trade 
and the incentive to evasion would become greater than 
ever. Therefore the only realistic conclusion is that the 
existing framework should be scrapped and however 
great the obstacles may be, the States must somehow 
be persuaded to surrender their rights to freedom of 
action. The way would then be clear for complete 
uniformity to be laid down by the Centre. 

9. The Chamber therefore urges the Commission to 
give further consideration to the low-rate turnover tax 
which has been suggested on page 60 of the Chamber’s 
replies to the Commission’s questionnaire, the essentials 
of this tax being as follows :— 

(1) the method of collecting the fax would be a 

levy on the aggregate turnover of every trader 
in the country without exception in respect 
of all goods sold by him in India, also with¬ 
out exception ; 

(2) the rate of taxation must be kept low tc dis¬ 

courage evasion and to have a minimum 
effect on retail prices. It is suggested that it 
should be a very small percentage (e.g., one 
quarter of one percentum) of turnover, 
common to all India ; 

(3) although the trader would not be permitted to 

pass on sales tax as a separate item, as at 
present, down the chain of distribution, the 
tax would in fact be passed on as a “ sales 
tax ” element in the consumer price in exactly 
the same way as other overheads are absorbed. 
It is hoped that this explanation of the inten¬ 
tion removes any doubts the Commission may 
have had regarding the statement made by 
the Chamber in reply to the Commission’s 


queslio maire at page 60, para. 2, lines 8 and 
9 and )age 63, para. 2 of the reply to Ques¬ 
tion 12 7, namely that the dealer “would not 
be permitted to pass on the tax as such down 
the chain of distribution to the buyer or con- 
summer Since the tax will be absofbed as 
an overhead expense of his business, the 
dealer’s selling price will already contain a 
sales tax element and he will not, therefore, 
be allowed to charge sales tax separately as 
is the case at present; 

(4) no State would be permitted to impose any 

additional sale or purchase tax on goods ; 

(5) the rate of tax should be prescribed by law 

prefera jly in, and by way of amendment of, 
the Constitution; 

(6) the trade - would be required to pay tax only to 

the State in which his business is situated ; 

(7) if a trade - carries on business in more than one 

State, t ion he should be assessed by the State 
in whic h each place of business is situated 
on his aggregate turnover in respect only of 
that pi ice of business ; 

(8) the tax would be allowable as a deduction for 

income-tax purposes ; 

(9) although not an essential feature of the scheme, 

small iraders may be charged an annual 
licence fee. 

10. When the Chamber’s representatives had the 
privilege of rneeti lg the Commission on the 8th March, 
the Commission expressed the opinion that the Chamber’s 
suggested system would not provide sufficient revenue. 
This point has been examined by the Chamber and it 
has been found possible to make an estimate of the 
revenue that may je expected. From the attached state¬ 
ment, it will be teen that on the assumption that the 
goods will have been taxed on the average at least four 
times before they reach the final consumer, a tax at the 
rate of J per cent. would bring in a revenue of some 
Rs. 68 crores, w.iich is just over the present total 
revenue, from this source. An increase to, say, a maxi¬ 
mum of -J per cent, to allow for evasion, would still 
bring in a considerable surplus and even at this rate 
there would—the Chamber suggests be no danger of 
adverse repercussions on the Central Government 
Excises in those ci ses where the levy of these is appro¬ 
priate. The attached statement explains how the 
Chamber arrives at the figure of Rs. 68 crores and also 
quotes the statistical authorities on which it is based; 
in this connection, it is pointed out that the assumption 
that tax will be levied at four stages, on average, before 
the goods finally reach the consumer is, in all probability, 
an understatement and it may well be that the figure 
is six or even higl er, in which event there would be a 
further increase in revenue. 

11. The Chamber accordingly trusts that now it has 
been possible to indicate that there is no likelihood of a 
loss in revenue, Ihe Commission will reconsider the 
Chamber’s suggested scheme which would go the whole 
way towards removing the present sales tax difficulties 
and would be easLy workable in practice. 


APPENDIX II. 

Statement showing the estimated revenue from sales tax under the multi-point low-rate turnover tax system suggested by 

The Bengal Chamber of Commerce and Industry. 


Estimates are based on the approximate value of trade in India in crores of Rupees. 


Item 


Amount 


Amount of Sales Tax at the 
rate of T } % at each stage 


Amount 


Cumulative Total 


Value of Product— 

Agriculture 
Animal Husbandry . 
Fishery . 

Forestry . 

Mining 

Factory Establishment 
Small Enterpries 
Imports . 


Total value, of pr- >duet 


Sources and Notes 

(a) Final Report of the National Income Committee, 
February 1954: 

Animal Husbandry . . „ 9 „ 51 

Agriculture .... Table 8 at p. 45 

Fishary . . . . „ 14 „ 59 


4805-OCn 


1105-10 

37-40 


70-00 Wa) 
83-30 


001-87 
911-00 J 
574-44 (6) 


8188-11 


Forestry 

. Table 28 at p. 

106 

Mining 

„ 15 „ 

62 

Factory Establishments 

17 „ 

67 

Small Enterprise . 

.. 18 „ 

71 


(b) Monthly Ab,-tract of Statistics, Oct.-Nov. 1953 : 
Table 29 at p. 31. 
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APPENDIX IT— contri¬ 


Item 

Amount 

Amount of Sales Tax at the 
rate of \% at each stage. 


Amount 

Cumulative Total 

Less value of produce home-consumed, at wholesale prices 

3217-97 

W 



Value of Trade in 1950-51 

4970-14 




Add annual increment for 4 years at the rate of Rs. 307*21 erores 
per year (Amount of annual increment less trading income) 

1228-84 

(d) 



Wholesale value of trade in 1954-55 at Sfdfje I 

6198-98 


15-50 


Less Exports .......... 

561-96 

(«) 



Total 

5037-02 




Stage 11 (Trading Income in 1950-51 plus amount of annual incre¬ 
ments for 4 years) ......... 

691-25 

(/) 



Valuo of Trade in 1954-55 at Stage II 

032S-27 


15-82 

31-32 

Stage III (Trading Income in 1950-51 plus amount of annual 
increments for 4 years) ........ 

691-25 

(/) 



Value of Trade in 1954-55 at Stage III 

7019-52 


17-55 

48-87 

Stage IV (Trading Income in 1950-51 plus amount of annual 
increments for 4 years) ........ 

691-25 

(/) 



Value of Trade in 1954-55 at Stage IV 

7710-77 


19-28 

08-15 

• 


ve) Calculated on the basis of data given in para 2.9, 
2.10, 22.13 of National Sample Survey; the Second 
Round, published in Sankya, March 1954. 

(d) The Final Report of the National Income Com¬ 
mittee : Table 28 at p. 106 and Table 25 at p. 83. 

According to Table 25 page 83, of the Final Report of 
the National Income Committee, the gross trading 
income originating from products of agriculture, lives¬ 
tock, fishery, forestry, mining, organised industry, small 
enterprise and imports in 1950-51 is Rs. 1662-60 erores. 
National Income figures for the years 1948-49, 1949-50 
and 1950-51 (please refer to Table 28, page 106, of the 
Final Report) indicate that the annual rate of- increase 
is about Rs. 500 erores. The amount applicable to trade 
is calculated at Rs. 410 erores per year. This amount 
of Rs. 410 erores is made up of increments in the whole¬ 
sale value of trade plus increments in the amount of 
gross trading income. On the basis of 1950-51 the pro¬ 
portion of the v^lue of trade to the amount of gross 


trading income is 74-93 :25-07. Therefore, Rs. 307-21 
erores represents the amount of increment in the value 
of trade and Rs. 102-79 the amount of increment in the 
trading income per year. 

To arrive at the wholesale value of trade in 1954-55 
the total amount of increments to be added to the figure 
for 1950-51 is (Rs. 307-21X4) crores=Rs. 1228-84 erores. 

(e) Monthly Abstract of Statistics, October-Novem- 
ber, 1953 : Table 29 at page 31. 

(f) To arrive at the gross trading income in 1954-55 
the total amount of increments (Rs. 102-79X4) erores= 
Rs. 411-16 erores is added to the gross trading income 
for 1950-51, Rs. 1662-60. 

The total gross trading income in 1954-55 is, there¬ 
fore (Rs. 11362-60-1-411-16) or Rs. 2073-76 erores. The 
amount, when split up into three stages comes to 
Rs. 691-25 erores. 








Bengal National Chamber of Commerce 


Replies by the Committee of the Chamber to Part I of the Questionnaire issued by the 

Taxation Enquiry- Commission. 


PART I— TAX SYSTEM 

Question 1 

A. Taxation in modern States is now-a-days strongly 
influenced by social and ideological objectives of the 
Government in power. Classical theor.es on taxation, 
which have until some time back governed the taxation 
policy of the country, do not any longer hold the field, 
and policies in this respect are now-a-days being deter¬ 
mined by the objectives which the Government have in 
the economic and social fields. 


Question 5 

The Committee are emphatically of opinion that the 
proportion of tax revenue to national income in India 
cannot be raised any further. The percentage of 
national income to be collected as tax cannot be a 
matter of deductive and theoretical determination. The 
Committee fully lecognise that in certain countries the 
percentage is higher than in India. At the same time, 
they are emphatically and unreservedly of the view that 
the current pen entage cannot be raised in India 
because— 


In the opinion of the Committee, the objective of 
the sound tax policy should be such as would conduce 
to the economic progress of the country. 


(a) the per capita income is the lowest in India 
except in China as a result of population 
pressure, and 


B. The Committee consider that, of the various 
objectives mentioned in the question, the first three are 
all legitimate objectives, but the emphasis on the one or 
the other will depend on current conditions of economy. 
As a matter of fact, over-emphasis laid on one particular 
objective will adversely react on the two others. The 
Committee do not deny that it may be necessary in cer¬ 
tain circumstances to reduce inequalities of Lvome and 
wealth, but they have no doubt that too much stress on 
this objective \yould discourage incentives to work, to 
save and to invest—an objective which is no less 
important. 

As regards the last item, the Committee consider that 
taxation policy should not and need not specifically 
relate to balance of payment position, as factors under¬ 
lying adverse balance of payment are amenable to 
corrections through the pursuit of other objectives 
referred to in the question. 

C. The detailed views of the Committee in regard to 
modifications of the Indian tax system, having regard 
to the first three objectives, have been elaborated in 
reply to questions in other Parts of the Questionnaire 
They will here only state that, after the passage of the 
Estate Duty Act, no more stress need be given to the 
objective of reducing the inequalities of income and 
wealth and that there is, on the other hand, a case for 
relief from the rates for income-tax on higher incomes 
in particular. The Committee do not also deny the need 
for countering inflationary and deflationary tendencies 
but they are of opinion that prices are not much 
influenced now-a-days by fiscal policy and the most 
important thing necessary for the modification of Indian 
tax system is to provide incentive to work and to save. 

Question 2 

A. In the opinion of the Committee, “ equity ” is no' 
a relevant criterion in laying down a sound tax policy 
It is very difficult to lay down standards to judge equity. 
What is more important is the economic consequences 
of a tax system, and a tax system should be condemned 
if it lowers standard of living of any section of the com¬ 
munity and reduces incentive to work and to invest. 

B. The question of securing equity in the Indian tax 
system does not arise for reasons stated above. 


(!>) only a snail percentage of the people have 
comparatively large incomes and the taxable 
margin in an overwhelmingly large sector of 
the country is too narrow. 

Question 6 

Indirect tax currently occupies relatively a larger 
role in the taxation system than is the case in the tax 
system of progressive countries. On the other hand in 
a country like India where the number of persons 
covered by direct taxation is very small, the burden of 
direct taxation ca mot be increased ; on the contrary it 
needs suitable reduction. 

The Committe i would, in this connection, like to 
point out that, any loss in indirect tax as a result of 
modifications in ,he rates need not cause budgetary 
problem because the lower price level as a result of 
the reduction in t ie rates and consequent higher profits 
will be reflected ir the increased yield of direct tax with¬ 
out any alteration in the rates of the latter. 

Question 7 

A. No. 

B. Railway freights already occupy too high a place 
in the Indian taxation system. Same is the case also 
with the rates charged by the Post and Telegraph 
Departments and any increase in the rates will naturally 
be reflected in t le cost of production of the goods 
already made rigi 1 by high price of raw materials and 
high wage structure. 

As regards the industries which are being run by the 
State, the Committee understand that about Rs. 34 
crores were invested in them before 1950-51 and that 
further sums of Its. 82 erores and Rs. 11 crores have 
since been added by the Centre and the States respec¬ 
tively. making a total of Rs. 125 crores. The cost of 
operation of the State undertakings is necessarily very 
high for variety of reasons, and there is no scope for 
any further loadin j on profit made by these State under¬ 
takings. It is of course desirable and possible to make 
these undertakings yield a reasonable return on the 
capital advanced by the State, but the Committee con¬ 
sider that in the foreseable future that State under¬ 
takings will not bo in a position to make any significant 
contribution to the Public Exchequer. 


Question 3 


The principle of “ ability ” has been adequately 
recognised in the Indian tax system. 

A. In regard to the direct tax, a considerable element 
of progression has already been introduced and, subject 
to the observations made in answer to ouestion No 1 
the Committee do not consider any further extension of 
the principle necessary. 


. B \ As regards indirect tax which is now the accepted 
principle of the Indian taxation system, it is an adequate 
recognition of the principle of “ability” and there is 
not much scope for its extension. 


Question 4 

In answering this question, the Committee have con¬ 
sidered two views which have been put forward viz 
that lower income groups pay small contribution per 
capita and higher income groups have been left with 
much unabsorbed taxable capacity. The Committee do 
not accept either of these views. In recent years 
indirect taxes on luxury goods have very much increased 
as compared to the pre-war levels. If, further increased 
cost of living is taken into account, there can be no 
doubt that the lower income groups cannot bear further 
taxes. As regards the higher income groups the rate 
structure is sufficiently high and no further' stiffening 
thereof can be conceived of. ' 


Question 8 

The Committee do not generally object to the fund¬ 
ing or allocation of tax receipts for specific purpose. 
Much will, however, depend on the merit of each parti¬ 
cular case. In recent years, such specific and ad hoc 
taxation has been treated as handy by the Government. 
Mention may be made, in this connection, of the sugar 
export duty and the cotton excise duty. 

Question 9 

In regard to the cesses, most of them are generally 
levied on the different crops. The system of utilising 
the receipts from the cesses for particular purposes has 
already come to stay as in the case of tea, cotton, etc. 
As the matter is not, however, one which can be sub¬ 
jected to theoretical examination, the Committee do not 
consider that there is much scope for any further exten¬ 
sion of the crop cess system. They are of opinion that 
except for tea where the proceeds of the cesses are 
utilised for propaganda purposes and, subject to the 
views expressed by them in reply to question 122, the 
expenditure incurred in connection with scientific 
researches should ie financed from the general revenue, 
particularly in view of the fact that the Government 
have recently set up a number of national laboratories. 

Question 10 

In the limited field where State commercial and 
industrial undertakings are in operation or may con¬ 
ceivably operate in near future, the only justification . 
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from the economic stand point is the higher standard of 
services to the community that may be rendered by 
these State undertakings as compared to what can be 
provided by private company of average sound manage¬ 
ment. The Committee do not therefore, favour any 
pricing policy being followed by such State undertakings 
so as to earn a significant revenue. The Committee are 
of opinion that it should be the policy of these under¬ 
takings to render maximum services at a low price and 
not to aim at earning additional revenues for the pur¬ 
pose of helping the Public Exchequer. 

The question of further extension of State under¬ 
takings from the fiscal point of view does not arise. 

Question 11 

Any surplus earned by State undertakings, such as 
may result without pursuing a deliberate pricing policy 
based on private earning, should, in the first instance, 
be ploughed back to the undertakings to the extent the 
amount re-invested is required for increasing labour 
productivity. Any additional surplus that may not be 
usable for such purpose may be paid to general 
revenues. But as State undertakings are not expected 
to pursue a deliberate pricing policy, the Committee do 
not envisage accumulation of large surplus. 

Question 12 

A. All the factors mentioned in the question should 
be taken into account. 

The Committee are also of opinion that population 
should be divided into two categories, rural and urban, 
each in i-ts turn being sub-divided into occupation and 
income groups. 

B. There is no other basis which may be considered 
in this connection. 

Question 13 

(a) As mentioned in the reply to question No. 2, it 
is very difficult to examine the relative burden of the 
present tax system on the various classes of people. 

(b) The distribution of the tax burden among 
different States is closely connected with the various 
standards of their financial needs, and any lack of 
balance in this respect has to be remedied not by changes 
in the tax system but by differential assistance by the 
Centre to the States. The question is one which can be 
properly tackled by the Finance Commission. The 
Committee may, however, state here that they are not 
satisfied with the recommendations made by the last 
Finance Commission. 

Question 14 

No precise data is available to show the shifts in the 
distribution of income and the relative incidence of taxa¬ 
tion on various classes of people, though it is held in 
certain quarters that the income of the rural sector has 
now increased. It can, however, be said that the middle 
classes have been particularly hard hit. 

Question 13 

Yes. The details have been given in reply to ques¬ 
tions included in Part III of the Questionnaire. 

Question 16 

The benefits accruing from public expenditure have 
certainly a bearing on the burden of taxation but it is 
not possible to establish any direct and workable eo- 
rela'tion between the two. 

Question 17 

Reference has been made in replies to questions 
included in other Parts to a number of industries, on 
which the tax burden weighs particularly heavy. 

Question 18 

The Committee are strongly and emphatically of 
opinion that in financing devlopment programmes 
major reliance should be placed on long term borrowing 
from the community. 

Question 19 

Of the five-fold methods suggested in the question, 
the Committee would lay particular emphasis only on 
the first, namely, economy and rationalisation in expen¬ 
diture. 

As regards prevention of tax avoidance and tax 
evasion, the Committee consider that there is some but 
not much—scope for improvement in tax collection by 
tightening administration. At the same 'time, they 
would point out that considerable harassments are 
already being caused in the collection of taxes and any 
tightening in administration will be welcomed only to 
the extent evasion can be prevented without causing 
unnecessary harassments. 

The Committee are definitely against the suggestions 
made regarding increasing the rates of existing taxes, 
imposing fresh taxes and developing of non-taxable 
resources. The Committee, however, generally agree 


with the suggestion for re-imposition of salt duty sub¬ 
ject to the observations made in reply to Question 
No. 124. 

Question 20 

As mentioned in the reply to question No. 18 the Com¬ 
mittee would suggest major reliance being laid on long 
term borrowing for the development programme of the 
country in the public sector. Unfortunately, the level 
of taxation has already been raised too high in India 
and savings in the hands of the community, both indivi¬ 
dual and corporate, are almost non-existent. It is, 
therefore, necessary to make a thorough re-adjustment 
of both direct and indirect taxation, so as to ensure 
savings from current income. Equally important is the 
need for making efforts to reduce the cost of produc¬ 
tion and lower the cost of living. 

Question 21 

It follows from the observations made in reply to the 
last question that the rates of taxation, particularly 
direct lax, should be so revised as to leave far larger 
savings at the corporate level in order lo stimulate 
capital formation. 

As regards the reaction of such a policy on public 
sector, the Committee would point out that even under 
existing rates of taxation new money will be required 
to be created for the ad hoc purpose of financing develop¬ 
ment programmes. The reliefs, which in the opinion 
of the Committee is necessary to stimulate capital 
formation in the private sector, will, therefore, require 
only some extension of the ad hoc finance to be created 
for development outlay in the public sector. 

In this connection, the Committee may draw atten¬ 
tion to the fact that want of spirit of co-operation on 
the part of the income-tax authorities and harrassing 
enquiries by them about the sources of investment of 
capital, is retarding investment in the private sector to 
the detriment of the interests of the economy of the 
country. 

Question 22 

(i) In the absence of reliable data readily available 

regarding the rate of new investments in India before 
the War, it is difficult to compare the rate of that invest¬ 
ment with the current rate of capital formation which, 
so far as the private sector is concerned, is predo¬ 
minantly industrial in India. The amount of capital for 
industrial purpose, for which consent has been given 
by the Controller of Capital Issues, . will unmis¬ 

takably show that the investment demand lor new 
investment purpose and, therefore, the annual rate of 
capital formation is largely on the decline. 

While not subscribing to any kind of political parti¬ 
sanship, the Committee are, nevertheless, of opinion 
that the following factors have accounted for the decline 
in the formation of capital: 

(a) The psychological factor working in the mind 

of many entrepreneurs under a system of 
growing regimentation of industrial economy ; 

(b) fixing of prices of raw materials by the 

Government without reference to their effect 
on the economy in general ; 

(c) continued labour unrest and the demand for 

increases in wages and for the grant of 
amenities to labour irrespective of the ability 
of the employers to meet them ; 

(d) steady change in the economy to a buyers’ 
market ; 

(e) high rates of taxation ; and last but not the 

least; 

(f) stagnation in the long term investment market. 

(ii) There has not been much of a shift in the 
sources of capital formation in the private sector, 
except that Corporations are using up all reserves and 
exhausting their little funds and that institutions like 
Industrial Finance Corporation are supplying long term 
capital to some extent. 

Question 23 

In the opinion of the Committee, tax relief in respect 
of middle income group would assist 'the growth 
of savings and promote consumption consistent with 
their needs. 

Question 24 

The Committee feel that the assumption of the 
Planning Commission of 50 per cent, of the additional 
output going into investment is rather on the high side 
as the majority of the people is living on the subsis¬ 
tence level, and at the same time, the population is 
increasing at the rate of 1J Per cent, annually. The 
Committee are also opposed to restriction on consump¬ 
tion as this may adversely affect the consumer goods 
industries. 
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Question 25 

In the opinion of the Committee, a careful assessment 
of the current economic situation in India would show 
that, except in limited income groups, the standard of 
living has not risen in any segment. The question of 
reducing consumption standards should not, therefore, 
rise except in the higher income group, in which case, 
however, the level of taxation is high enough so far 
as direct tax is concerned, and any further rise will be 
ineffectual so far as indirect taxes are concerned. 

Question 26 

In tlie opinion of the Committee, a tax system may 
have negative reactions on the productive efficiency. 
The Committee are not very sure as to how far possible 
improvement of the tax system can, singly and by 
isolation, increase efficiency of production. But there 
are, in their opinion, a number of cases in which the 
removal of disagreeable features of the tax system will 
be reflected in varying degrees of improvement of 
efficiency. 

The multiplicity of tax, in regard to which an indus¬ 
try, for instance, has to prepare multiplicity of papers 
and documents and deal with multiciplicity of authori¬ 
ties, definitely increases cost or prevents its available 
resources being utilised towards improved efficiency. 

It is certainly true that the lack of uniformity, as 
amongst States’ taxation on industrial goods or services, 
will prove a deterrent factor. For themselves, the Com¬ 
mittee have always, from business point of view, up¬ 
held the principle of uniformity in inter-State taxation 
(vide answers relating to Excise and Sales Taxes). 

Question 27 

In the opinion of the Committee, the tax system in 
India may, in certain circumstances, be used to secure 
some order of priority in the development programme ol 
the private sector. But, for all practical purposes, the 
scope is confined to actions granting rebate on customs 
duties on raw materials imported from foreign countries. 
No broad formula can, however, be formulated in this 
behalf, each specific case requiring careful and expert 
investigation. 

Question 28 

The question raises a policy issue of major impor¬ 
tance and the views of the Committee are stated below : 

(a) The scope for influencing over-all demand by 

a change in tax policy is extremely limited. 
By its very character, such changes can be 
only of small magnitude and, the rigidity of 
consumption standard being what it is in 
middle and lower income groups, no specta¬ 
cular variation in over-all demand fallowing 
tax changes can be expected. In the very 
nature of things, such demands are more 
amenable to influence by monetary polity. 

(b) Efforts directed towards reducing consumption 

and eliminating in inessential investment will 
certainly make for large savings in the hands 
of the community. But, in Indian conditions, 
this by itself, will not serve the purpose 
referred to in the question. Special steps 
will have to be taken separately to channel 
increased savings towards productive invest¬ 
ment. Besides, as mentioned in answers to 
some of the previous questions, scope for 
reducing consumption is extremely limited 
in India. 

(c) Positive inducements for desirable investments 

will certainly yield results, but oniy up to a 
point. In the lower and middle income groups 
liquidity preference is much higher in India 
than in industrialised countries, and invest¬ 
ment of these groups is ‘ interest elastic 

In answering this question both direct and indirect 
financial investment lias been taken into account. 

(d) A tax policy designed to re-distribute income 

from the higher income group to lower income 
groups can only be effective under a pro¬ 
gramme of free social service system. There 
is already considerable progression in the 
direct tax system in India, but the pursuit 
of such a tax policy is limited by the fact 
that at a certain point disincentive for invest¬ 
ment in risk assumption sets in. What that 
point is not easily determinable, at least by 
a rough and ready method. 

(e) In the view of the Committee a tax policy is 

more significant in its negative results on the 
economic activity of the community and its 
functional value as a positive policy is chiefly 
confined to (c) and (d) above. 

Question 29 

This question also raises issues of major scientific 
importance and was partly anticipated in reply to 
question 28(a). The Committee are of opinion that the 
average standard of consumption in India being what it 


is, a fiscal policy is wholly inadequate to deliver the 
goods for large investment outlay under a planned 
economy. Increased reliance should, therefore, be laid 
on monetary policy th in that has hitherto been done. 
To the extent investment in public expenditure is 
directed towards short yielding schemes of production, 
whether of consumer of producer goods, a policy of 
creating new money appears to the Committee to be 
justified and, at any rate unavoidable. 

As regards control of an over-all character in the 
various sectors of economy such as wage, price regula¬ 
tion, direction of investment, and volume of production, 
control is not, in the opinion of the Committee, a policy 
alternative to fiscal or monetary policy but is coordinate 
to them. The point .vhicb the Committee desire to 
express is that control should not be so used as to give 
rise to a mal-adj ustme.it between income and prices or 
to distribution of income unrelated to the productivity 
factors. 

Question 30 

Yes. 

A progressive direct tax, the Estates duty and indirect 
luxury and excise taxes tend to bring about some level¬ 
ling of income, although for a variety of reasons such 
levelling is not practically demonstrable in the current 
context. 

Question 31 

The Committee have no suggestion to make towards 
I lie object specified line or tlte conditions set forth in tlie 
question. 

Question 32 

As already anticipated in reply to question 28(d), a 
redistribution of incone and consequential economic 
equality is attainable largely under a social security 
system and, theoretical y speaking, the scope for increase 
in public expenditure in such social services is low in 
relation to the tax revenue of the Government. The 
Committee, however, consider that whatever theoretical 
justification there may be for such increased public 
expenditure, it would be gravely risky to intensify such 
policy in the present state of economy for, particularly 
wVien there is a severe' strain on investment in relation 
to the development pr igrarnme of the Government. 


No, except to the extent of any relief that may be 
granted in regard to double taxation. The Committee, 
however, admit that _ igreement for preferential treat¬ 
ment may be entertained in specific cases. 


The Committee would answer the question in the 
negative. 

Question 35 

The Committee are strongly opposed to tax on capital 
and their views in rej ard to the re-introduction of the 
salt duty and modification of the policy of prohibition 
have already been stated is appropriate section. The 
Committee have observations to make in regard to the 
other taxes mentioned in the question. 

Question 36 

There is no case for taxing earned increments in 
the value of agricultu ;’al land in view of the economic 
objectives underlying the development projects and the 
new agricultural land legislation which has been or 
is being adopted in every State. 

The question may, however, be raised with regard to 
non-agricultural land in project areas now under process 
of urbanisation. This process is, however, at its very 
initial stage and having further regard to the operation 
of the Estate Duty Act, the Committee do not favour 
levy of an improvement tax thereon. 

Question 37 

Suggestions towards increasing 'the receipts from the 
existing sources of revenue have been made in reply 
to question in other parts. 

One point, however, on which the Committee would 
like to lay great stress is that lowering of rate is, in 
many cases, likely to be more productive in their yield 
than what they are at the current rates. 

Question 38 

The considered view of the Committee is that, in 
most income sectors, there has been a fall in real income 
in relation to which the tax burden is already heavy 
and the committee ha\ e no suggestion to make to add to 
the list of existing taxes and thus further deteriorate the 
current of over-taxation. 

Question 39 

In view of the observations made in reply in pre¬ 
vious question, the Committee would answer this ques¬ 
tion m the negative. 


Question 33 


Question 34 
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Question 40 

Vide reply to Question 1. 

Question 41 

Vide reply to Question 28 (a\. 

Question 42 

The Committee do not consider that the capacity of 
a tax system for countering either inflation or depression 
(by which they understand the influence on general 
price level or the changes in money supply position in 
the country) is a matter for determination by its 
inherent character. On the other hand, the price 
influencing potential of a tax system is determined by 
the General level of development of the economy. If 
the velocity of income and money circulation in India 
would markedly improve, such influence on the 
price level shall be exercisable by the tax system, but, 
pending such development, a tax system will not be a 
significant factor in relation to prices. 

Question 43 

The views of the Committee have already been 
covered in replies to earlier questions. 

Question 44 

The Committee have one important tax change to 
suggest, namely, in relation to customs duties. All 
customs duties should, to the maximum possible extent, 
be fixed on ad valorem basis and not on specific basis. 
In order, however, to safeguard the interest of con¬ 
sumers of imported goods specific ceiling should be made 
effective side by side with ad valorem. In other words, 
import duty may be fixed at a particular rate precent 
or particular value per unit of measurement whichever 
is lower instead of whichever is higher. 

Question 45 

The current price situation is not influenced by 
monetary factors but the inflationary character of the 
current price level is determined entirely by the current 
level of costs including the indirect taxes and goods such 
as import and customs duties. It is in this sense that 
there is a fiscal arrangement in the present level of high 
prices. In order to forestall a probable buyers’ resistence 
or the effect of world recession in prices, it is necessary 
to eliminate this fiscal element in the cost structure to 
the maximum extent possible. 

PART II.—DIRECT TAXES 

INCOME TAX 
Residence 

Question 46 

For reasons mentioned in reply to Question 67, the 
Committee are of opinion that the category of " Hindu 
Undivided Family ” should be abolished. 

They are further of opinion that there is no justifi¬ 
cation for the retention of the category described as 
“ not ordinarily resident ”, as there are very few 
asseessees coming under this description. 

Income 

Question 47 

Subject to the observation made in answer to the 
Question 48, the definition of “ Income ” appears to be 
satisfactory. 

Question 48 

Subject to the observations .made below, the answer 
to the first part of the question is in the negative. 

The Committee are, however, of opinion that the 
agricultural portion of dividend in the hands of a Com¬ 
pany distributing the same should be considered to be 
agricultural income in the hands of the recipient share¬ 
holder also, and should, as such, be exempted from 
Central taxation. 

Objections have been taken to the proposal for taxing 
capital gains on the ground that it would retard the 
formation of capital. It has also been stated that in 
view of the Estates Duty Act having already been passed, 
there is no longer any pressing need for taxing capital 
gains. , ral 

While there is undoubtedly some force in these con¬ 
tentions, the Committee would also draw attention to 
the very high rates of income-tax on higher incomes, 
which are very much regressive in character and retards 
formation of capital to a much greater degree than 
would be the case if capital gains are taxed. They are 
indeed of opinion that capital formation will be en¬ 
couraged if these high rates are suitably reduced simul¬ 
taneously with taxing of capital gains beyond a certain 
minimum limit. 

Question 49 

No comments. 


Question 50 

No change is necessary. “ Bonus shares ” should not 
be included in the definition of “ divident ”. 

Question 51 

It has been brought to the attention of the Committee 
that considerable difficulties are being experienced in 
the application of Sections 42 and 43 of the Income-Tax 
Act and that the interest of persons engaged in foreign 
trade are being aliected adversely. In particular, no 
uniform practice is ooserved by the Income-tax Officers 
in interpreting the expression “ business connection ” and 
other provisions of the Sections also. The Committee 
wouid, therefore, suggest that rules should be framed 
by tne u-enirai ±soarct of Revenue determining the liabi¬ 
lity of the exporter in cases covered by Sections 42 and 
4o and also defining “ business connection ”. 

Question 52 

The definition of “ Agricultural Income ” appears to 
oe quite satisfactory and does not require any modifica¬ 
tion. uitlicuity arises only in the application of the 
principle of spontaneous growth of agricultural produce, 
mere can De no atiubt that the same income should not 
be taxed twice once oy the Central Government and 
again by the State Government and there should be a 
machinery set up jointly by the Central and State 
governments for making mutual adjustments. 

v^uesdon 53 

the Committee are not in favour of integrating agri¬ 
cultural income with 11011 -agricultural income for rate 
purposes. 

Question 54 
No. 

Quesiiou 55 

Tne Committee wouid prefer that income should be 
averaged over a number of years where receipts are 
irreguiar and fluctuating. 

Exemptions 

Question 56 

The Committee do not think that the present provi¬ 
sions regarding exemption of charitable and religious 
Trusts require any modification. 


Question 58 

iiie concessions given ip new industrial undertakings 
under Section 15C of the Income-tax Act should be 
continued. 

Tne concessions jiave not been made infructuous as 
a result ot initial and extra depreciation allowances 
wrnch are allowed only on new machineries and build¬ 
ings, wmle some of the new undertakings have old 
machineries and buildings in respect of which these 
allowances are not operative. 

Besides, the value of the concessions under Section 
idC as an incentive to new industrial development can¬ 
not be exaggerated. 

The Committee wouid further suggest that the con¬ 
cessions should be extended also to ail industries which 
are started within a period of 10 years from 1st April 
1048, and that die concession should apply to the assess¬ 
ments for fU years instead of for 5 years as at present. 

Question 59 

ft is not Gear from the terms of the question whether 
relief beyond avoidance of double taxation is sought in 
respect of profits of foreign branches of Indian banks, 
it wouid seem fair, however, that this question (whether 
limited to reliei of double taxation or not), should be 
regarded as part of the wider question of encouraging 
exports, invisible trade and other forms of foreign ex¬ 
change earnings. Any policy of concessional treatment, 
ii decided upon, should be equally applicable to in¬ 
surance companies and shipping companies also operat¬ 
ing and maxing profits abroad ; and banks as such do 
not seem to call for any special treatment. 

Question 60 

Yes. At present one-sixth of the income paid as life 
insurance premium, subject to a maximum of Rs. 6,000, 
is exempted from taxation. This rule regarding exemp¬ 
tion from tax of life insurance premia was made long 
ago, since when the general price level has increased 
many times. In consideration of the corresponding fall 
in the value of money, the exemption limit should, 
therefore, be raised to l/5th of the income instead of 
l/6th, as at present, subject to the maximum 01 
Rs. 12,000. 


i\u comment. 
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Further, in view of the recent enactment of the 
Estate Duty Act, people will have a growing tendency 
to invest their income in taking out Life insurance 
policies rather than buying real properties, if the present 
limit of exemption from tax of life insurance premium 
is raised, thereby placing more funds in the hands of 
the Government and helping implementation of the Deve¬ 
lopment Plan. 

Allowances. 

Question 61 

(i) Yes. 

The Committee are in favour of the grant of larger 
depreciation allowances by treating the excess of re¬ 
placement cost over original cost as revenue expendi¬ 
ture. 

(ii) The fundamental justification for assistance has 
been furnished by the Commission themselves in Ques¬ 
tion (i) above. It is not possible for many of the indus¬ 
trial concerns to secure the necessary finance entailed by 
the increased costs of replacements of assets. It cannot 
be gamsaid that the economic development of the 
country will be held up if the industries are not able to 
replace new and modern machinery with higher efficiency 
due to lack of necessary finance. Besides, the financial 
value of the assistance is also not very great, except 
that payment of the tax is deferred. 

(iii) The Committee are of opinion that, if adequate 
depreciation allowances are granted by the Government, 
they would be perfectly justified in requiring the indus¬ 
tries concerned to bank the amounts, so allowed, sepa¬ 
rately in a joint account with the Government as was 
the practice followed at the time the Capital Issue 
Control Scheme was in operation. 

Question 62 

No. 

Question 63 

From the nature of its operations, the mining industry 
consumes the whole of its capital in the course of pro¬ 
duction. On the exhaustion of a mine, apart from the 
minor amount represented by the residual value of 
recoverable machinery, the capital invested therein 
including extensive surface buildings, is totally lost. To 
enable the mining industry to set aside sufficient funds 
to develop and work new mines and deeper seams when 
existing working are exhausted, a special form of depre¬ 
ciation allowance should be granted. For the sake of 
simplicity and administrative ease, the Committee would 
suggest u percentage depletion rate. 

The object of any such allowance should be to write 
olf the cost of all capital assets whose life is limited 
by the life of the mine. The value of land and mining 
rights, exploration and the cost of works which are 
likely to become valueless on exhaustion of the mine 
should be aggregated, and the resultant figure should be 
subjected to an initial allowance of 10 per cent, and an 
annual allowance of 5 per cent., such annual allowance 
being calculated on cost and not on the written-down 
value. 

Question 64 

The Committee are in favour of providing specific 
allowances for family and dependents who are the 
immediately direct relations of the assessee. They are 
of opinion that, if this is agreed to, it may not be 
necessary to exempt the first slice of income from tax. 

In regard to providing specific allowances to family 
and dependents, the Act should specify the particular 
categories of dependents for whom allowances should be 
granted and, if necessary, the total number of depen¬ 
dents also should be fixed. 

No separate treatment to Hindu Undivided Family is 
necessary, as the Committee are of opinion that this 
particular category should be abolished. 

Question 65 

(i) In addition to the items of expenses now allowed, 
there should be specific provisions for allowance of the 
following items of expenses :— 

(a) Motor Car Expenses — 

In the matter of carrying on of professional or busi¬ 
ness activities, the maintenance of a car is now a days 
indispensable. Though some times cars are also utilised 
for personal purposes, such occasions are very rare, and 
the Committee are of opinion that there should be no 
hair splitting as between the expenses incurred for 
carrying on the professional or business activities and 
expenses for personal use. 

(b) Entertainment Expenses — 

Such expenses are often necessary for promoting 
maximum interests of the firms and should be allowed. 


(c) Gratuity, Bonus, Commission, etc.— 

Payment of gratuity, bonus and commission is often 
necessary in the interest, of the firm and. besides being 
sometimes statutorily enforced, are also paid as reward 
to the efficient and honest workers. 

(d) Partners’ Expenses — 

When Partners go out on inspection to Branches, 
their Boarding and Lodging expenses should not be 
considered as personal expenses. 

(e) , Subscriptions — 

Subscriptions paid by professional men to Chambers 
of Commerce and other institutions for membership 
should be charged against Income. Such expenses are v 
at present allowed to business firms. 

(f) Legal Expenses — 

Legal expenses incurred in connection with appeals 
before the Appellate Assistant Commissioners and the 
Income-Tax Appellate Tribunal and Reference before 
High Courts and the Supreme Court, as well as Legal 
expenses incurred in connection with any business 
affairs of an assessee (not being for acquisition of capital 
assets) including prosecution of defence of persons in 
any proceedings relating to any matter connected with 
business, should be allowed. 

(g) Cost of renewal o/ leases. 

(h) Patent and Copy-right expenses. 

(ii) Expenses which are now admissible are all 
business expenses and should be continued to be allow¬ 
ed. 

Rate Structure. 

Question 66 

(a) The Committee are not in favour of combining 
income-tax and Super tax into a consolidated levy. 

(b) (i) Assessees — 

Assessees will not derive any practical benefit from 
this combination except that, in the matter of exemp¬ 
tions, they may get rebatement at a high rate while 
paying the tax also at a higher rate. On the other hand, 
there would also be a possibility of lower income being 
assessed at a high rate. 

(ii) Administration — 

The advantage, so far as administration is concerned, 
would be the facility in computing the tax liabilities. 

(c) The degree of progression in the present rate 
structure is not quite satisfactory. While incomes in 
the lower groups would deserve a lower rate, the high 
rates of tax, both income-tax and super-tax, in the 
higher slabs of income definitely retard the formation 
of capital by destroying the incentive to work and to 
make profit. 

As the Committee hau stated in their preliminary 
memorandum, private enterprise cannot thrive under a 
system, where all incomes exceeding Rs. 1-5 lakhs are 
taxed at the rate of 0-12-6 in the rupee with a surcharge 
of l/20th of the tax. and it is essential that the rates 
on higher incomes should be considerably reduced and 
the ceiling, at which the maximum rate has to be 
charged, should be raised to a much higher figure than 
at present. The Commit.ee sincerely hope that the 
Taxation Enquiry Commission will consider this aspect 
of the question very carefully. 

(d) No comments. 

(e) No. 

The surcharge, as now levied, is automatically graded 
as the rates of tax are graded. No further gradation is, 
therefore, called for. 

Question 67 

(i) Individuals — 

The exemption limit for individuals has necessarily 
to be changed from year to year according to the pre¬ 
vailing economic conditions and the need for revenue on 
the part of the Government. 

(ii) Hindu Undivided Families — 

In considering the queition of the exemption limit 
for Hindu Undivided Families, the Committee would 
draw attention to the fact that the Undivided Family, as 
a separate category, is being taxed only in the case of 
Hindus and that, according to the present system, the 
incidence of the tax falls, in many cases, on the 
members of a Hindu Undivided Family more heavily 
than on other assessees. Though it is true that the tax¬ 
able minimum is double in tne case of a Hindu Undivided 
Family, the concession is actually of no value when the 
family consists, as it usually does, of more than two 
members. 

The Committee are, therefore, of opinion that the 
Hindu Undivided Family, as an entity, should be abolish- 
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ed and the persons, who are at present taxed as members 
of such a family, should be assessed as partners of a firm. 

DIFFERENTIATION 

Question 68 

(a) Yes. 

The economic justification for the distinction is that 
an assessee has to exert himself for earning an income 
while in the case of certain particular forms of income 
he has not to make much effort himself. The distinction 
should be continued in order to provide an incentive 
for profitable work. 

(b) Yes. 

(c) The quantum of relief now afforded should be 
extended rather than reduced and the maximum amount 
of relief should be increased at least to Rs. 10,000 instead 
of Rs. 4,000 as at present. 

MISCELLANEOUS 

Question 69 

The Committee are of opinion that the basis of valua¬ 
tion of stocks for assessment purposes, viz., “ the 
cost or market value whichever is lower ” should be 
followed. 

Question 70 

As already stated, the Committee are in favour of the 
abolition of Hindu Undivided Family as a category. 

Question 71 

Exemption from income-tax should be allowed in 
respect of such part of Managing Agency commission as 
may be voluntary surrendered by Managing Agents. 

While no safeguard is necessary in case of “bona- 
fide ” surrender, the Committe would suggest that pro¬ 
vision may be made so that no such commission as may 
be voluntarily surrendered, may be recoverable in any 
circumstances in the future. 

Question 72 

The Committee consider that the Double Income-tax 
Avoidance Agreements between India and Pakistan may 
be used as the model for similar Agreements with other 
countries. 

It needs hardly be stressed that a person should not 
be made to pay tax on the same income in two countries. 
The country in which the income originates must have 
a preferential claim in the matter of levying tax on that 
income. In the matter of taxation of foreign income 
in India, therefore, such income should be considered 
for the purpose of rate only. The important point, in 
this connection, is to find out the country where the 
income originates, on account of some sort of business 
connection between two countries or as the result of 
a continuity of processes of activities between the two 
countries. The schedule to the Double Income-tax 
Avoidance Agreement between India and Pakistan 
appears to be a satisfactory one and this schedule may 
be followed with such adjustments as may be necessary. 

A further important point which the Committee 
would like to stress is that the difference in the quantum 
of foreign income computed in the two countries should 
be left out of consideration. It will be sufficient if evi- 
deuce is produced before Indian Tax Authorities that 
the foreign income has suffered taxation in the country 
of origin. 

Question 73 

(a) The present law relating to determination of 
“bona fide annual value” of property and deductions 
allowed from it, is on the whole satisfactory, except that 
in the case of property let out on long lease, the annual 
value is now being determined on the “ notional rent 
receivable from year to year rather than on the actual 
rental value. This should be rectified. 

(b) As regards the deductions, the Committee are of 
opinion that the following items should be included 

(i) Owner’s share of Municipal tax. in addition to 

the occupier’s share. 

(ii) Expenses for maintenance of lifts, electric 

pumps, tubewells, etc., and the depreciation 
allowance on their costs and the cost of pas¬ 
sage electric lights. 

(iii) Increase in the repairing charges from 1/6th 

of the bona fide value to l/4th on account of 
the high cost of repairs. 

(iv) Such portion of unrealised rent, about the 

collection of which there is no possibility, 
subject to the proviso that any portion of such 
rent subsequently realised should be included 
in the bona fide rent value in the year of 
collection. 

(vj Cost of litigation, excluding proceedings relat¬ 
ing to title. 
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Question 74 

The Committee would answer both the parts of the 
question in the affirmative. 

Question 75 

The Committee would suggest that provision should 
be made for according special treatment in hard eases 
where assessees are not able to make advance payments 
due to lack of fluid resources. 

Question 76 

The Committee do not object very much to the prin¬ 
ciple underlying Section 34. But they have two obser¬ 
vations to make in this connection. 

In the first place, they regret very much that the 
Amendment Act of 1953 has given retrospective effect 
to the provisions of sub-sections (1), (2) and (3) of 
the Section, as previously amended in 1948, thereby vali¬ 
dating notices issued under the Section and the assess¬ 
ments made in pursuance thereof for the assessment 
years prior to the 1st April 1948. 

In the second place, attention may be drawn to the 
fact that, in regard to the rectification of mistakes to 
be done under Section 35, having the effect of enhanc¬ 
ing an assessment or reducing refund, there is a provi¬ 
sion of giving notice to the assessee of any action to be 
taken and of a reasonable opportunity being given to him 
of being heard. 

The Committee would suggest that, before- any action 
is taken under Section 34, a similar procedure should 
also be followed and the Section should be amended 
accordingly. 

Question 77 

No comments. 

Question 78 

The Committee do not support the proposal that the 
Appellate Tribunal should be allowed to enhance assess¬ 
ment in the same manner as the Appellate Assistant 
Commissioner. There is no justification for vesting the 
highest judicial body with executive functions. This will 
complicate matters, as the Appellate Assistant Commis¬ 
sioner already exercises this power after having review¬ 
ed the whole matter. Further, wide powers of re-open- 
ing assessment provided for in Section 34 amply safe¬ 
guard any loss of revenue due to under-assessment. 

TAXATION OF COMPANIES AND SHAREHOLDERS 
Question 79 

Yes. 

The Committee would suggest that incomes not 
exceeding a particular figure, say Rs. 10,000 should be 
altogether exempted from the levy of the Corporation 
Tax and that an element of progression should be intro¬ 
duced up to a total income of Rs. 50,000. 

Question 80 

(i) Small Industries — 

At present a rebate of 0-3-0 in the rupee on the 
total income is allowed to a public company with a 
total income not exceeding Rs. 25,000, only if it deducts 
super-tax from dividends payable to a shareholder who 
is believed to be not a resident in the taxable territories. 
The Committee would suggest that, subject to such 
exemptions as may be made in accordance with the re¬ 
commendation made in answer to question 79 and apart 
from any measures that may be taken for the deduction 
of super-tax from dividends in accordance with the pro¬ 
visions of sub-sections 3(D) or 3(E) of Section 18 of 
the Income-tax Act, the Corporation tax on all Com¬ 
panies, whether private or public, engaged in manufac¬ 
turing activities, with a total income not exceeding 
Rs. 50,000 should be fixed at a rate lower than _ that 
fixed for those having an income in excess of this figure 

(ii) Cottage Industries — 

The concession recommended above for small indus 
tries should also cover the case of all companies engaged 
in cottage industries. 

(iii) Private Limited Companies or Proprietory Com¬ 

panies — 

Subject to the answers given in reply to Question 79, 
the Committee do not consider that any special con¬ 
cession should be granted to Private Limited Companies 
or Proprietory Companies except to the extent that they 
are engaged in manufacturing activities and have total 
incomes not exceeding Rs. 50,000. 

(iv) Holding Companies — 

Subject to reply made to Question 79, no special 
treatment need be given to holding companies. 

Question 81 

The demand for the exemption of inter-corporated 
dividends from Corporation Tax is justified on the 
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ground that such dividends pay Corporation tax once in 
the hands of the Company distributing the same, next 
in the hands of the recipient shareholder Company and, 
thirdly, in the shape of super-tax in the hands of the 
individual shareholders of the latter Company. 

Question 82 

A. (a) Banks — 

Yes. 

The present situation regarding allowance for 
bad debts in a bank’s business often tends to produce 
arbitrary decisions and appears to violate the well recog¬ 
nised canon of taxation concerning “ certainty ” of inci¬ 
dence of a tax. The making of allowance and advances 
represents a distinctive feature and accounts for a sub¬ 
stantial portion of a bank’s business, and may be com¬ 
pared to the fixed capital assets of a manufacturing 
concern. In the circumstances, it is only fair that, in 
conformity with the practice followed in respect of 
depreciation of fixed assets, bad debts should be allowed 
in determining a bank’s net profits, subject to adjust¬ 
ments later on in the event of future realisation. 

The Committee would prefer this allowance being 
granted according to a fixed schedule. For, if the allow¬ 
ances were to be determined by the Income-tax officer 
in each case, on an examination of the necessary 
accounts, it would involve an intriguing process attended 
with embarrassing results. Section 10(2) (XI) of the 
Income-tax Act should be amended accordingly. 

B. Insurance Companies — 

Yes. 

(a) The present system of surplus basis of assess¬ 
ment of Insurance Companies is inequitous and unjusti¬ 
fiable and calls for a change. At present only 80 per 
cent, of the surplus paid to, or reserved for, or spent 
on behalf of, policy holders is exempted from taxa¬ 
tion. The Committee are, however, of opinion 
that the policy holders’ surplus should be entirely 
tax-free as in the U. K. In justification of this sugges¬ 
tion, they would point out that in calculating the pre¬ 
miums, a conservative actuary assumes a mortality more 
adverse than what is expected to be experienced by the 
policy holders as also a rate of interest lower than what 
is expected to be realised on the mean life insurance 
fund. This is done deliberately with a view to provide 
margins on both these items and thus strengthen the 
financial position of the Company. Any benefit to the 
policy holders from such extra mortality and interest 
loadings should not, therefore, be subject to tax. It is 
primarily because of these considerations that policy 
holders’ surplus is wholly exempted from taxation in the 
U. K. and it seems desirable that this just principle in 
the matter of assessment of all life insurance companies 
should be recognised in India also. 

(b) In respect of assessment of life insurance com¬ 
panies, there should be no discrimination between Mutual 
Companies and Proprietory concerns. In the case of the 
former, 100 per cent, surplus goes to the policy holders 
and. in the case of the latter 92J per cent. The remain 
ing 71 per cent., meant for shareholders, being taxed in 
the usual way, the quantum left for policy holders in 
the case of both types of Companies should be treated 
in the same way. 

Question 83 

A. The existing provisions regarding the differentia¬ 
tion of distributed and undistributed profits of Com¬ 
panies for tax purposes is not entirely satisfactory. It 
is true that undistributed profits are at present taxed 
at a lower rate, but the Committee feel that, subject to 
the qualification mentioned below, undistributed profits 
should be entirely exempted from the liability to pay 
tax. Capital formation has in recent years been very 
much retarded on account of the high rates of income- 
tax on higher incomes as well as of the Corporation tax. 
Industrial Companies are, as a matter of fact, finding 
it extremely difficult to find new capital either for 
expansion or for rehabilitation of their machinery and, 
if the entire portion of the undistributed profits were 
exempted from taxation on condition that the amount 
so undistributed should be ploughed back to the industry 
and used for expansion or for rehabilitation of machi¬ 
nery, there will be an incentive on the part of the 
Companies to set aside a comparatively small amount 
for distribution to shareholders and utilise the balance 
for expansion. The Committee hope that, in the interest 
of the industrial development of the country, the Com¬ 
mission will kindly consider the question of exempting 
the undistributed portion of the profit entirely from the 
scope of taxation. 

B. For obvious reasons, the Committee are of opinion 
that the concession should be extended to all industrial 
concerns and should not be restricted to particular 
industries. 

C. (a) To safeguard against the misuse of the con¬ 
cession regarding undistributed profits, particularly by 
Private Limited Companies to its shareholders, the 


Committee would suggest that adequate provisions 
should be made limiting advances or temporary loans 
to shareholders, Directors or other persons only to those 
cases where it can be definitely established that such 
advances are in the interest of the Company itself. A 
further provision should be made requiring a three- 
fourths’ majority of the shareholders to any proposal 
for such loan or advance. 

(b) To ensure that profits are actually applied for 
production purposes, the auditors of the Companies may 
be required to furnish necessary certificates which 
should be incorporated in the Balance Sheets of the 
Companies for the year following the accounting period. 

D. The provisions of Section '23-A of the Income-tax 
Act are not very s£ tisfactory for reasons stated below :— 

(i) The provisions of the Section are applicable to 
“ assessable income ” of the Company of the previous 
year, as reduced ly the amount of the income-tax and 
super-tax, payable by the Company in respect thereof. 
There is, however, no provision for reducing the 
“ assessable income ” by the amount of any tax levied by 
the Government of a State or by the local authorities. 

The Committee are of opinion that the “ assessable 
income ” should be determined only after all taxes pay¬ 
able by the Company either to the Central Government 
or to the Government of a State or to any local body, 
whether or not such tax is wholly or partly an admissible 
deduction under Section 9 or Section 10 of the Act, are 
deducted from the said “ assessable income ”, 

(ii) Even after deductions are made in accordance 
with the suggestion made above, the assessee Company 
may be in difficulty because of the inclusion therein of 
a notional income not represented by corresponding 
cash receipts. 

In such cases, the Company is placed in disadvan¬ 
tageous position in paying the tax on income which has 
not been actually leceived by it in cash. 

(iii) A further difficulty arises because of the prac¬ 
tice of Income-tax Officers in assessing profit after add¬ 
ing back payments like charity, capital expenditure, etc. 
and after disallowing certain amounts that may have 
been written off as bad debts. The experience which 
the assessees have of the manner in which assessments 
are made by the Income-tax officers justifies their appre¬ 
hensions about the great disparity between the actual 
income of a Comp my and the “assessable income” as 
computed by the cfficers. 

The Committee would, in this connection, draw atten¬ 
tion to the observa ions made by the Income-tax Investi¬ 
gation Commission in paragraph 92 of their Report ad¬ 
mitting that the difference of opinion or in the method 
of calculation between the assessing officer and the 
Companies’ officers may be perfectly “ honest ”, and 
suggesting a number of relaxations, which should receive 
careful consideration from the Taxation Enquiry Com¬ 
mission. 

The Commissior had suggested that os, by reason of 
an honest difference of opinion or in the method of 
calculation between the assessing officer and a company, 
the amount distributed may prove to be less than 55 per 
cent., insisted on ty the second proviso to the Section, 
as a condition precedent for giving a locus penitentiae 
to the company for escaping a penal order under this 
section, the provisc should be enlarged so as to include 
cases where the distribution actually made has fallen 
short of 60 per cent, of the assessable income by reason 
of the assessing officer determining the assessable income 
to be greater than it was according to the calculations 
made by the company. The Commission also recognised 
that, even after this relaxation, some cases might present 
special features. They pointed out that, though Section 
23-A authorities the Income-tax Officer to make an order 
under sub-section (1) only “with the previous approval 
of the Inspecting Assistant Commissioner”, it is possible 
to contend that all that the Inspecting Assistant Com¬ 
missioner can consider, when asked to approve of a 
proposed order by the Incorne-tax Officer, is whether 
the conditions prescribed in the sub-section have been 
satisfied, and not exercise a discretion de hors the 
Section. They, therefore, suggested that, m addition to 
the provision made in sub-section (2) requiring the 
Inspecting Assistan- Commissioner not to give approval 
to the Income-tax Officer’s proposed order until he has 
given the company an opportunity of being heard, there 
should be a furth :r provision to the effect that the 
Inspecting Assistant Commissioner may, for reasons 
recorded by him in writing, withhold his approval even 
when he finds an agreement with the Income-tax Officer 
that the conditions prescribed by the opening words of 
sub-section (1) exists. 

(iv) As regards the concession made in the second 
proviso to clause (1) of the Section regarding a further 
declaration of divie end to cover the deficiency over 55 
per cent, of the dividend, the Committee would suggest 
that the concession should be allowed where a dividend 
of at least 50 per cent, has been declared. 
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(v) The Committee would further suggest that the 
first proviso to Clause (1) of the Section should be 
deleted in order that a Company may build up a reserve 
with a view to secure a sound financial footing. 

(vi) The Committee are also of opinion that, where 
the Tax is recoverable from a Company under Section 
23(A) (3), the amount of liability may be reduced by 
the amount of the tax for which no credit is given in 
the assessment of the shareholders. In other words, 
where total effect has not been given of the application 
of Section 23(A) in the assessment of all the share¬ 
holders but it has been considered in the case of few 
shareholders only, by whom the tax is payable, then 
the amount representing the tax borne by the Company 
which has not been considered in the assessment of such 
shareholders should be deducted from the amount of the 
tax payable by the Company. 

Question 84 

No. 

The Committee consider it reasonable to afford some 
relief to the shareholders from payment of Super-tax in 
respect of income received as dividend which has been 
already subjected to Corporation Tax in the hands of 
a payer Company. As shareholders are quasi-proprietors 
of a company and as net dividend is paid to them only 
after the tax is paid by the Company, it is not fair to 
levy the same nature of tax once in the hands of the 
Company and again in the hands of the recipient share¬ 
holders. It is, therefore, suggested that the treatment 
accorded to the levy of Super-tax in the hands of a 
shareholder should be the same as to Income-tax paid 
by them. In other words, the Corporation Tax suffered 
by the amount of dividend should be taken into account 
in levying Super-tax from shareholders from such divi¬ 
dend, the credit being given at the average rate of Super¬ 
tax chargeable or at the rate at which the dividend has 
suffered Corporation tax, whichever is lower. 

Question 85 

Yes. 

The principle has been accepted universally that in¬ 
dustrial, commercial and similar other enterprises under¬ 
taken by the Government and local bodies should be. 
run on sound commercial lines and even, in those cases 
where there is no competition between private and 
public enterprises, the latter should be required to con¬ 
tribute from their earnings to general revenues an 
amount that would be payable by way of income-tax as 
if they were private concerns. 


Question 86 

A. The Committee agree that the services of Charter¬ 
ed Accountants should be utilised to a larger extent 
than at present for assisting in the determination of the 
taxable income of assessees. The form of the certificate 
laid down by the Indian Companies Act may be suitable 
from the point of view of the shareholders but may not 
quite serve the purpose of determining the taxable 
income. The Committee would, therefore, suggest that 
a form of certificate about the correctness of the compu¬ 
tation of income shown in the return under the provi¬ 
sions of the Income-Tax Act may be laid down for the 
purpose. 

B. A Chartered Accountant issuing a certificate 
referred to above will necessarily have to assume respon¬ 
sibility for the correctness of the Statement made 
therein. 

C. The Committee agree that the certificate of a 
Chartered Accountant on the lines stated above should 
invariably accompany the return for business income 
over a certain limit and that the form of the certificate 
that may be prescribed for the purpose should indicate 
the scope of the check exercised by the Chartered 
Accountant. 

D. The suggestions made above are subject to the 
fundamental condition that all such certificates should 
be accepted by the Income-tax Officers and that the 
assessees will be spared unnecessary harassment. 

E. The Committee agree that fees payable by the 
Assessees to the Chartered Accountants for the certifi¬ 
cates referred to above should be restricted to a schedule 
prescribed by the Government, unless otherwise agreed 
to between the parties themselves. 

Question 87 

The Committee have no suggestion to make. 
Question 88 

The Committee do not consider that the publication 
of the names of the persons who are penalised for con¬ 


cealment of income will serve any useful purpose. They 
would, however, suggest that, subject to the right of the 
persons penalised having the right of appeal against 
the penalty to the High Court, they may be disqualified 
to hold positions of trust or membership of legislative 
or local bodies for convictions under Section 52 of the 
Income-tax Act. 

Question 89 

The Committee do not consider that the present prac¬ 
tice of excluding from taxable profits perquisites given 
to employees of business undertakings results in a 
considerable loss of revenue. These perquisites are in 
the form of (a) house-rent allowance, (b) refreshments 
and tiffins, (c) entertainment allowance, (d) travelling 
allowance, and (e) conveying allowance, etc. 

The Committee are of opinion that, except in the 
case of (a) where 10 per cent, of the salary may be 
included in the total income, no notice should be taken 
of other allowances. In any case, the principle which 
should be followed in this respect is that the perquisites 
should be allowed to the extent to which such expenses 
are reasonable, provided the amount disallowed, if any, 
is assessed in the hands of the recipient and is allowed 
as expenditure in the hands of employer. If necessary, 
a maximum limit of the amount to be so allowed may be 
fixed. 

Question 90 

Payment of taxes in the case of a Company under 
liquidation should have a prior charge. 

Question 91 

A. Already very large powers are conferred on 
Income-tax authorities and the Committee strongly 
oppose the conferment of larger powers. 

B. The Committee are strongly opposed to any power 
being given to the Income-tax authorities to search 
premises and seize documents and books of accounts. 
Any power that may be given to the Income-tax Officers 
or their superior Officers to enter the building or the 
place of an assessee smacks of more than police powers, 
and is bound to undermine the credit and prestige of the 
assessees and harm their business interests. As for 
books, even now assessees are bound to produce them 
whenever called upon to do so by the Income-tax Officers, 
and it is not understood what further power is suggested 
to be given to the Officers. The Committee are in any 
case strongly opposed to a suggestion which was made 
in 1951 to give power to the Income-tax authorities to 
impound and retain in their custody books of account 
of any assessee. 

Question 92 

The Committee are against any penalty rates being 
imposed to minimise the avoidance of a higher rate 
resorted to by an assessee, keeping in conformity with 
the provisions of the Income-Tax Act. No step should 
be taken against any legal avoidance of taxes. 

RECOVERY 

Question 93 

The recovery of outstanding tax of any partner of a 
registered firm should be made from the firm itself. In 
case, however, it is not possible to do so, such recovery 
should be made from the partners limited to the extent 
of their drawings. 

Question 94 

The present arrangements relating to recovery of 
Income-tax are, in the opinion of the Committee, ade¬ 
quate. They would, houwever, suggest that the Income- 
tax Department should have a Departmental machinery 
for enforcing the recovery of arrears of tax. It will 
avoid a lot of troubles and inconveniences if the machi¬ 
nery is run by the Department, and the recovery is not 
enforced through the Certificate Department, as at 
present. 

Question 95 

In the case of a Private Limited Company, there are 
shareholders who do not take active part in the manage¬ 
ment and any liability for the payment of the tax should, 
therefore, be imposed only on the Directors. 

This suggestion is, however, subject to the observa¬ 
tion made below. 

There are bound to be hardships in collecting tax 
from a Private Limited Company in a year when due to 
losses incurred there may not be cash to pay the tax 
on profits of the previous year. 

6 A 


EVASION AND AVOIDANCE OF TAX 
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Question 96 

Recovery proceedings should be instituted only after 
the judgment of the Tribunal. 

GENERAL 

Question 97 

(i) The Income-tax Department should have a sepa¬ 
rate Section to provide free advice to small assessees on 
the points mentioned in the question. 

(ii) Appointment of a Public Relations Officer may 
be helpful for providing information on various matters 
relating to assessment proceedings. 

(iii) Income-tax Officers should appreciate that the 
time of the assessees is valuable and they should try to 
expedite their cases as early as possible. 

(iv) The Income-tax Officer should inform the 
assessees beforehand of all the points that he would 
require for the purpose of assessment to his satisfaction. 
This procedure will bring all facts and relative docu¬ 
mentary evidence in the surface. 

Question 98 

(i) All notice should be issued by Registered Post 
with Acknowledgement Due. 

(ii) Different forms may be prescribed for different 
classes of assessees, particularly the salaried personnel 
and owners of house property, the assessees being 
required to declare that they have no other income. 

(iii) Present arrangements should be continued 
except that the Income-tax Officers should not be autho¬ 
rised to impose penalty. 

(iv) As regards recovery of tax, please refer to the 
replies in answer to Question 94. 

(v) The position of Appellate Assistant Commis¬ 
sioners is rather anomalous at present. Even though 
they are appointed by the Central Government, they are 
under the administrative control and jurisdiction of the 
Commissioners and the Central Board of Revenue. The 
Commercial Community have all along urged that the 
Appellate Assistant Commissioners should, in view of 
the special functions they perform, be placed under the 
Ministry of Law. But this proposal has not so far been 
agreed to by the Government. The proviso to Section 
5(8), which provides that the Central Board of Revenue 
shall not issue any orders, instructions or directions to 
the Appellate Assistant Commissioners so as to interfere 
with their discretion in the exercise of their appellate 
powers, does not, in actual practice, ensure the inde¬ 
pendence of the latter. The fact remains that, being 
under the administrative control of the Commissioners, 
and subject to the orders of the latter in respect of 
their leave, transfer, postings and promotions, they are 
not always in a position to take an independent line in 
the exercise of their appellate functions. 

Reference may, in this connection, be made to the 
Recommendation (No. 149) of the Investigation Com¬ 
mission that the Appellate Assistant Commissioners 
should be removed from the control of the Commis¬ 
sioners and the Central Board of Revenue, and should 
be placed under the Appellate Tribunal and further that 
their leave, transfer and postings should be in the hands 
of the Tribunal. 

The Commission also examined the suggestion that 
the Appellate Assistant Commissioners should be re¬ 
cruited from among the senior subordinate judges and, 
while they drew attention to the fact that the_ nature 
of the work requires an intimate knowledge of income- 
tax work which a purely judicial officer is not ordinarily 
expected to acquire even after a brief period of special 
training, they did not throw out the suggestion entirely 
and had, in fact, suggested that an experiment should 
be tried in a few instances, if there was no other 
difficulty in the way of doing so. 

The Commission further suggested (Recommendation 
No. 150) that the normal avenue of promotion for Appel¬ 
late Assistant Commissioners should be the Appellate 
Tribunal and further that, if it were not possible to 
afford reasonable prospects of promotion to all the 
Appellate Assistant Commissioners, a few posts in the 
grade of Appellate Assistant Commissioners carrying a 
salary approximating to that of Commissioners of 
Income-tax should be created. The idea which the Com¬ 
mission had evidently in view was to make the Appellate 
Assistant Commissioners completely free from any admi¬ 
nistrative control and functional interference of the 
Department. Unfortunately, this recommendation has 
not been accepted by the Government. 

On their part, the Committee fully endorse the views 
of the Commission and would recommend that the Appel¬ 
late Assistant Commissioners should be appointed by 


the Ministry of Law and should be under the adminis¬ 
trative control and jurisdiction of the latter. 

It is further necessary that their designation should 
be such as not to imply their subordination to the Com¬ 
missioners. The Committee would suggest, for consi¬ 
deration by the Government, the designation of “ Appel¬ 
late Commissioners ” being conferred on them. 

Question 99 

(a) Yes. 

The delay is due partly to the dilatoriness on the part 
of the officers. 

(b) The Committee would suggest that a system 
of rebate granted in case of prompt payment of the tax 
would lead to speedy collection of a substantial portion 
of the tax. 

SPECIAL BUSINESS TAX 

Question 100 

The Committee do not consider that, having regard 
to the existing circumstances of Indian economy, the 
imposition of excess profit tax or special business taxes 
would be justified. 

DEATH DUTY 

Question 101 

The Estate Duty Bill has now been passed into a law, 
and though the provisions of the Act are in some respects 
better than those originally proposed by the Govern¬ 
ment. the Committee believe that the present time was 
not opportune for imposing a tax on estates passing on 
the death of a person They would, however, prefer not 
to make any observation at present on the matter and 
would like to watch the effects thereof on the economy 
of the country. 

Question 102 

Yes. 


PART III.—COMMODITY TAXES (CENTRAL AND 
STATE). 

CUSTOMS 
Import Duties 

Question 103 

(i) and (ii) In the first schedule to the Indian Customs 
Tariff, namely Import Tariffs, commodities have been 
grouped into 22 broad sections and goods coming under 
each section have again been classified under various 
items, the total number of broad items being only 87. 
On the other hand, in the Import Trade Control 
Schedule, goods have 1 een classified under about 600 
items in six parts for the purpose of licensing of 
imports. While the grouping under Import Control 
Schedule cannot by any means be said to be logical and 
rational and is undoubtedly open to revision, the Com¬ 
mittee believe that the said Schedule in detail is more 
scientific, having been governed by the two-fold consi¬ 
deration of availability or otherwise within the country 
of the commodities and their end-use. On the other 
hand, the Indian Customs Tariff Schedule was originally 
prepared at a time when industrial development in the 
country had not progressed on such a large scale as at 
present, and periodical additions or alterations which 
have since been made mostly on ad hoc basis have not 
been of general help. Naturally the Tariff has not been 
as scientific or elaborate as should be and this has led 
to confusion in the matter of classification and assess¬ 
ment of duties. 

The Committee feel that the Import Tariff needs 
general overhauling to suit modern-day conditions of 
trade and the progressive industrialisation of the 
country, due account being taken at the same time of 
the end-use of the goods concerned either as raw 
materials or as finished goods. 

The latest International document about Customs 
Tariffs is the Tariff Nomenclature prepared for Customs 
Purposes by the European Customs Union Study Group 
(vide Standard Interna’ional Trade Trade Classification 
—United Nations Statistical Office Statistical Papers 
series M. No. 10—second edition—New York, June 1951). 
While the 22 sections in the Indian Tariff are undoubt¬ 
edly based on accepted international standard, there is 
a considerable divergence in matter of details under 
each section. It is true that all the details in the latest 
International document may not be suited to or required 
for Indian conditions, out a close study of this docu¬ 
ment, having due rega: d to our peculiar circumstances, 
may be of assistance in bringing the Indian Tariff to a 
more stable and scientific basis. 



For their part, the Committee would like to make a few suggestions about the re-grouping and re-classiflca- 
tion of certain commodities as follows: — 


Item. 

Present ICT No. 

Proposed ICT No. 

Remarks. 

Coloured and Copying 
Pencils. 

45(4) .... 

30(7),—Lead Pencils’ . 1 

Copying and coloured pencils are as much pencils as lead 
pencils and there is no reason why these items 
should be included in a classification other than 
that of lead pencils. It is, therefore, suggested that 
coloured and copying pencils should be grouped 
together with lead pencils under a broad heading 
‘ Pencils ’ falling under the existing I.C.T. Items 
No. 30(7). 




It need hardly bo stressed that, in revising the tariff 
classification of the articles, the prevailing diffeiential 
rate of customs duties, which are protective, should 
be retaind. 

Pencil Lead (Pencil slip) 

45(a).—Stationery N.O.S. 

30(7).—Lead Pencils 

Pencil lead or pencil slip is a major manufactured part of 
“ load pencils”. The item should, therefore, be class¬ 
ed with or without a separate heading under the 
general item “ load pencils ” and should be charged 
the same rate of duty as the latter goods. 

Gold or Gold plated nibs 
and clips. 

Pins Stapling Machine . 

01(7) .... 

71.—Hardware, Iron- 

mangery & tools, all 
sorts, N.O.S. 

45(a).—Stationery N.O.S. 

45(a) . . . ~j 

The revision in the exisiting customs classification of gold 
or gold plated nibs & clips is warranted by the fact 
that they constitute essential accessories of fountain 
pens and the lower rate of duty applicable to station¬ 
ery N.O.S., should be extended in their case. 

Ferro-Prussisiate and 

other sensitised paper. 

77(5).—Photographic, ins¬ 
truments, apparatus & 
appliances. 

45(a) 

> 

These are the items which are exclusively dealt in by 
stationers and should, therefore, be covered under the 
sub-heading ‘ Stationery all sorts N.O.S. ’ and the 
rate of duty applicable to the latter category of goods 
should be extended in those cases. 

Paper Perforating 

Machines. 

[ 77.—Instruments, appa¬ 
ratus and appliances 
other than electrical, all 
sorts, N.O.S. 

45(a) . , 


Patchouly leaves, Rose 
Flowers, dried Amber- 
gries, Absolutes, 

Concretes, etc. 

31(5).—-Perfumery not 

otherwise specified. 

Should bo classified under 
a separate item. 

These materials are not perfumery as such, but indus¬ 
trial raw' materials for the purfumery industry. 

Methyl Propyl and Iso- 
Propyl Alcohol. 

22(4).—Spirits other than 
Denatured Spirits. 

28.—Chemicals 

These alcohols arc non-edible spirits required generally 
for industrial purpose and should, therefore, be 
classified as chemicals. 

Paper for Sensitising 

Stereo, Litho, etc. 

44 ... 

Separate classification is 
suggested. 

These are essential raw materials for certain local indus¬ 
tries and as such should bo classified separately from 
writing and printing paper. 

Casein .... 

87.—All other articles not 
otherwise specified. 

Should be included as a 
special item. 

Assessment of Casein under item No. 87 might have been 
justified at a time when imports were on a very small 
scale. But now that Casein is being imported on 
a large scale for use by the well-developed local Ply¬ 
wood industry, it is desirable that Casein, the raw 
material for the Plywood industry, should be separate¬ 
ly classified. 

Aeronautic Chemicals 

28.—Chemicals, Drugs & 
Medicines N.O.S. 

Should be separately 
classified. 

Aromatic Chemicals which arc raw materials for some 
indigenous industries are imported into the country 
in large quantities, and should, therefore, be separate¬ 
ly classified. 

Synthetic Essential Oil 

31(3) . . . . 

1 

Should be classified with 
item No. 31(5),—Perfu- 
merj' not otherwise 
specified. 

With a few exceptions, the products classified under 
“ synthetic essential oils” are perfumery compounds 
and should, therefore, bo brought under item No. 31(5) 

* Perfumery not otherwise specified’. 


The Committee would further draw attention to the 
fact that the item 87 in section XXII of the Tariff 
embraces a wide range of articles from raw materials 
for industries, gases, chemicals, etc., to finished pro¬ 
ducts. Such a position is hardly defensible and a 
greater clarity and classification of goods sectionwise is 
desirable. 

(iii) The revision and re-classification of the I.T.C. 
Schedule had recently formed the subject of an enquiry 
by Sri P. M. Mukherji, formerly Director General of 
Commercial Intelligence and Statistics, who was appoint¬ 
ed by the Government of India as an Officer on Special 
Duty for the purpose from July 1952 to March 1953. 
In the course of his examination of the problem, Sri 
Mukherji had prepared and circulated drafts of a revis¬ 
ed Import Trade Control Schedule in the light of the 
suggestions received from various Chambers of Com¬ 
merce and Trade Associations. This draft was examined 
by the commercial interest, including the Chamber, 


who duly submitted their comments on the proposals 
contained therein, and the Committee of the Chamber 
had also had an opportunity of holding discussions with 
Sri Mukherji at Calcutta. In course of discussions, Sri 
Mukherji had stated that, in the final scheme which he 
would submit to the Government, it was his intention to 
add, apart from a revised draft of the I.T.C. Schedule, 
a separate statement showing the co-relation of the 
items in the revised I.T.C. Schedule with the items in 
the Indian Customs ariff as well as a tentative draft 
manual giving the illustrations of articles or groups of 
articles which fall within, or are excluded from the 
scope of an item in the revised Schedule and also men¬ 
tioning the items about which difficulties of classifica¬ 
tion might have been experienced in the course of the 
working of the Import Trade Control. Sri Mukherji’s 
final Report has not as yet been published by Govern¬ 
ment but will probably be made available to the Com¬ 
mission, who will undoubtedly take into consideration 
the recommendations made by him. In any case, the 



40 


Committee would suggest that action should be taken 
to bring about, among others, a p-oper co-relation 
between the Indian Customs Tariff Schedule and the 
Import Trade Control Schedule and that arrangements 
should exist for proper revision of the co-relation state¬ 
ment from time to time so that the trade continues to 
receive adequate guidance. 

The Committee would also draw attention to the need 
for removing the anomalies arising out of the imposition 
of certain conditions in respect of imported chemicals, 
drugs and medicines. While the Import Licensing 
Authorities have laid down no packing conditions for 
these articles, the Customs Authorities at the Calcutta 
Port have imposed certain restrictions in this regard 
leading to wrong classification and assessment of the 
commodities concerned, and difficulties in clearing them. 
Greater liaison between Import Trade Control and 
Customs is required in this matter. 

Mention may in particular be made of the following 
instances : — 

(a) Benzyl Benzoate, Sodium Benzoate, Balsam Tolu, 

Calcium Gluconate, Citric Acid, Sodium Salicylate, 

Salicylic Acid, etc. 

These items may be treated both as chemicals (I.T.C. 
S). Nos. 22, 29, 31, etc., of Part V) or as medicines 
(I.T.C. SI. No. 109 of Part IV). The usual practice of 
the Customs is, however, to classify these as ‘ Chemicals’ 
when imported in bulk and as ‘medicines’ when import¬ 
ed in small packings, and assess duty accordingly, [cf. 
I.C.T. items 28 to 28 (29)], though their limit of ‘Small’ 
and ‘bulk’ packings is seldom publicly announced. It 
is likely that some trade practice is being followed in 
these matters but it is necessary that Government 
should make clear the raisond’etre behind their action 
and issue a public notification defining the position 
about packing in respect of items concerned. In the 
absence of clear-cut definitions and distinctions, the 
Customs Authorities should allow the clearance of goods 
concerned under licences for ‘Chemicals’ as well as for 
‘Medicines’. 

(b) Olive Oil 

This item is classified by the Customs Authorities as 
‘ Vegetable non-essential Oils I.T.C. SI. No. 61, Part IV, 
and I.C.T. item No. 15(6), in bulk packings, and as 
‘medicine’ I.T.C. SI. No. 109 Part IV and I.C.T. item 
No. 28, when imported in small packings of not more 
than 1 gallon. As overseas suppliers sometimes offer 
Olive Oil in packing of 1 gallon or less either because 
Olive Oil in packing of more than 1 gallon is not in 
their stock, or because Olive Oil imported in small pack¬ 
ing may be had for immediate delivery, it is suggested 
that Olive Oil should be classified by the Customs under 
one heading, viz,, ‘ Vegetable Non-essential Oil ’. 

(c) Adeps Lanae B.P. 

Adeps Lanae B. P. is classified as medicine under 
I.T.C. SI. No. 109, Part IV, while the Customs classify 
the article when in packing of more than 1 lb., under 
“ all sorts of animal fat, not otherwise specified ”, I.C.T. 
item No. 15, and subject it to a duty of 314 per cent, ad 
valorem, as against a duty of 27-3 per cent, on medi¬ 
cines, I.C.T. item No. 28. There is no justification for 
classifying Adeps Lanae packed in bulk separately and 
assessing the same to the higher rate of duty. If, how¬ 
ever, any differentiation is at all to be made, Adeps 
Lanae B. P. in whatever packing should be classified as 
drugs and medicines under I.C.T. No. 28, and Adeps 
Lanae of commercial quality in whatever packing should 
be classified as ‘ all sorts of animal fats not otherwise 
specified ’ under I.C.T. item No. 15. 

The aforesaid suggestions, among others were sub¬ 
mitted to Sri P. M. Mukherji who was examining the 
matter of revision of the I.T.C. Schedule and it is hoped 
the Commission will also give sympathetic considera¬ 
tion to them. 

(iv) There are a number of items in the I.T.C. 
Schedule and the I.C.T. Schedule which are not clearly 
defined. Mention may, in particular, be made of Essen¬ 
tial Oils, both Natural and Synthetic, and Aromatic 
chemicals. As a result, these items are frequently 
wrongly classified by the Customs leading to difficulties 
in the matter of the clearance of the goods from the Port 
and correct assessment to duty on the same. 

The Committee would therefore suggest that these 
items should be clearly defined as under: — 

(i) Natural Essential Oil: I.T.C. SI. Nos. 127-129, Pt. 

IV & I.C.T. Item Nos. 31, 31 (1) and 31 (2). 

Natural Essential Oils are steam volatile subs- 
stance obtained from odorous parts of 
natural plants, flowers, herbs, roots, balsams, 
gums, fruits etc., without addition of any 
chemical or synthetic oils. 

(ii) Synthetic 'Essential Oils: I.T.C. SI No 130 

Part IV and I.C.T. Item No. 31(3). . 

Synthetic Essential Oils are mixture of various 
chemicals, mainly odorous, with or without 


the addition of Natural Essential Oils, 
blended together judiciously to give a suit¬ 
able perfume for use in the preparation of 
toilet products. These may be liquid or 
viscous. 

(iii) Aromatic Chemicals: Classified under I.T.C. 

SI. No. 72, Pt. V & I.C.T. Item No. 28. 

Aromatic Chemicals are pure chemicals, liquid or 
solid, having a definite formula and com¬ 
position mostly with an aroma and mainly 
used as components of synthetic essential 
oils, perfumes and in the preparation of 
toilet products. Also \Jsed in medicines, 
viz.. Benzyl, Benzonate, Menthol, Methyl 
Salicylate, etc. 

(iv) Res inoids. 

This is now classified as ‘ Perfumery not other¬ 
wise : perilled ’ under I.T.C. Serial No. 132 
of Part IV & I.C.T. Item No. 31(5). As, 
however, “ Resinoids ” is not strictly an 
item of perfumery but is a perfumery raw 
material, it should be classified under a 
separate heading. 

(v) Laboratory Chemicals. 

At present this item is classified under ‘ Chemi¬ 
cals lot otherwise specified ’ (I.T.C. SI. 
No. i 2 Part V). There is, however, no 
- clear-cut definition of the said term, result¬ 
ing i i difficulties to the importers. An 
attem it has been made under the I.T.C. 
regul; tions to throw some light inasmuch 
as it has been laid down that imports of 
what categories of goods will not be valid 
under licences issued for laboratory and re¬ 
agent chemicals. This is not, however, 
adequate, and it is suggested that both for 
Customs and Import Trade Control pur¬ 
poses, the term ‘ Laboratory Chemicals’ 
should be clearly defined and it should also 
cover items like Pulv Rhei, Albumen from 
Eggs, Santonin, etc., which may be requir¬ 
ed in laboratories for research and experi- 
mentrl purposes, but are nonetheless classi¬ 
fied ty the Customs as medicines. 

(vi) As the definition of ‘Natural Essential Oils’ as 
given above, does not cover three other 
classes of important perfumery raw materials, 
viz., 

(a) Balsams and aromatic gums, 

(b) Resinoic's and Resinogums, and 

(c) Concretes and Absolutes, 

the definitions for these products should be as under: — 

(a) Balsams end Aromatic Gums. — These products 

are aromatic exudations obtained from certain 
trees. 

(b) Resinoids and Resinogums. —Products obtained 

from various parts of plants excluding flowers 
by means of solvents—Benzene Toluence, 
Petroleum, Ether, Alcohol. 


Question 104 

(i) While generally rates of import duties should be 
fixed for different groups or sub-groups of commodities 
mainly with the object of earning revenue, the follow¬ 
ing considerations should also be taken into account in 
fixing the rates: — 

(a) In regard to those industries which are pro¬ 

tected, the rates should admittedly be those 
which are recommended by the Tariff Com¬ 
mission. 

(b) The rates of duties on raw materials, stores, 

plants and machinery which are not avail¬ 
able within the country should be fixed as 
low as possible in order to enable the con¬ 
suming industries to compete with types of 
importe I goods manufactured by those in¬ 
dustries 

(c) The indigenous industries, which have to com¬ 

pete w: th foreign rivals in export markets 
in respe ct of their finished products, should be 
refunde I the entire amount of duty paid by 
them o.i imported raw materials, subject to 
satisfac ,ory safeguards in the application of 
the formula. 

(d) The rates of duties on essential articles of con¬ 

sumption, particularly those used by poorer 
sections of the community, should be fixed 
at as le w a level as possible, consistent with 
the revenue requirements of the Government. 
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(e) In regard to the rates of duties on any commod¬ 
ity, whether finished or raw materials, the 
Government should necessarily examine the 
incidence of these duties and whether the 
rates are high resulting in diminishing 
returns. 

(ii) A. Raw Materials 

The attention of the Committee has been drawn to 
the cases of the following raw materials, the high rates 
of duties on which bear heavily on the industries in 
which they are processed; — 

(a) Casein, (b) Soda Ash, (c) Borax, (d) Alloy 
Steel, (e) Carbon (black), ( f ) Fatty Acid and Heavy 
Fatty Acid, (g) Gas-filled Cylinders, (h) Methyl and 
Ice Propyl Alcohols, (i) Raw Materials for perfum¬ 
ery industry, (j) Beechwood for Card Staves, 
(k) Coconut Oil, (l) Natural Essential Oils, (m.) Vita¬ 
mins, (n) Raw materials for the Refrigerator In¬ 
dustry and (o) Gold or Gold-plated Nibs and Clips. 

There is strong case for the reduction in the rates 
of duties on all these items. 

References to the last three items mentioned above 
are being made in reply to Question 104(iv), and a short 
explanatory note on the other items is appended as 
Annexure I. 

In addition, the question of adjusting the duties on 
the items mentioned in reply to Q. 103 as a result of 
their re-classification should also receive careful con¬ 
sideration. 

B. Finished Goods 

There can be no doubt that the existing rates of 
customs duties on the import of some of the finished 
goods bear heavily on the consumers. The rates have 
been increased from time to time by the Government to 
cover their revenue needs and a full examination could 
not naturally be made of the probable effects thereof 
on the consumers. On the other hand, the increase in 
some of these duties at least has had the effect of giving 
an indirect protection to the indigenous industries manu¬ 
facturing the goods concerned and the question as to 
whether and, if so, to what extent these duties should 
be reduced has to be considered very carefully. The 
case of paper and paper products has, in this connec¬ 
tion, been brought to the attention of the Committee. 
It has been stated that paper being an article of com¬ 
mon use and required, inter alia for educational pur¬ 
poses, the import duty thereon should be as low as 
possible. At the same time in considering any such 
reduction in import duty its effect on the Paper Manu¬ 
facturing Industry in this country will have to be taken 
into account. 

There may be many other commodities in respect of 
which similar observations may be made. 

(iii) The Committee received complaints about smug¬ 
gling of goods from foreign countries, particularly from 
Pakistan, mainly with the object of evading payment of 
high rates of import duties. But, in their opinion, the 
question is one of administrative arrangements rather 
than of reduction of duty in respect of any specific com¬ 
modity. Moreover, any reduced duty will have to be 
of general application and under India’s international 
obligations cannot be applied to goods of Pakistani 
origin only. 

(iv) The following cases of higher import duties on 
the constituent parts than on finished products have 
been reported to the Chamber; — 

(a) Res inoids — 

While the duty on resinoids, which is classed as 
“Perfumery”, I.C.T. item No. 31(5), is assessed at 
66§ per cent, ad valorem, that on some of the 
finished products, in which Resinoids are used as in¬ 
gredients, are assessed at 37* per cent, under I.C.T. 
item No. 28(14). 

(b) Vitamins — 

Vitamin preparations are assessed to a duty of 20 
per cent, ad valorem under I.C.T. item No. 28(29), 
but the duty on Vitamine is assessed at a higher 
rate under I.C.T. item Nos. 28 & 28(21). 

(c) Raw Materials for Refrigerator Industry — 

The Refrigerator Industry has to pay duties rang¬ 
ing from 30 to 36 per cent, ad valorem on its import¬ 
ed raw materials such as, refrigerant gas, copper 
tubes, paints for finisheg, etc., even though the 
import duty on a completed refrigerator is only 24 
per cent, ad valorem. As a result, the competitive 
position of the indigenous refrigerator industry vis- 
a-vis the foreign industry is greatly weakened. 

(d) Gold or Gold-plated Nibs and Clips 

The indigenous Fountain Pen Industry has been 
experiencing great difficulties on account of the 
heavy duties on imported essential accessories, viz., 


Gold or Gold-plated Nibs and Clips. At present, 
these items are being assessed to a duty of 66$ per 
cent, ad valorem even though Fountain pens com* 
plete are subjected to a duty of only 30 per cent. 
ad valorem. 

With a view to give relief to the indigenous in¬ 
dustries mentioned above, it is necessary that a 
parity should be maintained between the import 
duties on the essential raw materials and those on 
the finished goods in which they are used. 

(v) The Committee believe that there may be cases 
where owing to high rates of duties the yield has reach¬ 
ed the point of diminishing returns but, in the absence 
of necessary statistics, it is not possible for any non¬ 
official organisation like the Chamber to make. any 
categorical statement on this point. The Commission 
may, however, be able to secure necessary information 
in this regard from the Government of India themselves. 
Even the latter will not possibly be able to arrive at a 
definite finding in the absence of any reliable record 
of the course of trade over a series of normal years. 
The abnormal years of the war have been followed by a 
period of great foreign exchange difficulties necessitat¬ 
ing imposition of great restrictions on imports, and it is 
difficult to isolate the incidence of the duties on the 
volume of the trade. 

It has, however, been brought to the notice of the 
Committee that in some cases import licences granted 
by Import Trade Control have not been utilized or only 
partially utilized because of the apprehension of the 
importers about the inability of the market to absorb 
the imported goods concerned at current market prices. 
It is possible that, in several of these cases, details of 
which may be had from the Import Trade Control 

authorities, the comparatively high prices of the 

imported goods were accounted for by the prevailing 
high rates of customs duties. 

Question 105 

As already stated in the preliminary Memorandum 
of the Chamber, in a period of rising prices, ad valorem 
duties lead to correspondingly high prices of the 

imported goods, the increase over the c.i.f. prices being 
similarly smaller in a regime of falling prices. 

Apart from the purely budgetary considerations, 
ad valorem duties have definitely a tendency towards 
accentuating the inflationary effects in period of rising 
prices and, subject to their suitability in a scheme for 
Tariff Protection, may also retard capital formation by 
reducing the margin of saving and the amount available 
for investment. A specific duty, on the other hand, does 
not influence the cost of imported goods to the same 
extent and may be welcomed by the consumers in a 
period of rising prices. 

Considering all the aspects of the matter, it is desir¬ 
able that specific duty should preferably be replaced by 
ad valorem duties for two reasons: — 

Firstly, in the Indian Customs Tariff only some 
items are subjected to specific duty and in the 
majority of even such cases, provision has been 
made for assessment of ad valorem duty in the 
alternative, if it is higher than the specific duty. 

Secondly, specific duties, if they are to be fair, 
should involve differentiation of different grades 
of the commodities which is not always possible. 

It is true that, in the case of specific duties, the scope 
for friction between the importers and the assessing staff 
on the question of the adequacy of the declared price is 
much smaller; but if, as has subsequently been sug¬ 
gested in answer to question No. 106, the invoice values 
of the goods imported are accepted by the Customs, 
there should not be any difficulty in the application of 
the ad valorem duties. 

Question 106 

(i), (ii) and (iii). From complaints which have been 
received by the Chamber, it appears that tariff values 
are not generally satisfactory basis for assessment of 
import duties. The tariff values are determined by the 
Government on the basis of the ex-duty average whole¬ 
sale monthly market prices at the main importing 
centres in India during the 12 months ending June, each 
weighed by the relative importance of the trade in each 
particular article at each of the principal importing 
centres, and modified when necessary in the light of 
proposals made by the various Collectors of Customs 
and Central Excise authorities in India and also having 
regard to the probable future trend in prices. The 
tariff values at the provisional stage are of course dis¬ 
cussed with the representatives of important commer¬ 
cial bodies before being finalised, but the values have 
usually been fixed by the Government at a higher level 
than what is considered fair and just by the trade. The 
differences of opinion between the Commercial Bodies 
and the Government on the question of fixation of tariff 
values arise out of the fact that the former do not 
always agree on the basis of the information available 
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with them, with the basic data and other subjective con¬ 
siderations on the basis of which the Government Sx 
the tariff values. 

The Committee do not deny that the incidence of 
tariff values is like that of specific duties and that if a 
greater measure of co-ordination and liaison could be 
established between Government and the trade in the 
matter of fixation of these values, the existing system 
might be maintained in respect of a few specified com¬ 
modities, determined beforehand in consultation with 
the trade. 


Question 111 

The Committee feel that full facilities should be 
afforded to indigenous industries using imported 
materials and exporting finished products abroad to 
obtain refund or draw back of duty paid on those 
materials. While they do not deny the need for taking 
adequate steps to safeguard the revenue interests of 
the Government, they are at the same time of opinion 
that the industries concerned should not be required to 
fulfil any harassing procedure, so as to nullify the benefit 
of concessions granted. 


As, however, these conditions may not always be 
easily satisfied, and to avoid these complications, the 
Committee would suggest that, as in the majority of the 
cases of the imported goods, the value of the goods, 
declared in the Invoices, supported by documents, should 
be accepted by the Customs authorities, for the purpose 
of applying the ad valorem duty. 

Question 107 

(i) and (ii). The observations made in reply to Ques¬ 
tion No. 106 apply equally to this question. The assess¬ 
ment should normally be on the price at which goods 
of like kind and quality can be delivered, that is in¬ 
voice price to which cost of freight may be added if 
not already done and, only if there is reason to suspect 
that the invoice is not genuine, should the duty be 
assessed on the wholesale cash price less trade dis¬ 
counts and import duties. 

Question 108 

The Committee are in favour of granting exemp¬ 
tions from or reductions in import duties in regard to all 
the items mentioned in the question, subject to the need 
for development of indigenous industries and to the 
adoption of due safeguards for preventing abuse of con¬ 
cessions. 


Question 112 

For settlement of disputes arising out of appraise¬ 
ment, Arbitration Boards should be formed at each 
Port with, among others, the representatives of the 
Chambers of Commerce and Trade Associations con¬ 
cerned. 

Further, the procedure relating to appeals against 
penalties imposed under the Sea and Land Customs 
Acts, should be aialogus to that under the Indian 
Income-tax. 

According to Section 40 of the Sea Customs Act, no 
refund of charge erroneously levied or paid is made 
unless the claim is made within 3 months from the date 
of payment. This time limit is too short to enable the 
importers to contact their overseas suppliers, which 
is so often necessary, and to make their papers ready 
for the purpose of filing the claim. In view of this 
and also in view of the fact that there is no time bar 
for the Governmen'; in making any claim on parties, 
the Committee world suggest that at least 6 months’ 
time, as in the case of claims against the Railways for 
refunds of dues, should be allowed to the assessees for 
filing their Customs claims. 

Export Duties 


Question 109 

The Committee are in favour of bi-lateral fiscal 
arrangements with different countries, whether within 
the Commonwealth or not, provided— 

in the first place, preferences given by India to 
the exports from particular countries actually result 
in a corresponding increased off-take of Indian goods 
in those countries, and 

secondly, by such mutual trade pacts India does 
not antagonise other countries which might be in a 
position to offer larger and more abiding markets 
for Indian goods than within the country with which 
bi-lateral trade pacts are being entered into. 

Question 110 

Members of the Chamber have expressed different 
views in regard to the issues raised in this question. 

There is a certain section which prefers the imposi¬ 
tion of high customs duties to the fixation of import 
quotas as a means of restricting imports. The main 
argument which they put forward in support of their 
views is that the high tariff wall thus erected would 
adequately protect indigenous industries from unequal 
and sometimes unfair competition from abroad. They 
also seem to think that a system of import quota, with¬ 
out high rates of duties, permitting the import of how¬ 
soever smaller quantity of goods from foreign coun¬ 
tries at comparatively low prices, might disturb the 
market structure within the country in such a way as 
to compel the indigenous industries to sell their products 
sometimes even below cost. A further point is the 
general objection to control as such. Though during 
the last few years some of the undesirable features of 
Import Trade Control have been gradually removed, no 
system can in fact be evolved which can be free from 
objectionable features. Besides, a system of Control 
cannot be a permanent feature of any economy. 

On the other hand, there are those who believe that 
the high rates of duties are not always effective in 
preventing the import of goods from foreign countries 
and the lurking prejudice still unfortunately existing 
amongst consumers in India against Indian goods some¬ 
times makes it possible for imported goods to be sold 
in the market even at higher prices. The fixation of 
an import quota would, however, restrict the total 
quantity of imported goods thus available for consump¬ 
tion by consumers having preference for the same. As 
a matter of fact, the Government of India have also 
accepted the policy of quantitative restrictions of imports 
for giving protection to the indigenous industries con¬ 
cerned, apart from any consideration to the need for 
conservation of foreign exchange of the country. 

The Committee consider that these views can be 
harmonised, and the application of one or other will 
depend largely on the circumstances of each case havine 
regard to the nature of goods, their vulnerability’to com¬ 
petition and their popularity, etc. 


Question 113 

The main considerations which should govern the 
imposition of export duties are as follows: — 

(a) whether the particular trade or industry can 

bear the burden in meeting competition in 
foreign countries from other alternative 
sources, 

(b) whether it is desirable or necessary to dis¬ 

courage ihe export of particular articles to 
foreign countries having regard to the need 
for conserving the supplies within the 
country, 

(c) whether the commodity, subjected to duty, is a 

monopoly product of the country or whether 
this country is the major supplier of the 
articles. 

(d) whether the exportable item is a raw material 

for the industries of other countries which 
are carrying on keen competition with the 
local industries in the foreign markets. 

Where the conditions (c) and (d) are both satisfied 
there may be a stiong case for imposition of export 
duty both for earning revenue and to give protection to 
ihe indigenous industries—concerned. A short note on 

incidence of the export duties on various articles in 
the light of the above considerations is appended as 
Annexure II. 

Question 114 

When the Indian Tariff Act, 1934, was first enacted 
export duties were enforced only on four commodities’ 
since then, considerable additions have been made to 
the list and modifications made in respect of the rates 
of duties. The list row includes as many as 16 items. 

Some of these duties were imposed by Amendments 
of th e Indian Tariff Act, 1934, while in respect of a few 
others resort has been taken to the powers conferred 
upon the Government to levy or increase export duties 
by Section 4A inserted into the Indian Tariff Act by an 
amendment in December, 1950. While this amend Act 
provided that any Notification issued thereunder would 
cease to have effect on the 1st March 1952, a subsequent 
amendment made in July 1952 has removed this time¬ 
limit and an y Notification, made under Section 4A which 
may be approved by Parliament, may now be rescinded 
• A he ir« nt . r f 1 Government, at any time by Notification 
in the Official Gazette. Reference may, in this connec- 
A°?’ , b o e ™ als0 ™ adc to Section 23 of the Sea Customs 
Act, 1878 which empowers the Central Government to 
exempt, by Notification in the Official Gazette any 
goods, imported into or exported from India or into or 
from any specific part therein, from the whole or any 
part of the Customs duties leviable on such goods. 

It is, therefore,^ c ear that, subject to the subsequent 
approval by Parliament of any action taken by the 
Government in imposing a new export duty or increas- 
ln ^, ^ e f ate duty, the Government have undisputed 
right to impose, increase or abolish export duties on any 
particular commodity. Undoubtedly, such a provision 
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imparts an element of elasticity to the export duties, 
conditions regarding the application of which are sub¬ 
ject to frequent changes in the light of altered inter¬ 
national market. The Committee are conscious of the 
objections made in certain quarters to the grant of any 
such powers to the Government on the ground that 
representatives of the people in Parliament may not 
have an opportunity of examining the desirability of the 
action proposed to be taken by the Government. While 
not questioning the validity of this objection, the Com¬ 
mittee would point out that international conditions 
change so rapidly that the time taken in obtaining the 
prior approval of Parliament may sometimes prevent 
immediate action being taken by the Government to 
suit the altered situation in the export markets. Provi¬ 
sion should, however, be made for obtaining the approval 
of Parliament as soon as possible after the duties are 
varied by executive action. 

On the other hand, the Committee are not aware 
whether there is any administrative machinery which 
watches and scrutinises carefully the effects of these 
duties on the various industries and trade and on the 
extent to which the sale of Indian goods is affected 
thereby ; and the competitive position of Indian indus¬ 
tries in foreign markets is reduced as a result of the 
export duties. As they have explained in Annexure II, 
the present system is not working quite satisfactorily. 
The inordinate delay made by the Government in reduc¬ 
ing the export duties on certain commodities and the 
refusal by them to take any action in respect of some 
others would suggest the need for devising a more suit¬ 
able machinery for the purpose. 

Question 115 

At present cesses are imposed on the export of 
certain commodities with the object of utilising the 
proceeds thereof for promoting the export trade of the 
particular commodities concerned as well as for purpose 
of internal research and development of the goods. 
Mention may, in particular, be made of the cess imposed 
on export of Tea. By the very nature of things, the 
rates of these cesses are much lower than the export 
duties and do not generally have much effect in in¬ 
creasing the prices of the goods in the export market. 
The Committee are not in favour of the proceeds of the 
export duties, as distinguished from cesses, being 
funded for financing schemes for promoting long range 
development of the export trade, the necessary expendi¬ 
ture should be met out of general revenues. 

Question 116 

No. 

Central Excises 

Questions 111 & 118 

A. As was stated in the Preliminary Memorandum 
submitted by the Committee, excise duties are generally 
not welcomed in view of their incidence on the prices 
of the commodities on which they are imposed. At the 
same time, the Committee feel that it may not be possi¬ 
ble for the Government to forego the substantial re¬ 
venue which they now earn from the Central Excise. In 
view of this, the Committee consider that the list of 
commodities on which duties are now imposed should 
be very carefully scrutinised and some of the com¬ 
modities, at present subjected to duties, should be ex¬ 
empted from the list. The considerations which should 
weigh with the Government in this respect are stated 
below: — 

In the first place, while the Committee believe 
that the industries which have been developed as a 
result of protection granted by the Government may, 
under certain conditions, be asked to bear the 
burden of excise duties, they are at the same time 
of opinion that those which are not so protected 
should generally be exempted from the payment ot 
such duties. Even in respect of the former category 
of industries, care should be taken so as not to in¬ 
crease the burden on the consumers who, even other¬ 
wise, have to pay higher prices as a result of protec¬ 
tion. On the other hand, the excise duties should 
/ not be so imposed as to counteract the benefits ot 
protection to the industries concerned. 

In the second place, the industries which manu¬ 
facture essential consumer goods should generally 
be exempted from the payment of duties. 

In the third place, there are industries which may, 
in prosperous times, absorb the incidence of the 
excise duties without either passing on the same 
to the consumers or incurring losses. At times of 
depression, however, these industries may not be 
able to pass on the tax to the consumers, either 
can they pay the same out of their profits and, con¬ 
sequently, have to suffer loss of markets or to sell 
their goods sometimes at losses. This consideration 
is particularly important in the case of industries 
having export markets. 

It is, therefore, necessary that there should be some 
machinery according to which certain particular com- 
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modities may be exempted either wholly or partially 
from the payment of excise duties, even if on a tem¬ 
porary basis, whenever the situation so warrants: 

B. Examining the present list of commodities, the 
Committee would in particular refer to the duties on 
Motor Spirit, Cotton Cloth, Tea and Vanaspati. 

(i) Motor Spirit 

As regards motor spirit, the Committee are of opinion 
that taxes on road transport should be as much liberal¬ 
ised as possible. Some of the existing taxes have been 
covered by the Taxation Enquiry Commission in Part V 
of their Questionnaire, and the detailed views of the 
Committee on the particular issues raised in these ques¬ 
tions will be expressed in the appropriate place. But 
so far as excise duties on motor spirit are concerned, 
the Committee are definitely of opinion that motor spirit 
should be taken off the list, or at least the rate should 
be reduced to a reasonable level. 

(ii) Cotton Goods 

As regards cotton cloth, the Committee would draw 
attention to the fact that, while production has, in re¬ 
cent months, increased considerably and has almost 
reached the target fixed for 1955-56 under the Five- 
Year Plan, the Industry is facing a very stiff consumers’ 
resistance in the disposal of its products. Large stocks 
are reported to be accumulating either with the mills 
Dr with the dealers in spite of the fact that, considered 
from the point of view of per capita requirements, the 
industry cannot be said to have reached a stage of over¬ 
production. The reason for this paradox appears to lie 
in the too high prices of cloth compared to the pur¬ 
chasing power of the people. As in the case of many 
other industries, the Cotton Textile Industry suffers from 
a very high and rigid cost structure. There has actually 
been a very large increase in the prices of raw materials, 
stores, etc., on the one hand and wages on the other. 
An additional factor which has contributed to rise in 
prices is the excise duty which was imposed in 1919 
and has since been gradually so stiffened as to account 
for as much 5 per cent, to 15 per cent, of the retail 
prices of the goods according to their different varieties. 

The rates of duties which are imposed on the various 
kinds of cotton goods are mentioned below: — 

Superfine cloth, i.e., cloth in 
which the count of warp 
yarn is 48 s or finer . . Re. 0-3-3 per yard. 

Fine cloth, i.e., cloth in which 
the count of warp yam 
is 35 s or finer but does not 
exceed 47 s . . . .Re. 0-1-3 per yard. 

Medium and coarse cloth, that 
is to say, in which the count 
of warp yarn does not 
exceed 34 s . . . Re. 0-0-3 per yard. 

Besides, an additional excise duty at the rate of 
3 pies per yard is leviable on all cloth under Section 3 
of the Khadi & other Hand Loom Industries Develop¬ 
ment (Additional Excise Duty on Cloth) Act, 1953. 

It is clearly not possible for the industry to make 
any reduction in the prices of raw material, wages, etc., 
over which it has no control, neither is there any scope 
for further minimising its profits, which are already 
too low. As a matter of fact, prices of goods, though 
comparatively high, have not risen proportionately to 
the increase in the costs. Even so, the present prices 
are much below those prevailing a few months ago, 
thus reducing the already narrow margin of profits, to 
the mills. 

The only way left for bringing down to some extent 
the prices of cloth within the purchasing power of the 
people is thus to withdraw the excise duty. 

There are two further points about the excise duties 
on cotton goods which may be mentioned here. In 
the first place, till recently, the duties on fine and super¬ 
fine cloth were ad valorem, the rates being 5 per cent, 
and 20 per cent., respectively. The basis has, however, 
been changed with effect from the current financial year 
to specific duties as per Schedule referred to above. In 
justifying this change, the Finance Minister pleaded 
administrative convenience and did not expect any in¬ 
crease in the revenue. The Committee have no informa¬ 
tion as to the details of “ the administrative difficulties 
and the continual friction between the mills and the 
assessing staff on the question of the adequacy of the 
declared prices ”, referred to by the Finance Minister, 
but they would point out that while, as a result of the 
change in the basis, the Government are actually earn¬ 
ing larger revenues, the consumers are not getting the 
full benefit of the fall in the prices of goods. 

Secondly, the Committee has strong objections to the 
imposition of an additional excise duty only with tn.e 
objective of utilising the proceeds thereof for the 
development of handloom industries. While they would 
naturally welcome all reasonable steps being taken for 
developing the handloom industry, they cannot find any 
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justification for imposing a handicap on the cotton mill 
industry, already faced with a number of difficult pro¬ 
blems, for the purpose. Though it may not be strictly 
relevant to the present discussions, the Committee 
would also refer to the restrictions on the production of 
mill-made dhuties imposed by the Government for 
enabling the handloom industry to market its products. 
This restriction is in addition to the special excise duty 
of 3 pies per yard on all mill-made cloth and has been 
acting as a severe brake on the progress of the cotton- 
mill industry. 

(iii) Tea 

In their preliminary memorandum, the Committee 
had referred to the crisis through which the Tea Industry 
had passed in 1952 on account of the great fall in the 
prices of tea. These difficulties were accentuated part¬ 
ly by the heavy burden of excise duties which the 
Industry had to pay on all tea grown and which it 
was unable to pass on the consumer. The Industry has 
since passed over the most acute stage of its difficulties, 
but only after it had suffered heavy losses, and it is 
unfortunate that the Government did not at the time 
give adequate consideration to the need for giving any 
relief to the Industry. One of the most important steps 
which the Government were requested to take at the 
time was either the total abolition of the excise duty 
or at least an adjustment of the duties on a sliding scale 
according to the variations in the quality and price. 

The Committee are however, glad to note that the 
Government have since given some relief to the Indus¬ 
try by reducing the rate of the excise duty on all tea 
other than package tea to as. 1 per lb., and imposed 
the duty of as. 4 per lb. on all package tea, 
i.e., tea packed in any kind of container containing not 
more than 60 lb. net of tea. 

The Committee have been informed that, in the 
existing circumstances, the Tea Industry has not much 
to complain against the new rates of duty. But they 
would, at the same time, draw attention to the fact that 
the Government should have a machinery, like the one 
suggested above in reply to Question No. 114, for watch¬ 
ing the incidence of the duty on any Industry which 
may, during a particular period, be unable to bear the 
burden of the duty. 

(iv) Vanaspati 

The existing excise duty of Rs. 7 per cwt. or a. 1 
per lb. on Vanaspati is, in the prevailing conditions, 
bearing very heavily on the Industry. There has been 
an extra-ordinary spurt in the price of the raw ground¬ 
nut oil, which has steadily gone up during the last few 
months from Rs. 52 in January last to about Rs. 85 in 
July. The resultant increase in the price of Vanaspati 
appears to be much too high for the limited purchasing 
power of the average consumer, and is leading to a 
reduce offtake of the finished products and forcing a 
curtailment of the production of the Industry. On the 
other hand as Vanaspati has now become an essential 
item of food in India because of its use as a universal 
cooking medium in place of ghee, there is a strong case 
for reducing its price to the consumer. The Industry is, 
however, unable to bring down prices, because of the 
very high prices for its base raw material and its in¬ 
ability to reduce the other charges, and the abolition of 
the excise duty would appear to be the only method of 
achieving the object. 

Question 119 

No comments. 

Question 120 

The Committee have no information on the point. 

Question 121 

No comments. 

Question 122 


Salt Duty. 

Question 121 

The Committee presume that the suggestion for the 
re-imposition of the excise duty on salt has been made 
in the belief that, while its incidence on the individual 
consumer may-not be very high, the duty will yield 1 con¬ 
siderable revenues to the Government. While the Com¬ 
mittee generally agree with this suggestion, they are, 
at the same time, of opinion that, in a matter which 
had played such a big role in the National Struggle for 
Freedom, due consideration should be given to a few 
other equally important points. 

In the first place, it is not perhaps widely known 
that, simultaneously with the abolition of the excise 
duty on salt on the 1st April, 1947, the Government 
also imposed a duty at the rate of as. 2 per standard 
maund on all salt removed from a licensed salt works 
or factory, and as. 3-6 pies per standard maund in the 
case of removal from any salt factory or source adminis¬ 
tered by the Central Government. The Committee are 
not aware of the reasons why this levy was imposed 
at the time of the withdrawal of the excise duty, thus 
nullyfying its beneficial effects, neither have they any 
information as to the volume of revenue which the 
Government secure from this special levy. In any case, 
they are definitely of opinion that, if at all an excise 
duty is re-imposed on salt, this special levy should be 
withdrawn. 

In the second place, the Committee are of opinion 
that salt used for industrial purposes should be com¬ 
pletely exempted from the payment of any duty or cess, 
in order to relieve the consuming industries of any un¬ 
necessary burden. They believe that there will be no 
objection to such a suggestion. But they would, at the 
same time, point out that, if industrial salt is excluded, 
the net yield of the revenue may not be such as would 
justify the Government to incur popular displeasure by 
re-imposing the excise duty on salt. 

The Committee wo ild, in this connection, also sug¬ 
gest that, even if no excise duty is re-imposed, the 
Government should, in modification of their present 
policy, exempt industrial salts from the liability to pay 
the special levy at present imposed. 

In the third place, an excise duty on salt, will have 
to be paid on the entire quantity of salt manufactured 
as distinguished from the present levy in the case of 
removal from the salt factory. This would naturally 
interfere with the present practice of the salt manu¬ 
facturers of not despatching outside their factory any 
salt which does not conform to the standard specification 
laid down by the Government regarding the quality of 
their products, and the manufacturers will be tempted 
to market even sub-standard quality having already 
paid their duty thereon. 

The Committee hope; that, in formulating their views 
on the question of the re-imposition of the salt duty, 
the Commission will kindly take into account the 
observations made above. 

Tax on the Sales or Purchase of Goods and on 
Advertisements. 

Question 125 

Answer to both the questions is in the negative. 

Question 126 

(i) (a) For reasons mentioned in the question itself, 
the Committee are opposed to the imposition of a tax on 
the sale of newspapers. 

(b) The Committee are also opposed to the imposi¬ 
tion of tax on advertisements whether appearing in 
newspapers or not. The reasons are stated below. 

(ii) In the opinion of the Committee, the burden of 
tax is already heavy in India, and trade and industry 
are hardly in a position to bear further imports. In 
the circumstances, a very strong case will have to be 
made out before either the Centre or the States or the 
Local Authorities decide to levy a new tax. 


The Committee agree that part of the proceeds of 
the excise duties should be earmarked for expenditure 
on research and development schemes designed to 
improve quality and marketability of the commodities. 


They would, however, draw attention to the observa 
tions made by them above in reply to Questions Nos. IT 
and 118 in regard to the imposition of an excise duti 
of three pies in the rupee on mill-made cloth for thl 
development of the handloom industry. As they hav< 
already stated, they are strongly opposed to the impost 
tion of a duty on any large-scale industries for utilisinj 
the proceeds thereof for the development of the compet 
ing cottage industries.. This objection is not confinec 
only to the cotton mill vis-a-vis handloom industries 
but to all other industries as well. 


Questions 123 

Please refer to the answers made in reply to Ques¬ 
tions Nos. 117 and 118. 


In regard particularly to the question of taxing 
advertisements, due account has to be taken, in the 
first place, of the very high basic charges which are at 
present made both by newspapers or other agencies for 
advertisements. An additional levy, by way of sales 
tax or licence fee, will force many industrial and com¬ 
mercial undertakings to . educe their advertisements and 
publicity schemes. Indian concerns, particularly small 
and medium-sized industries, will be more adversely 
affected as they will h< ve to face severe competition 
from foreign undertakings who, with their huge finan¬ 
cial resources, are in a position to insert costly adver¬ 
tisements including newspaper publicity to maintain and 
develop the market for their products and oust the 
Indian manufacturers fr>m the field. 

Secondly, in imposing any sales tax on advertise¬ 
ments, the Central Government must take into account 
any license fee that may already have been imposed 
thereon by Local Authorities. The Committee have no 
information about such fees having been levied by 
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Local Authorities in other States, but they would draw 
attention to the fact that the Calcutta Corporation have 
recently imposed heavy license fees for advertisements 
in the teeth of opposition of trade and industry. 

Question 127 

The question implies taxation at source, about the 
advisability or otherwise of which, the views of the 
Committee are stated in a latter paragraph. 

A. The Committee would answer the first part of 
the question in the negative. For, in respect of the 
goods manufactured or produced within the State or 
those imported into the State from abroad, the States 
have at present no constitutional competence to levy 
Excise or Customs Duties or surcharge thereon. They 
may, however, impose tax on such goods only at the 
point of sale at rates which may, and actually do, vary 
from State to State. Sales tax leviable by the States, 
is not, therefore, an extension or increase of Excise or 
Customs, as suggested in the Question. 

As regards Octroi or terminal tax, the competence of 
the States to impose them is also not free from ambi¬ 
guities as while taxes on the entry of goods into a local 
area for consumption, use or sale therein, and taxes on 
goods carried by road or inland waterways are in¬ 
cluded in List II of the Seventh Schedule of the Consti¬ 
tution Act, terminal taxes on goods carried toy Rail¬ 
way, Sea or Air are a Union Subject. In practice, how¬ 
ever, Octrois are imposed only by Local Bodies on goods 
entering into thein respective territorial jurisdictions 
and, while an Octroi would necessarily be a tax even 
on goods entering into a particular local area even from 
other parts within the State itself, a sales tax imposed 
by a State will not be discriminatory in character being 
charged at the same rate as will be applicable to the 
goods manufactured within the State as a whole. 

B. It will, therefore, appear that sales tax as such 
has a specific function to perform in the country’s system 
of taxation. Besides, in a Federal Scheme of Taxation, 
the proceeds unlike those of Excise and Customs, are 
to be allocated to the particular States levying the same. 

C. The Committee would at the same time draw 
attention to the fact that if, as suggested by them 
later, sales tax is imposed not by the States but by the 
Centre, tales tax may, under certain circumstances, 
pertake of the character of Excise and Customs. There 
are two possible alternative methods in which the tax 
may be collected by the Centre. In the first place, 
unlike Excise Duties which are paid at the time the 
goods are manufactured and the Customs which are 
collected at the time of importation, sales tax may be 
leviable only when the goods are actually sold by the 
manufacturers or the importers as the case may be. 
Such a procedure has the advantage of not compelling 
manufacturers and importers to pay the tax beforehand 
on the entire volume of goods manufactured or imported, 
even before they are be sold. Or, in other words, the 
manufacturer or the importer, as the case may be, need 
not under this system lock up a part of his capital 
for an uncertain period of time, and thereby lose interest 
thereon and also pay tax on goods which may not 
ultimately be sold by him. The Committee have been 
informed that though, generally speaking, such a system 
of payment of tax only at the time of sale will be 
welcomed by the manufacturers and the importers for 
obvious reasons, there may be certain administrative 
difficulties which would be obviated in case sales tax 
is imposed at the time the goods are actually manu¬ 
factured or imported. They are not in a position to 
examine the administrative complications of the two 
systems but they would point out that if sales tax is 
imposed at the time the goods are manufactured or 
imported, there would be very little difference between 
the sales tax on the one hand and Excise and Customs 
on the other. In such an event sales tax at a uniform 
rate may be levied by the Centre in the form of sur¬ 
charges on the existing excise and customs duties and 
a fresh tax in the case of those goods which are now 
exempted from the payment of excise duties and/or 
Customs. 

In the case of a sales tax imposed by the Centre 
there will not naturally be any question of imposing a 
tax on the goods transported from one State to another, 
and the question of similarity with Octroi or terminal tax 
will not arise. 

As regards the wider question of the suitability of 
imposing sales tax at the source, the following points 
which have a special relevance to the system of taxa¬ 
tion now prevailing in West Bengal, may be brought to 
the attention of the Commission. 

It has been pointed out that, if the tax is imposed 
at source, the large number of registered dealers, who 
are required at present to maintain various forms and 
books and to incur considerable expenditure for com¬ 
plying with the tax regulations, will be saved this 
trouble and that the new system will be advantageous 
also to the manufacturers and importers in so far as 
they would be saved the trouble of maintaining separate 


accounts with the large number of registered dealers 
and the far larger number of unregistered dealers, and 
will be able to satisfy the taxing officers about the 
actual value of total sales made by them (subject to the 
usual exemptions) from their books. The Government, 
on their part, will also stand to gain from the new 
system as the scope for evasion will be considerably 
minimised and they will be able to collect much larger 
revenue than at present, at a much less cost. 

On the other hand, there are certain other points 
which have to be considered in this connection. 

In the first place, as it may not be possible to levy 
the tax on all manufacturers scattered all over the 
country the question as to which categories of manu¬ 
facturers will be required to pay the tax will have to 
be determined. It has been suggested that only those 
factories, which are registered under the Factories Act, 
should be brought within the scope of the Scheme, others 
being excluded to minimise the cost of administration 
and administrative complications. In such an event, 
quite a large number of manufacturers who are not at 
present registered under the Factories Act or who are 
carrying on their activities on cottage industry lines 
will be exempted from the payment of the tax. The 
question as to whether this would lead to any undesir¬ 
able competition between large and small industries has 
to be examined in this connection. 

In the second place, while there may not be any 
complication in regard to the sales within the State of 
the goods thus manufactured or those imported from 
outside India, some difficulties are, however, expected 
to arise in the case of sales of these goods outside the 
State. On the principle that exports to places outside 
the State would be exempted from the payment of tax, 
the manufacturers or the importers will not be liable 
to pay any tax on sales made by them direct to parties 
outside the State. But, in those cases where sales 
to outside the States are not made direct by the manu¬ 
facturers or importers, and which pass through a num¬ 
ber of dealers, the particular dealer who exports the 
goods will, though exempted from paying the tax at the 
point of export, be in an unfavourable position vis-a-vis 
the manufacturer and importer, having already paid the 
sales tax on the goods when purchasing from the manu¬ 
facturer or the importer or from other dealer as the 
case may be. The question as to whether a refund of 
the duty may be made to the exporting dealer in such 
cases is also bristled with some difficulty inasmuch as 
it will not be possible in many cases, particularly where 
the goods pass through a number of stages, to ascertain 
the exact amount of the tax paid on the particular goods 
which are to be exported. Under the existing law, 
the dealer, if registered under the Act and exporting 
the goods outside the State, is not required to pay this 
tax. 

In the third place, so far as goods imported from 
other places within India are concerned, an effective 
enforcement of the tax would require the posting of 
check-posts at every Railway Station, Air Port and 
riverine points which may not be quite feasible from 
the administrative point of view. There will also remain 
the possibility of large quantities of goods crossing the 
State boundary by the road and, in some places, also by 
river routes. A further point to be considered, in this 
connection, is analogous to the one mentioned in the 
preceding paragraph and arising out of “ exports ” from 
the State to a third State of goods ‘ imported ’ from a 
second State. 

As already stated, however, the difficulties about 
taxing good passing from one State to another will not 
arise if the tax is imposed by the Centre. 

Question 128 

(a) Yes. 

(b) The Committee do not consider that there are 
any article to which the particular system adopted in 
respect of Petrol should be extended. 

Question 129 

(i) A'. Apart from the alternatives mentioned in the 
Question, there is another variety of sales tax, viz., 
single-point tax levied at the source. Though, under 
this system, all manufacturers and importers will neces¬ 
sarily have to register their names with the Salex Tax 
authority, there would be no exemption from tax on 
sales by one registered dealer to another registered 
dealer and no question of exclusion from compulsory 
registration of a dealer below a certain limit of turn¬ 
over will arise except, as mentioned in answer to ques¬ 
tion 127, the factories not registered under the Factories 
Act and cottage industries will be exempted from the 
payment of the tax. The system will provide for a 
large number of exempted goods as well as, (in the case 
of sales tax being a State Subject), of exempted trans¬ 
actions like exports to outside the State and also perhaps 
to Government Departments. 

B. The Committee consider that, under the particular 
variety of single point system which they are 
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recommending sales tax will continue to be as significant 
a source of State revenue as at present and, it certain 
ether steps are also taken such as would minimise the 
chance of and inducement to evasion, sales tax may 
even yield a much larger revenue than at present. 

(ii) As stated above, the Committee are in favour 
of a single point tax levied at the source. 

(a) Consumer 

Single point tax will impose a lesser burden on the 
the consumers than the multiple point tax. The single 
point tax in West Bengal, for instance, is 3 pice in the 
rupee. If this is replaced by the multiple point tax, or 
say, 1 pice in the rupee, the burden will be heavier 
unless of course, the stages through which the goods 
pass were limited to a maximum number of three. 

As a matter of fact, however, there are large num¬ 
ber of goods which pass through more than three or 
four stages and, unless the rate of tax per rupee is 
fixed at a lower level than 1 pice in the rupee at each 
point, the burden will definitely be higher on the con¬ 
sumers than under the existing single-point system. 

Besides, the Committee do not rule out the possi¬ 
bility of a reduction in the existing rate of tax in West 
Bengal under the single point system, and they believe 
that, if at any time it is considered advisable to fix the 
total rate at the final point of retail sale at 2 pice in 
the rupee, there would be considerable complications 
in adjusting the rates at different stages of safe under 
a multi-point system. 

A further advantage of the single-point system to 
the consumer arises from the large number of exempt¬ 
ed goods which do not bear any tax at all at present.— 
an advantage which may not be available in the case of 
a multi-point system of taxation. 

(b) Dealer 

The multi-point system, though levied at a relatively 
low rate, is likely to place the dealers in a compara¬ 
tively disadvantageous position vis-a-vis the importer 
and manufacturer, as the latter will have the advantage 
of a lower rate of tax in the case of export to other 
States. Further, under the multi-point system even 
small dealers will not be excluded though it is hardly 
possible for such dealers to keep detailed accounts of 
sales, etc. On the other hand, the single-point system, 
as is now being administered in West Bengal, places the 
dealer's also under certain handicaps as the list of 
registered dealers to whom sales are to be made free 
of tax is not, at any particular point of time, complete 
and any dealer may, on the strength of a certificate 
(which may have since been cancelled), obtain goods 
from any registered dealer free of sales tax, thereby 
making the latter ultimately responsible for the pay¬ 
ment of the tax. Besides, many nen-bona fide parties 
manage to get their names registered and help non- 
registered dealers in getting their goods without pay¬ 
ment of sales tax, through their registration certificates, 
thereby getting some commission for same and also 
placing the genuine registered dealers in a disadvantage¬ 
ous position, as ultimately genuine registered dealers 
have to pay tax to the Government for sales made to the 
consumers or to non-registered dealers while non-regis- 
tered dealers obtaining the goods from non-bona fide re¬ 
gistered dealers will not have to pay any such tax. The 
system of registered dealers which is an inseparable part 
of a single-point system also makes it necessary for the 
dealers to maintain, an elaborate accounting system indi¬ 
cating sales to registered and non-registered dealers in 
separate ledgers. 

(c) Industry, trade, etc. 

The difficulties mentioned above under (b) are also 
generally experienced by industry, trade, etc. 

(d) Government 

Under the single-point system, as obtaining in West 
Bengal, the Government are losing much revenue on 
account of evasion of tax on a large scale. On the 
other hand, though, the scope for evasion is likely to 
be minimised under the multi-point system, the cost of 
administration will go up as the number of dealers to 
be covered will be very much more than under the 
single-point system. 

(3) (i) The existing system of sales tax undoubtedly 
leads to a greater burden being placed on the consumer 

n -n ls accoun ted for by the proceeds which accrue to 
the Exchequer. 

In the first place, the Committee believe that the 
system . necessarily implies a vast administrative 
machinery entailing proportionately much larger ex- 

coUected han ^ accoun ^ ec * for by the amount of the tax 

In the second place, the system leaves considerable 
scope for evasion and to the extent that the dealers who 
Payment of the tax, charge the amount of 
the tax to the price of the goods sold by them, the 
consumers pay tax which is not credited to the revenue 
of the Government. On the other hand, there are some 


dealers who do not add to their price the amount of 
the tax evaded, and, while not increasing the burden 
on the consumers, ne/ertheless under-quote their com¬ 
petitors who pay the lax to the Government and collect 
the same from the consumers. In the majority of cases, 
however, the dealers who evade the payment of tax 
to the Government add only a part of the amount of the 
tax to the price and, while under-quoting their com¬ 
petitors, also misappropriate a portion of the tax col¬ 
lected by them from the consumers. 

(ii) No. 

(iii) The Committee have no information. 

(iv) The chief complaint against the system of sales 

tax as obt lining in West Bengal is that it 
has left room for large scale evasion which 
has not on y placed the bona fide dealers in 
competitive disadvantage vis-a-vis the non- 
bonafide dealers but has also involved large 
financial losses to the Government. 

The Committee a-e, however, of opinion that the 
scope for evasion will be considerably minimised if sales 
tax is centralised. 

Question 130 

(i) No. 

(ii) If. as suggested below, a sufficiently large num¬ 
ber of articles are exempted altogether, it will not be 
necessary to impose special rates of levy, lower than the 
ordinary rate tor certain articles. The question will 
arise only in respect of those articles, mentioned in (iii) 
below, which are not so exempted altogether. 

(iii) In the opinior of the Committee all goods which 
are: — 

(a) essential for he life of the community, 

(b) raw material; for industry, and 

(c) so low priced in retail sales as would make 

sales tax fractional and incapable of being 
passed on to the buyer, and also imposing at 
the same time, in the aggregate, an undue 
burden on the dealers or manufacturers 
should be exempted altogether from the scope of the tax. 

As regards the essential goods, the Committee would 
point out that the exemption should cover all articles 
that enter into the life of the community, covering 
such Hems as food, clothing and housing. Reference 
may, in this connection, be made to the list of goods 
included in the S ihedule to the Essential Goods 
(Declaration and Regulation Tax on Sale or Purchase) 
A ^}’ *Ims Act was passed with a different 

objective, namely, of ensuring uniformity of rates of 
sales tax throughout India on the goods declared to 
be essential by the Act, but most of the Articles listed 
in the Schedule to the Act are such as would qualify, 
on a dispassionate study, for total exemption. The list 
li n0 '.*) 0 . wever :. exhaustive, and would require consider- 
ame additions for the purpose of total exemption. 

The Committee note that the following articles have 
been included in the list :— 

1. Cereals and pjlses in all forms, including bread 

and flour, ncluding atta, maida. suji and bran 
(except when any such article is sold in sealed 
containers >. 

2. Fresh and dried fruits, sugar-cane, coconuts, 

vegetables, edible tubers, vegetable and 
flower seeds, bulbs and plants, excluding 
orchids (except (i) any medicine prepared 
from any one or more of such articles ; and 
(n) when any such article is sold in sealed 
containers >. 

3. Fresh milk, whole or separate, and milk pro¬ 

ducts, inc.uding butter, ghee, chhana, khoa, 
biu exclucdng sweetmeats. 

4. Meat, fish and eggs (except when any such 

article is sold in sealed containers). 

5. Edible oils, and oilseeds from which edible oils 

are extracted. 

6. Gur. 

7. Salt. 

8. All cloth, woven on hand-looms, and all cotton 

cloth made in mills or woven on power-looms 
in which the count of warp yarn employed 

iingle t n ^o?ded b )° rder) * bel ° W 35s (whether 

9. Raw cottton, including ginned and unginned 

co-ton or kapas, cotton thread, cotton yarn 

and°me S sU aS ’ ’ iUte Seeds ’ raw iute * sun-hemp,’ 

10. Hides and skins. 

11. Fertilisers and manures, agricultural machinery 

and implements, including parts of such 
machmerj and implements. 

12. Cattle foods. 

13. Coal including coke and other derivatives 

petroleum and petroleum products, including 
kerosene and motor spirit. 
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14. Iron and Steel. 

15. Books, exercise books, slates and slate pencils 

and periodical journals. 

As has already been stated, the list is not exhaustive, 
and the Committee would suggest that it should be 
improved by including in it, among others, the following 
equally essential items many of which are, it may be 

noted, exempted from sales tax in West Bengal at 

present :— 

(1) Vanaspati (which is much cheaper than Ghee, 
included in the aforesaid exemption list), and 
is now a popular cooking medium ; 

(2) Water (but not aerated water and mineral 
water when sold in bottle or in sealed 

container) ; 

(3) Sago (i.e., any article sold in the market by 

the name of sago) ; 

(4) Cooked Foods other than cakes, pastries and 

Sweetmeats (except when sold in sealed 

containers) ; 

(5) Livestock, including poultry ; 

(6) Tobacco for Hookah ; 

(7) Quinine ; 

(8) Drugs and medicines except patent medicines ; 

(9) Fire Wood, one of the commonest fuel in the 

rural areas particularly for the preparation 
of food ; 

(10) Timber, Cement and Bricks, which are equally 

important, in some cases perhaps more than 
Iron and steel included in the exempted list, 
in providing cheap housing to the people ; 

(11) Electrical energy, which is as much a power 

generating agency as coal, etc., included in 
the exemption list; and 

(12) Matches. 

Question 131 

A. The Committee have all along been in favour of 
uniformity between the different States in regard to the 
imposition of sales tax. In advocating this uniformity, 
they have always laid greater stress on the desirability 
of removing restrictions on the free flow of goods from 
one State to another—a matter to which reference has 
been made in answer to Question No. 133. In so tar 
as the particular points mentioned in Question No. 131 
are concerned, the Committee would point out at the 
outset that the divergence in the system of taxation in 
different States, viz., multi-point or single-point, does 
not necessarily lead to lack of uniformity provided 
there is no difference in the rates ultimately charged at 
the retail stage or in the lists of exempted goods and 
transactions. 

There is, however, no doubt that if different States 
charge varying rates of tax, the wholesale market will 
be shifted to a State charging a lower rate. Much the 
same result will ensue from the different lists of 
exempted goods in different States. 

As for exempted transactions, the Committee have 
been informed that the sales made by dealers in West 
Bengal to the various Government Departments have 
recently been subjected to sales tax. "This is not in 
itself open to serious objection, but the withdrawal of 
the exemptions previously enjoyed by such sales can be 
justified only if sales to these authorities are also 
subjected _ to taxes by other States. For otherwise, 
suppliers in West Bengal and other States not enjoying 
such exemptions, will be placed in an unfavourable 
position vis-a-vis their competitors elsewhere. The 
Committee, however, recognise that there may not be 
much objection to tax these sales if they are also liable 
to tax in all the States. 

Complaints have, in this connection, been made 
about difficulties experienced by the suppliers in West 
Bengal in realising tax on sales of stores to the Direc¬ 
torate General of Supplies and Disposals. Though from 
11)50, the Central Government Departments agreed to 
pay tax on all deliveries within West Bengal, in terms 
ot the State Sales Tax law they refused in 1952, 
following an interpretation of Article 286 of the Con¬ 
stitution by the Attorney General, to pay taxes on 
deliveries to their local transit depots "for ultimate 
consumption outside the State. The Government of 
West Bengal, on the other hand, are demanding sales 
taxes on all deliveries within the State even though the 
ultimate consignee is outside ; and as a result of this 
difference of opinion between the Central and the State 
Governments, the suppliers are being put to unnecessary 
harassments and losses. 

It is necessary that suitable steps should be taken to 
bring about a uniformity in regard to all these points. 
The best method according to which this objective may 
be attained is being considered in the following section. 

B. As the Committee have already stated, lack of 
uniformity in rates and exemptions are not the only 


points in regard to which the system of sales tax, as 
prevailing in the country at present, is now open to 
criticism. The administration of sales tax has also 
given rise to a number of other difficulties, the most 
important of which are :— 

(i) the considerable scope for evasion of the tax 

which exists at present resulting in a large 
number of honest tax-payers being unfairly 
handicapped, and 

(ii) the harassments caused by the Government of 

one State in imposing their sales tax 
legislation on the dealers having their 
principal place ,of business in other States but 
exporting their goods to the former State. 

All these difficulties may be removed only if, apart 
from removing the factors which at present encourage 
evasion and, subject to the tax being levied at source, 
the Constitution is amended so as to include the item 
of sales tax as a whole in the Union List. The Com¬ 
mittee of the Chamber have, in common with other 
commercial organizations, all along been pressing for 
making sales tax a Central Subject. While unfor¬ 
tunately their demand in this respect was not accepted 
by the framers of the Constitution, the experience of 
the last few years has amply confirmed the apprehen¬ 
sion, expressed by the commercial community earlier, 
about the chaos that would be caused by the power 
given to different States to impose sales tax within their 
territories at rates and systems determined by them. 

In answer to question 127, the Committee have 
expressed their preference for a system of sales tax 
levied at the source. They have also indicated in 
appropriate place some of the difficulties which might be 
experienced in giving effect to this suggestion if sales 
tax remain as a State Subject. Some of these difficulties 
relate to the :— 

(a) payment of refund to dealers who, having 

already paid tax either to the manufacture 
or to the importer, would have to bear the 
burden when exporting the goods to outside 
the State, and 

(b) the collection of sales tax at the point of entry 

to a particular State. 

In the case of a Central tax, levied at source, it 
would be possible to provide, that all goods whether 
produced within the country (subject to the qualification 
mentioned in answer to Question No. 127) or imported 
from outside will pay tax at source, and while no 
exemption will be made in case of export from one State 
to another, no tax will also be collected at the point 
of entry to any State. If such a provision were made, 
the difficulties mentioned above will be completely 
eliminated. 

The further fact that the system of registered dealers 
as now in operation will be abolished, and also that the 
tax will be collected from :— 

(a) all manufacturers who are registered under the 

Factories Act and are as such even now 
under same administrative control, and 

(b) all importers, complete records about whom are 

maintained by the Customs authorities, 
will make the administration much simpler, cheaper, 
efficient and, the Committee would add, also honest. 
Tne harassments will be reduced to the minimum and 
the scope for evasion extremely limited. 

C. The Committee realise that the question of 
apportionment of the proceeds of a tax, levied by Central 
Legislation, to the various States is not an easy one. 
As some ot the States at present secure a much larger 
revenue from Sales Tax than others, they may quite 
conceivably feel apprehensive of loss of revenue as a 
result of loss of freedom to manupulate the rates of 
taxation and lists of exemptions or to change the basis 
of taxation from multi-point to single-point or vice 
versa. 

The Committee would, on the other hand, point out 
that, even under a Federal Scheme of Finance, as is now 
in operation in India, the comparative volume of State 
revenues as such has lost much of its significance as a 
result of the adoption of the Five Year Plan. The 
various Development Schemes in the Public Sector have 
been allocated to the Centre or the States according to 
the existing allotment of their respective resources. 
The Plan having been formulated in consultation with 
the States and finalised with their concurrence, the 
States can no longer be regarded as completely auto¬ 
nomous as was perhaps contemplated by the framers of 
the Constitution, and the question as to what particular 
source of revenue is to be allotted to the States should 
now be considered more as one of convenience than of 
distribution of functions under an orthodox Federal 
Structure. 

Subject to these observations, the Committee con¬ 
sider that the best way of apportioning the proceeds of 
the tax to the States would be to refer the matter to 
the Finance Commission for enquiry and recom¬ 
mendation. In examining the matter, the later may be- 
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asked to take into accont the origin of the tax and the 
consumption of the goods, subjected to the tax, in the 
different States in order that no unfair weightage is 
given either to the States where larger amounts of tax 
are collected or to those where the goods concerned 
are consumed. 

D. For reasons, already stated, the Committee are 
in favour of complete centralisation of Sales Tax, the 
proceeds being distributed among the different States on 
a fair basis. 

They have, in this connection, also examined the 
other alternatives mentioned in Question No. 131, and 
their views thereon are stated below :— 

(i) A formal or informal convention, if arrived at, 
will undoubtedly bring about some uniformity in regard 
to the rates of taxation and the exemptions. This 
procedure is, however, open to at least two objections, 
viz., 

(a) The convention may not be applicable to the 

particular system of taxation, viz., multi-point 
or single-point. Besides, the scope for 
evasions within the State and harassments 
will remain. 

(b) Lacking Constitutional sanction, the Con¬ 

vention may not always be strictly followed 
by some States which may, for some reason 


At the same time in the existing circumstances of 
different systems of Sales Tax in the various States, 
with full right for the States to vary the lists of 
exemptions and rates of taxation, a Central Act ensuring 
uniformity of rates in respect of a number of com¬ 
modities will, if properly framed, restore some order 
in the chaos. 

The principles which should be followed in deter¬ 
mining the list are that all goods which are essential 
for the life of the community and which are used as 
raw materials for the manufacture of essential goods 
should be brought within the scope of the relevant Act. 
Particular attention should be given to food, clothing, 
housing, education and medical treatment of the poorer 
sections of the people, and those items which, by their 
nature, quality and price, enter into their life should 
be brought within the scope of uniform taxation. 
From this point of view, the exclusion of Vanaspati, 
Firewood, Cement, timber, bricks, drugs and medicines, 
from the list appears to be rather unfortunate. 

D. As mentioned above, the scooe of the provision 
contained Clause (3) of Article 286 should be extended 
also to “ essential articles ” which had been subject to 
sales tax before the Essential Goods Act come into 
force. 

Question 133 


or other, consider it necessary to vary the 
rates and the lists of exemptions. 

Besides, if the States agree to establish a Con¬ 
vention which they have every intention to honour, they 
may also agree to an amendment of the Constitution. 

(ii) Central Legislation, promoted at the instance of 
two or more States, will serve the same object as 
Central Legislation for all the States, as envisaged in 
sub-para, (iv) but only with a limited scope. Com¬ 
plications will remain in the States which would not 
join the scheme and in respect of transactions 
between these States inter se and between those States 
and those which would enter into agreement. 

(iii) The extent to which Constitutional amendment, 
so as to include certain basic matters connected with 
sales tax in the Concurrent List will be able to solve 
the problem will depend upon the nature of the “ basic ” 
matters to be so covered. Besides the constitutional 
limitations of concurrent jurisdiction over matters in 
respect of the existing State Laws will also have to 
be examined. 

(iv) Haying regard to the observations made above, 
the Committee are of opinion that an amendment of 
the Constitution so as to include Sales Tax in the Union 
List is the best solution. The reasons have been 
elaborated in B above. 

Question 132 

A. The need for retaining Article 286 in the 
Constitution arises out of the existing Constitutional 
pattern of Sales Tax and w.ould be obviated if it is made 
a Central subject. 

B. Not much uniformity has been achieved in regard 
to exemptions (in favour of “ goods essential for the life 
of the community ”) under Clause (3) of the Article 

i C m Use Essential Goods (Declaration and Regulation 
of Tax on Sale or Purchase) Act, which was passed two 
years and a half after the inauguration of the Con¬ 
stitution and received the assent of the President on 
the 9th August 1952, confines the scope of the Act only 
to those State Laws which may be made after the com¬ 
mencement of the Act. All the existing taxes even on 
the goods declared by the Act to be essential may 
continue with immunity. The long time lag between 
me inauguration of the Constitution and the enactment 
of the Act has further given an opportunity to a few 
States to make further changes in their respective laws, 
while the interval between the publication of the draft 
Bill and its final passage had also enabled some of 
those States to anticipate all that has now been done 
by the Centre. 


(a) ihe inclusion of Article 286 in the Constitution 
was at the time hailed as a great concession by the 
commercial commun ty who had naturally been dis- 
apointed at the rejection of their basic demand for 
centralisation of Sales Tax. But, as in the case of 
essential goods, the relevant provisions relating to Inter- 
State Commerce have also failed to achieve the objective 
which the framers of the Constitution had in mind. 
The judgments of he Supreme Court have clearly 
shown wha.ever might have been the intention of the 
Constituent Assembly, the Article has not removed 
impediments to inter-State trade and commerce for it 
gives power to a State to collect sales tax from dealers 
in other States on their sales to the dealers in the 
former State, even though it is convenient for all con¬ 
cerned if the tax is collected only from the dealers 
residing within the State. As a result, dealers in one 
State have not only to be registered under the Sales 
lax Laws of a number of other States but also to be 
conversant with the lates of taxation, lists of exemptions 
and other _ rules and regulations in all these States 
which, again, are subject to changes from .time to time. 
They will also have to maintain separate books of 
accounts' in respect of sales to different States. 
Further, they may be required to produce books and 
present themselves oefore the Taxing officials of the 
outside States, sometimes conceivably at the same time. 
Apart from the harassments thus caused to these 
dealers the power thus predicated to the States 
definitely obstructs i'lter-State trade and commerce. 

The Committee dc not feel competent to make specific 
suggestions regarding the remedies which may remove 
the defects in the Constitution, but they feel that the 
Commission will carefully examine the judgments of 
the Supreme Court and make their own suggestions in 
the ligh„ of the issues raised therein. 

(b) The Committee believe that unless it is possible 
to centralise sales rax, it would be much better to 
provide for a Purchase Tax in order that the tax juris¬ 
diction of each State might be confined to parties 
residing within the State. 

The Committee are not in favour of a mixed system 
in which purchases should be taxed in certain cases 
and sales in certain others. This would not, in their 
opinion, be practicable and will also introduce a number 
of complications. 

Question 134 

The Committee have already answered this question 
m the affirmative. The only effective solution would 
be centralisation of sales tax. 


It is understood that, following the Finance Ministers’ 
Conference held in October last year, the Government 
of India had requested the State Governments to amend 
their pre-existing laws so as to bring them in conformity 
with the spirit of the Essential Goods (Declaration and 
Regulation of Tax on Sales or Purchases) Act but, as 
far as the Committee have been able to ascertain, 
nothing much has been done by the State Governments 
in this respect. The Government of India also have, 
in a letter to the Federation of India Chambers of Com¬ 
merce and Industry, expressed their inability to do 
anything more in the matter as the Act does not apply 
to the pre-existing State Laws and the decisions to 
amend such laws as proposed rests primarily with the 
State Governments concerned. 

C. The Committee are of opinion that the list of 
the goods included in the Schedule to the relevant Act 
is on the whole satisfactory. But as they have already 
stated, most of these goods would qualify for exemotion 
whether under a Central Act or the State Laws. 


Question 135 


State Excises 


(a) (i) The Committee had dealt in detail in their 
preliminary memorandum with the system of levy of 
State Excise Duties n different States. For the purpose 
of ready reference the observations made by them in 
the aforesaid memoiandum are reproduced below. The 
Committee have no further comments to make on the 
question, except reiterating that it is absolutely essential 
to ensure uniformity in the matter between different 
States. 


Among the State Excise Duties, the most important, 
as far as trade and industry are concerned, are those 
imposed on the medicinal and toilet preparations con¬ 
taining alcohol. Th ? different rates of tax imposed by 
the various State Governments and the divergent pro¬ 
cedure followed by Ihem in exercising control have long 
been causing serious difficulties and have been adversely 
affecting the Industry. The stringent controls on some 
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of those preparations exercised by some of the State 
Governments to enforce their Prohibition policies, have 
also considerably complicated the matter. 

The Government of India constituted a Committee in 
1950 to report on the measures necessary to ensure that 
such preparations are sold everywhere as far as possible 
at the same price and for eliminating the difficulties in 
the flow of products from one State to another owing 
to diversities in rules regarding transportation and rates 
on duly. 

The report submitted by this Committee sometime 
back has only been recently published in a summary 
form. The Committee are reported to have recom¬ 
mended the fixation of uniform rates of duty on 
medicinal and toilet preparations containing alcohol. 
The Taxation Enquiry Commission will, no doubt, be 
supplied with copies of this Report. 

The attention of the Committee has, in this con¬ 
nection, been drawn to a Press Report that the various 
State Governments, to whom the recommendations of the 
Committee were circulated by the Central Government in 
July 1952, have already implemented the following 
interim recommendations of the Committee :— 

(1) A uniform rate of excise duty of Rs. 5/- per 

proof gallon should be levied by all the State 
Governments on purely medicinal pre¬ 
parations which are not capable on use as 
alcoholic beverages ; 

(2) A uniform rate of excise duty of Rs. 17/8/- per 

proof gallon should be charged by all the 
State Governments on 

(a) medicinal preparations capable of being used 

as alcoholic beverages, and 

(b) toilet preparations. 

The Committee have, on the other hand, been 
informed that this Press Report is not entirely correct. 
It has, for instance, been stated that the rates of duties 
for quasi-medicinal preparations (i.e., medicines which 
can be used for purposes other than medicinal) are still 
different in different States, as will be evident from 


adopted such a policy, against the financial difficulties 
that may arise as a result of Prohibition. 

(b) As already stated above, excise duties on 
medicinal and toilet preparations containing alcohol have 
not so far been levied by the Centre, and the auestion 
of co-ordination between the levy of such Central 
excises and of State excise on alcoholic liquors does not 
arise. 

The Committee would, however, draw attention to 
the fact, already stated by them that the stringent 
controls on some of these medicinal and toilet pre¬ 
parations containing alcohol exercised by some of the 
State Governments to enforce their Prohibition policies 
have imposed considerable difficulties on the concerned 
industries. As an instance, they would draw attention 
to recent order issued by the Governmnet of Bombay 
permitting the mass felling of Mowra trees in the State. 

The principal oils used by the Soap Industry are 
coconut oil, groundnut oil, palm oil and mowra oil. In 
view, however, of the comparative scarcity of coconut 
oil and groundnut oil, which are also used for human 
consumption, the Government of India have themselves 
recognised the need for plantation of mowra trees on a 
mass scale in order that edible oils may be released 
for human consumption as far as possible. The Com¬ 
mittee also understand that, in pursuance of this policy, 
some of the State Governments had included mowra’ 
trees amongst species recommended for planting on the 
occasion of the Vana Mohotsaba Celebration. Unfor¬ 
tunately, however, the Government of Bombay have 
recently issued orders for mass felling of mowra trees 
m the State in order to prevent the flowers from being 
used for illicit distillation, and they are reported to have 
adopted a plan of cutting down trees during the course 
of the year. This action of the Government of Bombay 
have naturally accentuated the shortage of vegetable 
oils already caused by a short crop of groundnut oil 
referred to above, and the prices of all vegetable oils 
are naturally likely to be affected by a large concentrated 
demand from a number of industries on a limited 
supply of same. 


Table III appended to this memorandum. 

Attention has, in this connection, been also drawn to 
the fact that every State has a list of quasi-medicinal 
preparations of its own. This facilitates smuggling from 
the cheaper source, resulting in the loss of revenue 
to the State Governments, apart from causing hindrance 
to the free flow of goods from one part of the country 
to the other. It has, in this connection, been complained 
that, in the name of Prohibition, various obstacles on 
flimsy grounds are being put by officials in the 
“ Prohibition States ”, thereby retarding the sales of 
spirituous medicines and other preparations. 

It appears from the summary Report of the Enquiry 
Committee, as published in the Press that, in order to 
achieve further uniformity in rates, the Enquiry Com¬ 
mittee have urged that common lists of restricted and 
unrestricted preparations should be prepared so that 
the same preparation is subject to uniform rates of 
duty in different States, subject, however, to the 
maximum duty of Rs. 17/8/- per proof gallon, leviable 
on such preparations. 

The question as to how far these recommendations 
and the actions proposed to be taken thereon by the 
Government will meet the situation will have to be 
carefully considered. 

Mention may, in this connection, be made of the 
entry No. 84 in the Union List of subjects in the 
Constitution of India and Article 268, according to which 
excise duties on medicinal and toilet preparations con¬ 
taining alcohol, opium, Indian hemp and other narcotic 
drugs and narcotics to be levied by the Central 
Government, but collected by the States within which 
such duties are leviable and appropriated by the latter. 

No action appears to have been taken to implement 
this mandatory provision of the Constitution. 

(ii) The Committee are of opinion that, at a time 
when the Government require additional funds for 
financing their development schemes, it is not proper 
that an important source of revenue like excise duty on 
alcoholic liquors should be relinquished by the various 
States. It has been reported that the policy of 
Prohibition which has been in operation in certain States 
has led to much illicit traffic in liquors. It is not 
evidently possible for the Committee to state as to how 
far this report is true. But they would point out that to 
the extent illicit traffic in liquors has been encouraged, 
the primary objects of the respective Governments have 
been nullified simultaneously with the relinquishment of 
considerable revenue on this account. 

The Committee are not aware as to how far, in view 
of Article 47 of the Constitution of India, it would be 
possible for any State to reverse the Prohibition policy 
already initiated by them. But they would like to 
impress on the Taxation Enquiry Commission the need 
for cautioning the other States, which have not so far 


Question 136 


General 


Section 23 of the Sea Customs Act empowers the 
Central Government to exempt from time to time, by 
Notification in the Gazette, any goods imported into or 
exported from India, or into or from any specific port 
therein from the whole or any part of the customs 
duties leviable on such goods. According to Section 12 
of the Central Excise and Salt Act, 1944, any of the 
provisions of the Sea Customs Act relating inter alia 
to the levy of or an exemption from customs duties may 
r ^ ky the Central Government for the purpose 

of the imposition of Central excise duties. Further 
Section 4A of the Indian Tariff Act, 1934, empowers the 
Central Government to levy export duty on any article 
or increase the existing duties, if they are satisfied that 
such an action should be taken. 

As regards import duty, attention may be drawn to 
°“ e amendment, which was made in March 1951, of 
the Indian Tariff Act 1934 inserting a new Section 3A 
empowering the Central Government to levy protective 
duties on any goods imported into India in respect of 
which a recommendation has been made by the Tariff 
Board. As far as the Committee have been able to 

explSTn March e r a st ° n n0t ren6Wed after lts 

Government 01 ,,/ ^Indfe 6 KJ 

excise 35 dSties ed n Cing 0r w ! thd f awing the e°xport Tnd 
romtfr, ; les ° n any Particular commodities should 
remain, in order that suitable action may be taken 

internafinnai th 'f il ^ ern f l1 conditions about production or 

chlnee 1 AsSW a u° n regard to , the exported articles 
cnange. As they have, however, already suggested this 

Mrl er inH OU !t b t e exerci | ed hy the Government with due 
all relevan^fnet 011 ?* nd after taking into consideration 
set un a tS ' *1 - ls nec essary for this purpose to 

up ? suitable machinery to watch over the condition 
afPfa C K Iar trade and industry in so far as they are 
affected by conditions either internal or external. 

In so far as import duties are concerned, while the 
Government have powers conferred by the Sea Customs 
Act to exempt any article either wholly or partly from 
the payment of the duty, the power to levy or increase 
import duties should be exercised only on the re¬ 
commendation of the Tariff Commission. Such extra¬ 
ordinary powers are necessary in order that an industry 
may not have to suffer serious losses due to the delay in 
taking action, the desirability of which has been already 
examined and endorsed by an expert body like the 
lanff Commission. 

Question 137 

Subject to the observations made in reply to 
Question 124, the Committee would answer this question 
in negative. 
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Question 138 

The Committee agree, in principle, to the taxation of 
“ luxury ” articles at specially high rates. But they have 
no suggestion to offer in regard to the particular articles 
which may be so taxed. 

ANNEXURE I. 

IMPORT DUTIES ON RAW MATERIALS 
Question 104 (ii) 

(a) Import duty on Lactic Casein 

The Plywood Industry has been suffering considerable 
difficulties on account of high import duty on casein, 
one of its essential raw materials next in importance 
only to timber. The import duty on casein is charged 
at the rate of 30 per cent, ad valorem (plus 5 per cent, 
surcharge) which, at the existing level of C. I. F. prices 
of the imported stuff, works out at Rs. 450—Rs. 500 
per ton and is proving too heavy for the Industry to 
bear. 

Import duty on casein is being assessed under 
I.C.T. Item No. 87 “ all other articles not otherwise 
specified ”. Assessment under this item might have 
been justified at the time when import of casein was on 
a very small scale. But not that casein is being im¬ 
ported on a large scale for use by the well-developed 
local plywood industry, it is desirable that casein should 
be separately classified and assessed at a low rate .of 
duty, not exceeding 15 per cent, ad valorem. 

(b) Import duty on Soda Ash 

The Glass Industry, of which Soda Ash is one of 
the most important raw material is experiencing serious 
maladjustment between the cost of production and 
selling price resulting in huge losses to the individual 
factories. While the cost has increased by about 300 
per cent, on an average as compared to 1938, the selling 
price has risen by not more than i00 per cent. This 
rise in the cost is stated to have been caused by a 
great rise in the prices of raw materials, particularly 
of Soda Ash. The price of the latter has risen from 
Rs. 130 per ton in 1938 to about Rs. 375 (imported) 
and Rs. 446/4/- (indigenous), the current market price. 
On the other, hand, the industry is facing increasing 
buyers’ resistance both within the country and overseas, 
and stocks are accumulating. In fact, the cost of 
production of glassware in other foreign countries being 
much lower, the Indian product are being priced out 
in overseas markets. If. therefore, the Industry is to 
retain its market, steps should be taken to bring down 
prices of Soda Ash. To this end, the Committee would 
suggest that the Customs Duty of imported Soda Ash 
should be refunded or at least substantially reduced, as 
was done in the early thirties. This would not 
adversely affect the interest of the indigenous Soda Ash 
Industry, provided simultaneously the following 
measures are also adopted :— 

(i) There should be quantitative regulation of 

imports of Soad Ash to cover only the short¬ 
fall in indigenous supply. 

(ii) The import of light Soda Ash which only is 

manufactured in this country should be 
totally banned and the import of only heavy 
Soda Ash should be allowed subject to 
condition (i) above. 

(iii) Consumers of Soda Ash who have not to 

undergo any technical difficulty in utilising 
indigenous light Soda Adh should not be 
allowed to have any quota of imported heavy 
Soda Ash. 

(iv) Those consumers, who generally require heavy 

Soda Ash, should be asked to consume a token 
quantum of indigenous light Soda Ash also, 
consistently with technical suitability, opera¬ 
tional efficiency and economy of production. 

(c) Import duty on Borax 

The indigenous Enamel Industry is greatly handi¬ 
capped in developing export market on account of heavy 
duty on imported chemicals used in the manufacture 
of enamelwares and the consequent rise in its cost of 
production compared to that of its competitors in other 
countries. The import duty on Borax an important 
chemical used in the industry, is for instance 25 per cent 
and constitutes about 40 per cent, of the total cost of 
the enamels and 20 per cent, of the total cost of the 
raw materials, including steel, used in the manufacture 
of domestic enamelwares. On the other hand, the 
Enamelware Industry in Japan has not to pay any duty 
at all on imported black sheets for the Enamel Industry. 
Besides, its labour cost is also less. Naturally the 
Industry in Japan with its lower cost of production is 
capturing the overseas market at the expenses of the 
Indian Industry have further been accentuated on 
account of limited imports (15 per cent, of nast 
imports) on Borax being allowed direct from the U.S.A. 
which has practically the world monopoly of the com¬ 
modity. As a result of the ban, crude Borax puchased 
from the U.S.A. or other sources is being imported into 


Britain and exported therefrom, after being refined, to 
other countries including India, which has naturally 
caused a very high ir crease in the cost of Borax. This 
high initial cost is again further increased as a result 
of the high rate of import duty referred to above. The 
Enamel Industry in Japan has not, however, to suffer 
a similar handicap as it can import Borax direct from 
U.S.A. at cheaper rates. 

The Committee feel that there is a strong case for 
allowing a drawback of customs duty on imported 
chemicals, particularly Borax, used by the Enamelware 
Industry. In this connection, they would also like to 
invite attention to the recommendations which had been 
made in 1945-46 by Sri Nagarwalla, the then Collector 
of Customs, Calcutta, who had at the time investigated 
the matter under dire ctions of the Ministry of Finance, 
to allow drawback of customs duty on imported 
chemicals used in the Enamelware Industry. 

(cl) Import duty on Alloy Steel 

At present there is a protective duty on Alloy Tool 
Steel of 3U per cent, ad valorem in case of British 
manufacture and 44-1/10 per cent ad valorem in ease 
of imparts from other countries, even though the article 
is not jet manufactured in India and the manufacturers 
of small tools have to depend entirely on imports from 
abroad. The action of the Government of India (as per 
their notification No. 170-Customs, dated the 17th 
December 1949), in reducing the duty on certain cate¬ 
gories of alloy steel, viz., bright drawn and polished drill 
rods presumably with a view to give relief to the 
small iools industry has not actually been of any 
benefi': to the small tools industry, as bright drawn and 
polished drill rods art never used by the industry. 

The types of stee; which are used in the manufac¬ 
ture of small tools are either black rolled bars or 
centre-less ground bars. If, on the other hand, bright 
drawn and finished bars are to be used for manufacture 
of small tools, they will have to be heat-treated in¬ 
volving losses on account of the consequent conversion 
of such bars, which are high priced ones, into black 
rolled bars or centre-less bars which are low priced 
ones, not to speak of unnecessary labour and expenses 
for such heat-treatment. Besides, bright drawn bars as 
a rule are not manufactured over f" diameter while 
for manufacture of small tools bars of as much as 6" to 
&" diameter are required. 

It is, therefore, necessary that the import duty on 
alloy steel irrespecthe of the types, should be reduced 
to a sufficiently low level so as to give relief to the 
indigenous small too s industry. 

(e) Import duty on Carbon Black 

Carbon Balck, which is an essential raw material 
for all kinds of rubber products is subjected to an im¬ 
port duty of 311 per cent. By a notification issued in 
February ’51, however, the Government of India 
have permitted the manufacturers of rubber tyre to 
import the article du.y-free. While this is undoubtedly 
a step in the right direction, there is no reason why 
the benefi; should nc t be extended to the manufacture 
of other kinds of ruober products as well. 

(f) Import duty on Fatty Acid and Hardened Fatty 

Acid 

While there is no duty on tallow, a raw material 
for the Soap Indust y fatty acid and hardened fatty 
acid which are used as tallow by the Industry (mainly 
in areas where there is a prejudice against the use of 
animals fats) have been subjected to a duty of 31 i per 
cent, ad valorem under I.C.T. Item No. 87, thus un¬ 
necessarily raising the cost of soaps. As a result, the 
over-all interests of the industry as also of the con¬ 
sumers who have piejudice against the use of soaps 
containing tallow witr animal fats have been adversely 
affected. The Committee would, therefore, suggest that 
the import of Fatty Acid and Hardened Fatty Acid 
should, like tallow, be duty-free. 

(g) Import duty on Gas-filled Cylinders. 

While there is no import duty on gas (a raw 
material for the Lamp Industry) as such, the Cylinders 
in which this gas is filled is, if new, subjected to an 
import duty of 31j per cent, under I.C.T. Item No. 
63(28). It has been represented by the Lamp Industry 
that the imposition of this high import duty on gas-filled 
new cylinders raises the cost of gas and ultimately, of 
the finished products To avoid payment of this high 
import duty, M/s. Cb ygen and Acetylene and Co., Ltd., 
who import gas on jehalf of the Lamp Industry, are 
getting supplies of gases under the Cylinder Circulation 
Sysiem. Upon impoit, the Cylinders containing gases 
are stored in the factories of the Company and dis¬ 
tributed to the consumers as and when required, and 
when the Cylinders are empty they are returned to the 
Company, who desp; tch them in batches to the sup¬ 
pliers overseas for refilling and return. As the 
Cylinders, which are mported within one year of export 
from India, are alloyed duty-free entry, importation of 
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gas under this system is undoubtedly more economical 
than importation of gas in new Cylinders. Such im¬ 
portation is nevertheless costly as it involves un¬ 
necessary expenditure on account of freight, insurance, 
etc. on the outward despatch of the empty Cylinders 
from India, and also delays supply, apart from un¬ 
necessarily blocking a large number of Cylinders in 
the country. It has, therefore, been suggested that 
new Cylinders filled with gas should be allowed to be 
imported duty-free or, at least, on payment of an im¬ 
port duty of 5J per cent, ad valorem under I.C.T. 
Item No. 72(3), to which new Cylinders, if imported 
empty, are subjected. This would give some welcome 
relief to the harassed Lamp Industry. 

(h) Import duty on Methyl and Iso Propyl Alcohols 

As has been stated in reply t.o Question No. 103. 
Methyl and Iso Propyl alcohols are non-edible spirits 
required generally for industrial purposes, but they are 
classified as Spirits (other than denatured spirits) 
under item No. 22(4) of the Indian Customs Tariff and 
the duty is levied at exhorbitant rates as for potable 
spirits. This is not justified. The item should be 
classified as “ Chemical ” under Item No. 28 and the 
duty levied as such. This was also recommended by 
the Excise Expert Committee, which was appointed by 
the Government in 1950 to consider matters relating to 
excise duty on spirituous preparations. 

(i) Import duty on raw materials for the Perfumery 

Industry 

As has been stated in reply to Question No. 103, 
some of the raw materials for the Perfumery industry, 
such as Resinoids Patchouly leaves, Rose Flowers, Dried, 
Ambergris, Absolutes, Concrete, etc., are at present 
classified under “Perfumery” I.C.T. Item No. 31(5) 
and assessed to a duty at the rate of 62§ per cent., 
even though they are industrial raw materials and not 
perfumery as such. The imposition of this high rate of 
duty on this raw material is not justified, as this is 
leading to rise in the cost of indigenous production 
of perfumery goods to a considerable extent. 

<j) Impart duty on Beech Wood for Card Staves 

While Beech Wood is allowed to be imported duty¬ 
free for its use in the manufacture of bobbins and 
shuttles 1 , it is assessed at the rate of 31i per cent 
ad valorem if used in the manufacture of Card Staves, 
which are as much an essential wooden store for the 
textile industry as the other two items. It has been 
represented that, as a result of the duty, cost of the 
indigenous industry manufacturing wooden staves has 
gone high compared to that of the foreign suppliers, 
and the indigenous products, as a result, are being 
Driced out of the market. The Committee would, 
therefore suggest that the import duty on Beech Wood 
for manufacture of Card Staves should be waived. 

(k) Import duty on Coconut Oil 

The import duty on Coconut Oil, the basic raw 
material of the Soap Industry, was reduced in November 
1951 from 435 per cent ad valorem to 31J per cent 
ad valorem (standard) and from 31J per cent to 21 
per cent, preferential. It has, however, been repre¬ 
sented by the Soap Industry that the duty on Coconut 
Oil is still very high as the cost of the article 
represents about 60 per cent of the finished products 
and should be brought down to a reasonable level. 
Mention may, in this connection, be made of the fact 
that _ the import duties on some other raw materials 
required by the Soap Industry have been considerably 
reduced ; for instance, in May 1953, the standard rate 
of duty on Palm oil was reduced from 43 f per cent 
ad valorem to 10 per cent, while the preferential rate 
of duty at 31J per cent, ad valorem on imports from 
British Colonies was altogether abolished. The Com¬ 
mittee would, therefore, suggest as a part of the policy 
now being followed in respect of import duties on raw 
materials for the Soap Industry, the duty on Coconut 
Oil should also be reduced. 

(I) Import duty on Natural Essential Oils 

The import duty on Natural Essential Oils and 
Citronella Oil which are at present levied at 31J per 
cent, ad valorem, and 37i per cent, ad valorem res¬ 
pectively should be substantially reduced as these oils 
are the very basis of important Essential Oil, Aromatic 
Chemical and Perfumery compound industries. 


ANNEXURE II. 

EXPORT DUTIES ON CERTAIN COMMODITIES 
Question 113 

(a) Eport duty on Mustard Oil 

The export duty on Mustard Oil, which is 0-3-0 per 
lb. and is equivalent to about 30 per cent of the value 
of the oil. should be removed. So long Mustard Oil was 
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mainly exported to Eastern Pakistan, but now-a-days a 
good number of oil mills have sprung up in Pakistan 
and the Government of that country is not also 
encouraging import of Mustard Oil from India. In fact, 
in the current import licensing policy issued by tha 
Government of Pakistan no provision has been made for 
import of oil from India. While the Oil Mills Industry 
does not hope for revival of market in East Pakistan, 
it is, on the other hand, receiving enquiries from other 
countries, and even U.K., for supply of Mustard Oil. 

But the Industry is not in a position to take advantage 
of the growing demand of Mustard Oil in other 
countries as Indian prices, because of the export duty, 
have always been found to be very high by the buyers 
in comparison to the prices of Swedish and Chinese 
Oils. Thus, in U.K., Indian Mustard Oil is being 
quoted at £154-0-0 per ton as against £131-0-0 and 
£117-0-0 for Swedish and Chinese oils respectively. 
The Export Duty on Mustard Oil should, therefore, be 
totally abolished. 

(b) Export duty on Castor Oil 

The export duty on Castor Oil. which is levied at 
Rs. 300 per ton, representing about 20 per cent of the 
value of the goods, should be suitably reduced. At 
present, Indian Castor Oil is being quoted at 19 cents 
per lb. c.i.f. U.S.A., as against German and Brazilian 
oil at 17i cents and 18 cents respectively. Attention 
may also" be drawn to the fact that the quality of 
Brazilian oil is much better than that of the Indian 
oil. While, on account of the existing duty loss of 
Indian business has not been appreciably felt, it is 
essential that the duty should be suitably reduced, so 
that the Indian prices of Castor Oil are maintained as 
much competitive as possible. 

(c) Export duty on Hospital Rubber Sheetings 

A duty of 10 per cent, ad valorem was imposed in 
December last on certain rubber sheetings which were 
so long treated as free goods on the ground that the 
item, in the opinion of the Customs authorities, came 
within the category of “ cloth ”, Item No. 6 of the 
Customs Export Tariff Schedule. Some of the 
exporters having represented to the Calcutta Customs 
authorities that, technically speaking, rubber sheetings 
could, by no means, be termed as ‘‘cloth”, the latter 
have allowed the export of rubber insertion sheetings 
free of duty as an interim measure, but have not yet 
made any final decision with regard to classification 
of hospital rubber sheetings and imposition of duty on 
the same, even though the matter has been pending for 
quite a long time. The Customs authorities are stated 
to have asked the parties concerned to make shipment 
of consignments of hospital rubber sheetings on pay¬ 
ment of duty under protest. This has created an 
uncertain and confusing situation. Shipments are being 
held up; foreign buyers are cancelling their orders 
and the exporters are being subjected to heavy financial 
losses. For the following reasons, the Committee are 
strongly of opinion that hospital rubber sheetings 
should be classified as rubber manufactures and not as 
cloth and, therefore, be exempted from the duty. 

According to the definition of “ cloth ”, as given in 
Item 6 of the Export Tariff Schedule, “ cloth ” means 
“ cloth of any description manufactured either wholly 
from cotton or partly from cotton and partly from any 
other substance and containing not less than 10 per 
cent of cotton by weight ”, It follows from the de¬ 
finition that any material to be called “ cloth ” should 
primarily be used for the purpose for which cloth is 
used and should contain at least 10 per cent of cotton 
by weight as distinguished from other textile fabric® 
such as silk fabrics, woolen fabrics, etc. Considered 
in this light, rubber sheetings, be they hospital rubber 
sheetings or rubber insertion sheetings, can, by no 
means, be termed as cloth. These sheetings are de¬ 
finitely processed and mainly manufactured from 
rubber. The textile insertion, which is used for binding 
raw rubber with other pigments in order to increase 
the flexibility and strength of the sheetings is negligible 
in quantity and loses its identity in the finished pro¬ 
ducts. Further, the purpose for which the finished 
products viz., rubber sheetings are used are totally 
different from that for which cloth is used. There are 
also many other articles such as rubber cloth, nitro¬ 
cellulose coated binding cloth, rubber hoses, tyre etc. 
which, though inserted with textiles to some extent 
during the processing, are not classified as cloth. In 
fact, the Government of India in the Ministry of Com¬ 
merce and Industry have classified them as rubber 
manufactures in their import/export licensing policy. 
As stated earlier, the Calcutta Customs authorities also 
were prima facie satisfied with the contention that 
rubber insertion sheetings are in fact rubber manufac¬ 
tures and not cloth and also allowed the export of the 
same free of duty. In view of this, and in view of the 
fact that there is hardly any difference between rubber 
insertion sheetings and hospital rubber sheetings, there 
is no reason why the latter item should not also be 
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treated as rubber manufacture and allowed export free 
of duty. 

In the second place, the classification of rubber 
hospital sheetings as cloth and the consequent im¬ 
position of the export duty on the same will make the 
Indian goods costlier in foreign market and the local 
exporters will find it impossible to compete with the 
overseas suppliers such as Japan, the U.K., Germany 
etc. In fact, already the foreign buyers are meeting 
their requirements from other supplies on account of 
India’s inability to supply them with goods at com¬ 
petitive prices and at proper time and export of the 
goods from the Calcutta Port, since the imposition of 
the duty, is stated to have come to a standstill. 
Attention may, in this connection, be drawn to. the fact 
that the export market in rubber sheetings in South 
East Asiatic countries was developed by the Indian 
exporters after a good deal of sustained efforts and 


once these markets are lost to foreign suppliers, it will 
be very difficult to regain them. 

(d) Export duty on Waterproof Cotton Canvas 

The export duty on Waterproof Cotton Canvas, which 
is at present 10 per cent, ad valorem, should be totally 
withdrawn with a view to maintain the export trade. 
It has been represented that this duty, coupled with a 
fairly high import duty on the goods in the importing 
countries, has made the prices of the Indian goods 
almost prohibitive, and, as a result, goods from other 
contries, particularly from Japan, is gradually pushing 
out the Indian-made materials from the markets of 
Burma, Malaya, Hongkong, Siam, East Africa, and the 
Middle East. The following comparative c.i.f. prices for 
Indian and Japan male waterproof cotton canvas goods 
are illuminating :— 


Quality. 


Average Indian 
Prices. 


Average Japanese 
Prices. 



Attention may be drawn to the fact that whatever 
quantity is at present being exported consists either of 
Tarpaulins on which no export duty is charged or of 
waterproof canvas against outstanding commitments that 
cannot be repudiated. It is, therefore, suggested that 
the export duty should be totally abolished so that the 
indigenous waterproofing industry, which is an infant 
one, may maintain and develop its overseas markets. 
Attention may also be drawn to the fact that the classi¬ 
fication of “ waterproofed Cotton Canvas ” as cloth by 
the Ministry of Finance for the purpose of duty is rather 
anomalous, as the Ministry of Commerce and Industry 
had issued a Notification on the 30th August 1952, exclud¬ 
ing synthetic waterproof canvas from the category of 
cloth. 

(e) Export duty on Stockinettes or Hosiery Knitted 

Fabrics in rolls 

In 1951 an import duty on 25 per cent, ad valorem 
was charged by the Customs authority on exports of 
Hosiery knitted fabrics in rolls as the item came, in 
their opinion, under the category of cloth as defined in 
the Customs Tariff Schedule. As a result of the duty, 
however, the cost of Indian hosiery fabrics became 
higher than that of other competitors, and export of 
the items to overseas market, namely, to New Zealand 
and Australia where there is a big demand for the same 
(estimated at Rs. 2 crores worth of goods annually) 
virtually came to a standstill. The subsequent reduction 
in the export duty on cloth (and consequently also on 
hosiery knitted fabrics in rolls) in January 1953 to 10 per 
cent has not helped in the revival of the exports of 
the latter item, as India’s prices are still found to 
be uncompetitive. The Committee have been informed 
that while the Indian manufacturers are now quoting 
5s. 74 d. per lb. of stockinette c.i.f. or Rs. 3-12-0 with 
a margin of only 5 per cent profit on ex-factory price, 
the U.K. is offering the goods at 5s. 3Jd. per lb. less 
24 per cent, discount to the importer. There is, there¬ 
fore, not much scope for the export of Indian hosiery 
goods to these countries unless there is substantial 
advantage in price. As, however, the indigenous in¬ 
dustry has no scope for economy in its cost of pro¬ 
duction so as to enable it to compete with U.K. industry, 
and as further there is no duty on export from the U.K., 
it is necessary that the export duty on the stockinettes 
should be withdrawn. 

Attention may also be drawn in this connection 
to the fact that the production capacity of the in¬ 
digenous industry is very much more than the demand, 
and it is working only 30 per cent of the capacity on 
8-hour shift. To the extent export is facilitated by 
the withdrawal of the duty, the indigenous industry 
will also be able to utilise much of its idle capacity. 

(f) Need for Imposition of Export Duty on Raw 

Myrobalan from India 

Though the Myrobalan Industries in other countries 
have to import raw Myrobalan from India, which is its 
only source of supply, the advantage which the Indian 
Myrobalan Industry has in the raw material cost com¬ 
pared to the foreign counterparts has been more than 
counter-balanced by certain other factors. 

Firstly, there being no export duty on raw Myro¬ 
balan from India, the foreign industries have to pay 
higher price for the raw material only to the extent 
accounted for by the freight rate. On the other hand, 
the Indian Industry is also suffering from a disadvantage^ 


on account of the preferential shipping freight being 
imposed on export of raw Myrobalan by the Shipping 
Companies. For instance, the freight on Myrobalan 
extract from India tc the U.K. is 160 sh. per ton of 20 
cwt. while that of crushed Myrobalan is only 101s. fid. 
per ton of 20 cwt., there being thus a difference of 
almost 60 sh. per ton. 

Secondly, the foreign manufacturers of Myrobalan 
Extracts have the advantage of disposing of their home¬ 
made Extract in liquid form to their tanneries in tank 
wagons, whereas the indigenous manufacturers have to 
convert the liquid Extract into either Solid or Powder 
form and pack the same in triple bags to ensure safe 
transit, all of which involve heavy cost. 

Thirdly, many foreign countries have imposed heavy 
import duties on Myrobalan Extract ranging from 8 to 
25 per cent, from Ind: a keeping, at the same time, import 
of raw Myrobalan free of duty. 

Naturally, the cost of Indian Myrobalan extract has 
become higher than that of foreign-made .Myrobalan 
extract, and the indigenous industry is unable to compete 
with the foreign manufacturers. The following figures 
of cost will illustrate this point: 

Landed Cost of Indian Solid Myrobalan Extract in U.K. 


3-Ton of Raw Material . 
Manufacturing Cost of 1 ton of 
Solid Extract including the cost 
of packing naterial and that 

£31 

of transport to the Port) 

£11 

Steamer freight from India to U.K. . 
Plus Import ducy ranging from 

£ 8 

8 to 25 per ce it 

£ 4 to £124 


£54 to £624 

Cost of Myrobalan Extract manufactured' by 

U.K. Manufacturers 

3-Ton of Raw Material 

£31 

Steamer freight on 3 Tons 
Manufacturing cost of 2-ton of 
Liquid Extract (from 3 tons 
of raw material) which are 
equivalent to 1 ton of Solid 

£15 

Myrobalan Extract 

£ 5 


£51 


As a result, the Indian Industry is finding it prac¬ 
tically impossible to lompete in the foreign market and 
is being gradually ousted. This has involved not only 
unemployment to a large number of labourers, and 
unnecessary blocking of capital in the Industry but also 
loss of large amount if foreign exchange to the country. 
The Committee are, therefore, of opinion that the Com¬ 
mission should consider the advisability of recom¬ 
mending the imposition of an export duty of a suitable 
amount on Raw Myrobalan from India to give relief 
to the Industry. This would also incidentally earn 
some revenues for Exchequer. 

It may be argued that the imposition of the export 
duty will lead to the use of substitute for raw 
Myrobalan in foreign countries, affecting the export 
trade of the country thereby for reasons stated below. 
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The argument does not, however, appear to stand 
reason. 

In the first place, there is no suitable substitute for 
raw Myrobalan, which is used as mixtures with other 
tanning materials. The following extracts from the 
letter which has been received by the Chamber from the 
F.R.I., Dehra Cun, is illuminating in this respect: 

“Myrobalan has no substitute either within the 
country or outside. It is not suitable for use as 
a tan by itself, but in mixtures with other tanning 
materials, it is valuable for its fermentative, acid 
forming power, which causes satisfactory plumping 
of the leather. It imparts mellowness to the 
leather and is one of the chief bloom-yielding 
materials. ” 

“ Chestnut, divi-divi or any synthetic product has 
not yet come in the forefront as a rival of 
Myrobalan. ” 

The Central Leather Research Institute has also 
informed the Chamber that “ there is no efficient sub¬ 
stitute for raw Myrobalan anywhere in the world”. 
The Institute has further observed that “ chestnut 
extracts cannot replace Myrobalans ”, and while “ Divi- 
divi can to a certain extent do so, it is a poor sub¬ 
stitute for myrobalans ”. 

In the second place, the imposition of the duty on 
raw Myrobalan will not increase its cost and ultimately 
of the finished product, by such a percentage, as would 
lead to a search for a substitute by the foreign 
manufacturers and consumers. 

In the third place, some of the countries, to which 
Myrobalan Extracts are exported from India, have im¬ 
posed a duty ranging fr.om 8 to 25 per cent, without at 
the same time levying any duty on the import of raw 
Myrobalan with the object of protecting their own 
industry. No objection can, therefore, be raised by 
foreign buyers on the imposition of an export duty 
on raw Myrobalan, and they will also be willing to 
pay the duty lest their factories should stop working 
for want of raw Myrobalans. 

PART V.—OTHER TAXES (Central and State) 

TAXES ON MOTOR AND OTHER VEHICLES 
Question 168 

The taxes that road transport at present pay may 
be generally divided into four categories— 

Central Taxes. 

(a) Import duties on motor vehicles and 

components. 

(b) Import duties and excise on petrol and tyres. 
State Taxes. 

(a) Tax on motor vehicles, such as the following:— 

(i) Vehicle tax or registration fee. 

(ii) Entrance tax on vehicles entering the State. 

(iii) Tax or cess on goods or passengers carried 

by road. 

(iv) Permit and other fees for Buses and Trucks 

levied at rates that may pertake the nature 

of tax. 

(b) Sales tax on motor vehicles components and 

petrol. 

So far as Central taxes are concerned, no question 
of lack of uniformity arises, but complaints have been 
made about the high rates of import duties and also 
excise duties. The Committee, therefore, welcome the 
recent decision of the Government to lower the existing 
high rates of duty on motor car components such as 
are not manufactured within the country. They hope 
that this, together with the maintenance of the duties 
at a somewhat higher level on components within the 
manfacturing programme of the indigenous automobile 
industry will help in the development of the industry 
in India at a rapid pace and will enable the users of 
road transport to secure good cars at a comparatively 
cheap price from within the country within a reasonable 
.short space of time. 

The Committee have already stated in reply to 
■questions 117 and 118 that there is a case for reduction 
in the excise duty on petrol in order to lower its price. 

The more serious complaint of the road operators is, 
'however, directed against:— 

(i) the comparatively high rate of taxes that 

motor vehicles, either private or commercial, 
have to pay not only for movement within 
the territorial jurisdiction of the State in 
which they are registered but also for move¬ 
ment across the State boundaries, and 

(ii) the lack of uniformity in the assessment, 

collection and administration of motor vehicle 
taxation by different States. 

But these factors have been affecting inter-States trade 
and commerce very adversely. 


In West Bengal, for instance, the lorry owners have, 
since 1949, been required to obtain temporary permits 
from the State Government for crossing the West 
Bengal border through the G. T. Road, the fees for 
such permits, with a validity period of one week only, 
varying from Rs. 3 to Rs. 6 for one trip only 
according to distance. The Government of West Bengal 
have, however, recently introduced a system of tem¬ 
porary permits even for movement of lorries up to and 
within the border through the G. T. Road, the fee for 
such permits, with a weekly validity, being Rs. 11. 
The result of this dual imposition of fees is that a 
lorry having an up and down trip in a week from 
Calcutta will have to pay Rs. 11 for movement up 
to the border and another Rs. 3 to Rs. 6 for move¬ 
ment beyond the border. In other words, it will be 
subject to an annual fee of Rs. 528 up to or within 
the border and Rs. 672 to Rs. 816 beyond the border, 
in addition to the road tax of Rs. 450 to Rs. 1,000 
according to the weight of the lorries which the lorry- 
owners have to pay apart from other taxes. 

Similarly exorbitant rates are charged by some other 
States for using particular roads ; the rate is Rs. 58-8-0 
per day for using Madhya Bharat roads, that for the 
Bombay-Agra Road traversing Madhya Bharat terri¬ 
tories being as much as Rs. 88-8 per day. 

Apart from this high tax for use of roads, the road 
operators and also the industrial concerns located in 
one particular State, but having markets in other States, 
experience some difficulties in plying their propaganda 
and sales vans or goods lorries in the areas owing, 
among others, to the following restrictions :— 

(i) A van not being allowed to be registered under 
the Motor Vehicles Act in more than one 
place. 

(ii) There being no single authority in the States 
to endorse road permis for the whole State. 

To meet all these difficulties, the Committee con¬ 
sider that the ideai system would be to introduce 
complete uniformity in regard to motor vehicles 
taxation, and they would certainly prefer a consolidated 
tax instead of several taxes by different authorities. 
They are, however, aware of certain difficulties which 
may 'be experienced in giving effect to such a proposal, 
and they would suggest, for consideration of the Com¬ 
mission, that licences for motor vehicles for the goods 
and for propaganda should be split up in two cate¬ 
gories—on Statewise, and on the all-India basis—and the 
licence fees may be fixed up accordingly, the fee for 
the all-India licence being uniform throughout India. In 
such an event, the different States may impose different 
rates for licence for movement within their own terri¬ 
torial jurisdiction, but would be required to conform to 
uniform rate in regard to movements between two or 
more States. The question whether a Central organi¬ 
sation may not be formed for issuing licences on an 
all-India basis may also be considered in this 
connection. 

As regards the difficulties of the road operators on 
account of lack of uniformity in regard to sales tax 
on motor vehicles, a reference may be made to the views 
expressed, in reply to questions in Part III. 

Question 169 

As far as the Committee are aware, except for the 
Central Road Fund, the proceeds from motor vehicles 
taxation are not at present earmarked for road main¬ 
tenance and development. While, generally speaking, 
proceeds of all taxes should be credited to the general 
revenues, motor vehicles taxation presents a different 
problem in so far as motor vehicles pay tax not merely 
as one of the various sectors of the economy but also 
by way of compensation to the damages caused to the 
road system as a result of heavy traffic. Besides, the 
development of roads and their maintenance is one of 
the most urgent problems which stand in danger of 
being neglected on the plea of inadequate financial 
resources of the Government. As a matter of fact, com¬ 
plaints have been freely made by the users of road 
transport as well as by the operators against the very 
bad condition of roads. The responsibility for main¬ 
taining the roads in a good condition depends upon the 
Central Government, States Governments, and Local 
authorities according to the classes to which they belong. 
But whoever may be responsible, the fact remains that 
the roads are not being well-maintained, apart from the 
paucity of the roads as a whole. . To the extent the 
authorities complain of lack of funds for their com¬ 
parative inactivity in the matter, the Taxation Enquiry 
Commission should consider how far it is advisable to 
utilise the proceeds of the various taxes on roads, motor 
vehicles and parts thereof, and petrol and other oils 
for purposes, other than the construction and main¬ 
tenance in goods condition of all-weather roads and 
bridges. As this matter is also of considerable relevance 
to the development of the economic resources of the 
country, the Commitee have no doubt that the Enquiry 
Commission would consider the matter not merely 
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from the point of view of the road operators, who are 
undoubtedly most directly affected, but from that of 
the general well-being of the country. 

Question 170 

The Committee generally approve of the recommen¬ 
dations of the Motor Vehicles Taxation Enquiry Com¬ 
mission, 1950, and have no specific comments to make 
on their main recommendations. 

Question 171 

NO. 

Entertainments Tax 

Question 172 

A. For reasons already mentioned in the Preli¬ 
minary Memorandum, the Committee consider the in¬ 
cidence of the tax on the Cinema Industry too heavy. 
They are not in a position to state as to whether the 
rates have really reached a point of diminishing returns, 
but they are of opinion that the matter deserves careful 
examination. 

B. The rates of duty at present differ widely from 
State to State, and there is no doubt that there should 
be uniformity therein. 

The best method of achieving uniformity would 
undoubtedly be to make the entertainment tax a Central 
Subject and allotment of the net proceeds to the States 
according to the principles that may be laid down in this 
respect by the Finance Commission. The Committee are, 
however, conscious ,of the very strong opposition which 
such a suggestion might evoke from the State Govern¬ 
ments, and they would suggest that, in the event centra¬ 
lisation being not possible, the different States should 
enter into some manner of convention regarding the 
rates of duty that may be charged by them. 

C. As the Committee have already stated in their 
Preliminary Memorandum, they are strongly against the 
present system of taxation in so far as it provides for 
a graduation in the rates. They would, in this con¬ 
nection, invite reference to the fact that the Film 
Enquiry Committee also had recommended that the 
entertainment tax should be levied on a uniform scale 
at the rate of 20 per cent of the gross takings. In such 
an event, the exibitors will be free to adjust the prices 
of the various classes of tickets to their cost and the 
ability of their clientele to pay admission prices accor¬ 
ding to their financial condition. The Film Enquiry 
Committee also expressed the opinion that such a system 
will not affect the total revenues from entertainment 
tax and there should not, therefore, be any ground for 
objections on the part of the State Governments. 

Incidentally, the adoption of the suggestion made 
above will also make it much easier to centralise the 
entertainment tax. 

Question 173 

The Committee consider that exemptions may be 
granted to the following : 

(i) Educational films. 

(ii) Those shows the net proceeds of which are 

applied to bona fide charities such as are 
recognised by the Income-tax Act. The 
State Governments may also be given powers 
in special cases to extend the scope of 
exemptions to such other charities as may be 
considered by them to be deserving of such 
exemptions. 

(iii) ; The question of 'exemptions to the lowest 

class of tickets-will not arise in the event of 
the tax being applied at a flat rate on the 
entire gross takings. 


maining with the purchaser. Even now the Industry 
has a system of check over the sale of tickets, and if 
the Government also carry out surprise checks and 
co-operate with the authorised representatives of the 
Industry, this evil practice may be reduced to the mini¬ 
mum, if not removed entirely. 

B. Complimentary tickets have to pay entertain¬ 
ment tax and as such their limitation only will not help. 
Moreover complimentary tickets have to be issued by 
the Producers or the Distributors of the films to their 
patrons as a part of salesmanship. At the same time 
a limit should be prescribed and a ratio of the number 
of tickets to the total value of sales may be fixed. 

Question 175 

In West Bengal, Entertainment Taxes are at present 
levied on any exhibition, performance, amusement, game 
or sport to which persons are admitted for payment, 
and the Committee would not recommend any further 
extension of the scope of application of the Tax. 

Tax on Consumption or Sale of Electricity 
Question 176 

A. The Committee consider the consumption or sale 
of Electricity as a suitable s.ource of tax which may be 
adopted by -other Stafesi The rate of tax will of 
course, be subject to local conditions, and cannot be 
uniform for all States. 

B. Sales for industrial uses should be exempted 
from payment of the tax. 

Question 177 

(a) Domestic use of electricity other than for lights 
and fans should not be taxed, for the following reasons. 
Whereas the use of lights and fans are for a consumer s 
personal comfort, the use of refrigerators, cookers and 
radios reflect a general improvement in the nation s 
economic and social conditions. Refrigerators preserve 
food and avoid wastage of food. Cookers save precious 
fuel like coal and oil necessary for other purposes. 
For years transport of such fuel has been a bottleneck 
in the railway system. Radio is or should be a very 
important medium of education. Therefore, these 
should be exempt from tax. 

(b) For domestic -consumption in West Bengal, the 
exemption existing at present is reasonable and no 
change should be made in it. The only case which 
would need sympathetic consideration would be newly 
electrified areas in an/ State. For the first two years, 
no duty should be levied. 

Question 178 

Please refer to answer to Question 176. 

Question 179 

No modification in the suggestion made above will 
be necessary if in some cases Government becomes the 
actual supplier of electiicity. Since the duty is a special 
tax and since the Go\ eminent would bill a consumer 
for electricity consumption in the same manner as a 
licensee does, no modifi cation is necessary. The amount 
of the tax is shown as a separate item in tne bill and 
the licensee pays this money into Government Treasury 
under a particular 1 ead. The Government would 
similarly credit the air.ount of duty to that head and 
not take it into account when preparing their own 
account for suply of electrical energy. 

Question 180 

As already stated above, there cannot be any 
uniformity as between Afferent States, as far as rates 
of tax are concerned. The principles of taxation and 
exemption should, however, be uniform. 

PART VI.—LOCAL TAXATION 


Question 174 

A. The Committee have been informed that the 
general source of evasion is by unscrupulous parties 
who use duplicate tickets. They are reported to put 
entertainment stamps on one set of tickets and keep 
regular record of same for the purpose of entertainment 
tax. The other set of tickets is sold surreptitiously 
without any entertainment stamps being put pn them. 
The only way to check this is to require all exhibitors 
to use only consecutive numbers on the tickets they 
sell mentioning the name of the film, the time and date 
of the show, the price of admission and the entertain¬ 
ment tax payable on the same, the last item not being 
required in the case of a fiat rate of tax on the gross 
takings. Tickets should be in triplicates, one portion 
being retained at the ticket office, one portion being 
collected by the gate-keeper and the last portion re- 


Question 210 

The Committee strongly oppose the levy of octroi and 
terminal tax as forms of local taxation. They are also 
strongly opposed to the suggestion that local bodies 
should be allowed to levy surcharges on sales tax. 


lestion 221 

A theatre tax or Show tax is very much unsuitable 
a form of taxation. The action of certain local 
dies and States in le/ying a Theatre Tax has, in 
ect. really amounted 1o double taxation of one and 
- same source. The Film Enquiry Committee which 
d examined this matter had strongly recommended 
abolition, and the Committee hope that the Taxation 
lquiry Commission will also endorse the view of the 
lm Enquiry Committee. 
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Replies to the Questionnaire Issued By the Taxation Enquiry Commission. 


PART I.—THE TAX SYSTEM 

Question 1.—Objectives and Relative Place of Different 

Objectives. 

The primary purpose of a Tax Policy is necessarily 
to raise ‘ adequate ’ revenues, ‘ adequate ’ for meeting an 
accepted level of Governmental expenditure. But the 
dilferent taxes are bound to have effect on the economy, 
besides bringing in the revenue, and therefore adjust¬ 
ments have to be made between the revenue objective 
of the tax policy and other objectives. The enlightened 
business community recognise the new perspective of 
taxation, but it appears that the real controversy as to 
extra-revenue purposes of taxation lies in the degree 
to which one or more of such purposes are sought to 
be carried out at any particular stage of development. 
The Chamber is not in favour of looking upon the tax 
policy as the main lever of economic control. 

At the present stage of India’s economic develop¬ 
ment, the emphasis must necessarily be on production 
of additional wealth and on expansion of employment 
opportunities. The Chamber therefore feels that at the 
present stage, among the extra-revenue objectives men¬ 
tioned by the Commission, the objective of encouraging 
“ incentives to work, to save, and to invest ” should be 
given the highest priority. From among other objec¬ 
tives mentioned by the Commission, the ‘ maintenance 
of the external balance of the economy ’, may be 
accorded the next place in order of priority. The place 
that the foreign capital occupies in the economic life of 
the country, and the roles assigned to fresh foreign 
capital and foreign trade in the programme of develop¬ 
ment lend special significance to this objective. The 
import duties on raw materials and machines, the ex¬ 
port duties, and tax measures in respect of foreign in¬ 
comes of Indians and Indian incomes of foreigners in 
India have significant effect on the balance of payments 
position in the country. 

While the chamber are at one with the Government 
in the welfare ideals of the State, it considers that at 
the present stage of development, the levels of expen¬ 
diture for realisation of such ideals should be kept in 
bound in order that the tax system may not cast a pro¬ 
hibitive burden upon the production of wealth which 
is intended to be achieved on the basis of a ‘ mixed 
economy ’, and in which private enterprise has been 
assigned heavy responsibilities. 

In the opinion of the Chamber, at the present stage 
much emphasis need not be laid on the utilisation oi 
taxation as instruments for reducing inequality of in¬ 
come or wealth or for using them as measures in deal¬ 
ing with inflationary and deflationary situation. Such 
non-fiscal purposes may acquire greater importance only 
at a later stages of development. The Chamber is not 
aware of any measure of equality or inequality to have 
been accepted or rejected by the community, or for the 
matter of that by the Planning Commission or the 
Government. During the last decade or so such un¬ 
determined objectives were rather too much brought in 
in measures like Excess Profits Tax, Business Profits 
Tax, Capital Gains Tax, High Income and Corporation 
Tax, etc. But these along with other measures in the 
field of labour welfare have adversely affected the 
economy. A shift of income has taken place from the 
traditional saver’s class to those who were never prone 
to save. The latter group could not be trained to save 
either, while diverting income to them. The result has 
been dearth of saving for capital formation. 

The Chamber would like to emphasise that produc¬ 
tivity of unit capital in the private sector is much higher 
than in the public sector and because the private sector 
is expected to carry the bulk of the responsibility for 
industrial expansion and for achieving the desired shift 
in employment from agriculture to industry, the taxing 
system must be adapted at the present stage to aid 
business activities especially industrial activities. 

The volume of the margin of current income that 
may be left to individual earner and with different cate¬ 
gories of businesses out of their business incomes, 
largely determine the incentives for work, flow of ven¬ 
ture capital, and investments. In the opinion of the 
Chamber, therefore, at the present primary stage of 
development when the capital resources are meagre 
compared to the requirements, larger scope need be 
provided for individual and corporate savings on volun¬ 
tary basis and the people, in whatever field of activity, 
should be left with a greater command over their cur¬ 
rent incomes for determining their respective levels of 
expenditure. 


As to the modifications needed in the Indian tax 
system, the Chamber would refer to the replies given 
in the subsequent questions raised by the Commission. 
They would however stress even here that to inject 
greater vigour in the economy the load of direct taxa¬ 
tion is required to be slashed substantially. At the pre¬ 
sent primary stage of development our mixed economy 
cannot function with the existing load of direct taxes. 

Question 2.—Criteria for determining Equity of a 

Taxing System. 

The Chamber does not consider it possible to lay 
down some absolute criteria for all times for determin¬ 
ing' the equity of a tax system. The basic criterion to 
determine the equity of a tax system would naturally 
be ‘ social expediency ’, the contents of which would 
vary at different stages and phases of the economic 
conditions of the country and the social ideals set be¬ 
fore it. So long as the tax fabric is considered socially 
expedient it has to be accepted as “ equitable The 
social expediency criterion is, however, a complex of 
several other criteria and different criteria would be 
important for determining the equity of the different 
taxes in order that the entire tax fabric may be con¬ 
sidered expedient from the social and economic stand¬ 
points. In the opinion of the Chamber, a tax system 
m-ay be considered as socially expedient at any parti¬ 
cular point of time if it brings “ adequate ” revenues 
without causing unbalance between the investment and 
consumption incentives. 

The criteria connected with achievement of non- 
fiscal purposes can be applied only after certain stages 
of development. The criteria of ‘ equal proportional 
sacrifice ’ or ‘ benefits received etc., cannot have im¬ 
mediate applicability. 

At the present stage and phase, the effect of a tax 
on the economic propensity to risk, venture and invest 
should be the first criterion to judge the social expe¬ 
diency and therefore, equity of the tax system as a 
whole vis-q-vis the economy. The Chamber would 
emphasise that equity should mean at the present stage 
a larger opportunity for investment by a wider number 
of individuals and corporations. The eriteiion of wider 
distribution of income and wealth should be taken to 
mean wider distribution of the opportunities for invest¬ 
ment, for the purpose of creating additional wealth by 
a larger number of men in the country. 

By way of clarification, the Chamber may observe 
that the new Industries are not allowed sufficient reliefs 
and incentives even during the initial years, which 
Pakistan, Egypt, etc., have allowed. In Pakistan the 
individual investors are also allowed deductions for 
investments in specified industries. Then again the 
Income Tax and Super Tax computations are consider¬ 
ed inequitous ; the Corporation tax puts the smaller 
companies into difficulties as they have to depend more 
on share capital than on loan capital to which recourse 
can be taken by the “ Bigger ” concerns. The burden 
on share capital than on loan capital to which recourse 
very class of the society who have the will to save, 
and thus their capacity to save is seriously affected. 
During recent years the Government took away a con¬ 
siderable portion of the Exporters’ margins ■ of income 
by imposing Export Duties. But with the emergence 
of the recession, and increased international competi¬ 
tions subsidies have not come to the Exporters. These 
are all considered to be inequitous from the standpoint 
of business incentives. 

The Chamber would also like to mention that one 
criterion to determine the equity may be to make the 
tax measures as neutral as possible in their effect on 
the free flow of trade and industry within the country. 
Such neutrality criterion is mentioned only for em¬ 
phasising that the taxes should not be allowed to have 
restrictive effect on the flow of investments, movement 
of trade, and the decisions of the individual and busi¬ 
ness community. By way of illustration, it may be 
said that Sales Tax in the Bombay State has a discri¬ 
minatory effect on the export trade, in so far as the 
Mills have not to pay the tax if they themselves export, 
whereas dealers have to pay the tax; Sales tax is 
levied on cotton in Bihar, but the raw material is 
exempt in other States with the result that the invest¬ 
ments in Colton Mills are subjected to discrimination 
in comparison with the Mills in other States. 

Yet another criterion for judging the equity of a 
particular tax may be the manner in which it affects 
the ‘ earning power ’ of the tax payer. It is to be con¬ 
ceded that the marginal efficiency of capital is higher 
at upper income brackets and a tax should not unduly 
affect the power of earning income and consequentially 
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the power of supporting the established Government. 
In applying the ‘ ability to pay ’ criterion upon the 
upper bracket individual earners and corporations, it 
should be carefuly considered that the ability to earn 
is not affected by the impositions. The social expe¬ 
diency principle seems to justify the adoption of such 
criterion at the present stage of the country’s develop¬ 
ment. 

By widening the orbit of indirect taxes, by reducing 
the proportion of direct taxes in the revenue, and by 
relying a little more on non-tax revenues on the lines 
indicated in the course of replies to other Questions, 
may improve the system so far as equity is concerned. 

Question 3.—“ Ability to Pay ” Principle in Indian Tax 
System. 

There is no easy calculus for measuring the ability 
of the individuals and the Corporate Bodies in bearing 
the Governmental imposts. The principle of equity 
requires that the burden of public charges should be 
distributed among the different classes and individuals 
in such a manner that each one can be made to contri¬ 
bute according to his respective tax bearing capacities, 
such tax bearing capacities are to be measured in rela¬ 
tion to income, expenses required for an accepted stan¬ 
dard of living of the earner and his dependents, the 
scope for providing a reasonable amount of social secu¬ 
rity for the future, and incentives for saving and invest¬ 
ment. In respect of direct taxes, therefore, the ques¬ 
tion of appropriate graduation of incomes, and refine¬ 
ments for expenses, savings and investment, are requir¬ 
ed to be made. The burdens, both of direct and in¬ 
direct taxes, have also to be taken into consideration 
in measuring the ability at each level of income and 
the rate of progression in matters of taxation has to 
be adjusted with reference to the need for leaving a 
fair portion of the income with the earner for further 
investment. 

It is felt that the ability-to-pay principle has not 
been properly used in the Indian tax system. Firstly, 
the direct taxes are made now to contribute 40 per 
cent, of the revenues and these are to be borne by a 
microscopic minority of the population. Such reliance 
on direct taxes on such a narrow base has resulted in 
compromising the ability to pay principle with in¬ 
creased revenue needs. In respect of Income-tax other 
than Corporation tax, the rate of progression has been 
too steep at the upper income brackets and the size of 
the money income itself is taken as almost the only 
measure of the ability to pay without adequately pro¬ 
viding for the expenses either for the individual or for 
the company on the lines of countries like the U.S.A., 
U.K., Australia, Canada, etc. In the Corporation tax 
again, there is inadequate recognition of the ability to 
pay principle in so far as the Corporation tax operates 
on Corporate Bodies even if they earn less than such 
amounts which are exempted for Individuals and Hindu 
Undivided Families. In property taxation, the bova 
fide rental value of the property is taxed without 
adequate consideration of the changes in the expendi¬ 
ture to be incurred in the maintaining the. property or 
in collecting that income. Even the Municipal Taxes 
are not fully allowed. 

The major burden of the indirect taxes also fall on 
the very same groups of persons who bear the incidence 
of the high rates of income-tax. 

In the .opinion of the Chamber, it is possible to 
secure a better application of the ability to pay prin¬ 
ciple, by spreading the population coverage of indirect 
taxes so as to yield more revenue and re-adjusting the 
income-tax structure. It has been estimated that at 
present some 12 per cent, of the people contribute some 
86 per cent, of the tax revenues, and it cannot be said 
that 88 per cent, of the population has ability to con¬ 
tribute only 14 per cent, of the Governmental charges. 
These 88 per cent, has to be touched through indirect 
taxes to contribute more and to that extent the load 
on the balance of 12 per cent, of the population needs 
be lowered to bring the tax draft within their tax bear¬ 
ing capacities. For this latter purpose the progression 
in income-tax and super-tax rates require substantial 
modification, and in assessment of the income earners 
adequate consideration is required to be given to the 
personal allowances, which are allowed under all modern 
tax systems. The application of the maximum rate 
of income-tax at Rs. 15.000 level and that without due 
pe’sonal allowances is a poor recognition of the ability 
to pay principle. The exact re-adjustments which the 
Chamber may suggest are indicated in reply to ques¬ 
tions in Part II and under Q. No. 66. 

Question 4.—Use of the Taxable Capacity of Different 

Sections of the Community in the Indian Tax System. 

There is no absolute definition or measure of taxable 
capacity of a society or an Individual. It may be des¬ 
cribed for a mixed economy as the capacity to bear the 
burden of imposts by the Governments and other Public 
Authorities without undue interference with productive 
activity and the functioning of a dynamic economy. 
Taxable capacity changes with volume of National In¬ 


come, pattern of public expenditure and the people’s 

psychology. 

In the opinion of the Chamber, the taxable capacity 
of the various sections of the Community, has not been 
properly utilised under the Indian tax system. For ex¬ 
ample, the Income tax in India is virtually an urban 
tax and is paid by some -25 per cent, of the country’s 
population, and some 4-25 per cent, of the urban people 
who constitute some 17 per cent, of the population of 
the country. It has been estimated that 88 per cent, 
of the population earn less than Rs. 2,000 a year each 
and they contribute only some 14 per cent, of the tax 
revenues, while some 12 per cent, of the people have 
to bear the burden of 86 per cent, of the tax revenues. 
It is, however, felt that because of the low per capita 
income, it may not be feasible or economical to bring 
the people in the lower income brackets and specially 
those living in the rural areas, within the orbit of the 
direct tax. Their ax bearing capacities are to be 
tapped only through indirect taxes. It should be seen 
however, that men with comparable incomes in the 
rural and urban areas are not differently taxed. At 
the present moment, people living in rural areas and 
earning their incomes from sources like Agriculture, 
Forests, Fisheries, Orchards, Poultry, etc., are probably 
paying much less to the coffers of the Governments than 
those who are earning from sources like salaries, busi¬ 
ness, trades and professions, etc., in the urban areas. 
An average agriculturist or a village craftsman bears 
much lower burden of tax than his counterpart in an 
urban area. A land holder pays in the aggregate less 
to the Government than his comparable counterpart in 
non-agrieultural occupation subjected to Income-tax. 
The smaller Corporate Bodies are crippled by Corpora¬ 
tion Tax and therefore the burden on them should be 
taken to have exceeded their taxable capacity. The 
load of per capita Inc irect Taxes on the ‘ richer ’ section 
is stated to be Rs. 56-3-0 whereas it is Rs. 2-8-0 per year 
on the “poor”. The impact of the majority of the 
States Taxes falls on the assessees in the urban areas. 
The Report of the National Sample Survey indicates 
that in a total per capita expenditure of Rs. 220 in 
rural areas only Rs. 1-25 is paid by way of land rent 
and taxes as compared to Rs. 15-8 spent on ceremonial 
functions. Land Revenue and agricultural income-tax 
constitute less than 10 per cent, of the total revenues 
of the Central and State Governments. Of the excise 
duties on mill-made cioth, sugar, coal and of import and 
excise duties on toba:co, betelnuts, etc., very little fall 
on rural population ; because only 10 per cent, is spent 
on clothing, 3 per cent, on betelnuts and tobacco and 
practically nothing oi sugar. The burden of import 
and excise duties on Kerosene and Matches is also very 
small as only 3 per cent, of the expenditure is on light 
and fuel combined. On the other hand agricultural 
prices have continued to be high for many years, and 
a shift in income has taken place towards lower income 
groups. So, it appears that there is some layer of tax¬ 
able capacity in rural areas and lower income groups 
generally. 

Question 5.—Proportion of Tax Revenue to National 

Income in India. 

It is true that in India the proportion of tax revenue 
to national income is low in comparison with certain 
other countries, but it should be considered that such 
proportion of taxes to national income does not indicate 
the burden on those who pay the tax nor do they indi¬ 
cate the effect of taxaiion on incentives to work, savings 
and investment in the country. The low proportion 
only indicates the low taxable capacity of the country. 
The per capita income converted in dollars will show 
that while it was only 57 in India in 1949-50, it was 773 
in Great Britain, 1453 in the U.S.A., 856 in New 
Zealand, 870 in Canada, 67 in Ceylon. Secondly, the 
population coverage of income-tax in India is -25 per 
cent., as against 44 per cent, in the U.K., 37 per cent, 
in the U.S.A., 34 per cent., in Australia, 20 per cent, 
in Canada and the narrow coverage proves that the low 
proportion of tax revenue to National Income does not 
mean lower burden on the tax payer in India. Then 
again, in Argentine which is also a predominantly agri¬ 
cultural country like India, income-tax rises to a maxi¬ 
mum of 27 per cent., whereas in India it rose in 1947-48 
to 92 per cent, at an income level of Rs. 10 lakhs and 
stands at roughly 78 per cent. now. In Japan the maxi¬ 
mum percentage of income-tax is 55. The present level 
of direct tax in India has crossed the taxable bearing 
capacity of the assessees. Some increase in revenue is 
possible from indirect taxes if suitably adjusted and 
extended. But this will be offset by the imperative 
decline in direct taxes. 

At the present lev ;1 of per capita income and in 
consideration of the n eagreness of investment capital, 
the Chamber does not consider it feasible to increase 
the proportion of tax revenue to the national income in 
the near future. If the country is to be developed, on 
the basis of a mixed economy, it would not be advisable 
to attempt for increasing this proportion. As far as 
the Chamber is able to understand, the Planning Com¬ 
mission also do not envisage any increase in this pro¬ 
portion during the initial stages of development. 
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Question 6.—Relative Place of Direct and Indirect 

Taxes. 

Till the per capita national income increases so as to 
warrant the inclusion of a larger number of income 
earners within the onbit of direct taxes, indirect taxes 
are bound to continue as the sheet anchor of the 
country’s taxation system. In view of the low per 
capita income in the country, widening of the base for 
the direct taxes among a larger number of population 
may not be feasible and economical. To impose a 
large draft on the profits of a few corporate organisa¬ 
tions and on less than a quarter per cent, of the popula¬ 
tion’s income, cannot also produce the desirable yield 
while unduly undermining their income earning capa¬ 
city. The Committee feel that the ideology of relying 
more on direct taxes or at least to secure a 50:50 ratio 
is not feasible in India now. Eagerness to go in for 
what may be termed as “ equalising taxation ” at this 
stage means further contraction in the coverage of 
direct taxes. In the revenues of the Central and State 
Governments combined, while the share of taxes on 
income constituted only 9-6 per cent, in 1937-38, it was 
raised upto 35-8 per cent, in 1944-45 and was more than 
20 per cent, in 1952-53. The share of Corporation tax 
in the Central Government revenue was only 2'2 per 
cent, in 1937-38, and it went upto nearly 25 per cent, 
in 1944-45 and still it stands at a little more than 10 
per cent.; while the share of the Customs declined from 
nearly 50 per cent, of the Central revenues in 1937-38 
to a little over 40 per cent, in 1952-53. The Chamber 
considers that at the present stage of development, the 
proportion of indirect taxes should be much higher than 
that of the direct taxes. The proportion of indirect 
taxes at a level of 75 or 80 per cent, of the revenues 
may be considered reasonable for many years to come. 

In this connection, it may be mentioned that in 
Canada, the share of indirect tax was 74 per cent, of 
the total revenues in 1928 as compared to the share of 
direct personal taxes of 6-4 per cent, and of direct cor¬ 
poration taxes of 4-9 per cent., and in that year the 
per capita national income of that country, after pay¬ 
ment of all taxes was $464 as compared to the present 
per capita national income of India of only. $ 57. In¬ 
direct taxes in the U.S.A. was also very high during 
the developmental stages of 1890’s. Even now, in most 
of the foreign countries, the tendency in local taxation 
is to realise more and more from indirect taxes than on 
direct taxes, even though such local Bodies have powers 
to impose direct taxes. In the U.K. under the Socialis¬ 
tic Labour Government also, the proportion of Indirect 
taxes was increased from 41 per cent, of 1928-29 and 
44 per cent, of 1938-39 to 46 per cent, in 1948-49. 

Question 7.—Non-tax Revenues. 

In the opinion of the Chamber, non-tax revenues 
should increase in future. A large portion of the in- 
vestible capital of the Society is being invested in 
public undertakings and therefore, the incomes from 
these should be relied on by the Government as a 
source of revenue. The contributions from Railways, 
Posts and Telegraphs, State Governments’ Road Trans¬ 
port Organisations, and other States’ commercial under¬ 
takings, levies from irrigation projects, etc., should pro¬ 
vide the Government with larger revenues. Under the 
Five Year Plan, roughly 60 per cent, of the current 
savings of the society are being diverted to the public 
sector and therefore it should be considered reasonable 
to expect that such undertakings should be able to 
contribute larger amounts to the revenues of the State. 
(An estimate of the return which should be available 
from Public Commercial Undertakings may be made on 
the basis of a return of 6 per cent, of investments in 
the Public Undertakings of a Commercial nature, after 
provisions for income-tax applicable on comparable 
undertakings in the Private Sector and without unduly 
charging for the goods supplied or the services 
rendered.) 

The Chamber would also like to emphasise that 
among the non-tax revenues of the State, draft on 
labour and services of individuals should be also con¬ 
sidered as desirable sources of indirect revenue. It 
appears that it may not be possible to develop the 
country’s economy at the desired pace without such 
draft on individual labour and service. Too much 
reliance on monetary expenditure for development calls 
for larger revenues and the base for raising such 
revenue is found too slender for the purpose, and there¬ 
fore, the development gets impeded. This vicious circle 
can be partially met if greater reliance is placed on 
service revenues. By such drafts on labour and service 
a considerable portion of the estimated expenditures on 
rural developments and welfare measures can be saved, 
and this saving may be considered as Service Revenues. 
The Planning Commission also seem to have some Such 
idea and it is reported to have been partially introduced 
in the Community Projects. (Vide Para. 34 of the 
Report.) 

Questions 8 and 9.—Funding or Ear-marking of Taxes 
and Levy of Cess. 

In the opinion of the Chamber, funding or ear-mark¬ 
ing of the receipts of particular taxes for specific pur¬ 


poses is not desirable as a general rule. Such finding 
or earmarking if carried beyond a very restricted limit 
(if at all) brings undesirable rigidity in the Public 
Finance. 

In the exceptional circumstances of India, when 
rapid developments are desired and public funds arc 
slender, Imposition of Cess may be necessary and 
desirable. But in its incidence a Cess must conform 
to the “ benefits received ” criterion of equity. The 
Chamber is therefore strongly opposed to the policy of 
the Government to levy cess on one industry to sub¬ 
sidise another industry, as has recently been done in 
the form of a Cess on mill-made cloth to raise some 
Rs. 6 crores for subsidising Handloom Industry. This 
is inequitous in principle and in this particular instance 
is against the interest of the common consumers of cloth 
in India. A Cess in a region or on a particular industry 
can be levied only for the benefit of the local people or 
that particular industry who bear the burden of the levy. 

Question 10.—Extension of State Undertaking vis-a-vis 

Revenue. 

It can generally be said that the revenues from the 
commercial undertakings and State domains have been 
discouraging so long and the productivity of capital in 
the State undertakings has been found to be lower than 
that in the private sector. The revenues from the 
proceeds of agricultural products, forests, subsidised 
companies, irrigation, etc., were Rs. 27-32 lakhs in 
1924-25, Rs. 19-05 lakhs in 1936-37, Rs. 125-72 lakhs in 
1944-45, Rs. 143-8 lakhs in 1946-47, in Undivided Bengal. 
As compared to these, the revenues from all such under¬ 
takings in West Bengal were Rs. 44-3 lakhs in 1950-51, 
Rs. 37-6 lakhs in 1951-52, and 1952-53, though the West 
Bengal Government went in for undertaking profitable 
lines of commercial activity like the Road Transport. 
While the private Road Transport Services were making 
considerable profits, the State Transport Organisation 
of some State Governments exhibited net losses to the 
extent that operational expense per vehicle has been 
higher than the gross receipts per vehicle. 

In regard to pricing, the Chamber would like to 
mention that the freight rates in some State Transport 
Service have been higher than those in the private 
services. Where there are vital State monopolies like 
Forests, the prices have been high with the result that 
the consuming industries have suffered. Where such 
high prices are charged by the State monopolies, 
whether these are Railways or Postal services or the 
Telephones, or the Forests, there is an element of taxa¬ 
tion in such prices in so far as these services can be 
rendered by private undertakings at cheaper costs. 
The prices of State Undertakings should be comparable 
to those that may be charged by a Private Enterprise 
without monopoly advantage. If such a price policy 
is followed then unless there is inefficiency there should 
be surplus except in those cases where the State may 
undertake the enterprise because Private Capital con¬ 
siders it “ unremunerative ”. The Chamber would, 
therefore, suggest that except those already undertaken 
by the Governments under the Five Year Plan, there 
should be no further extension of State undertakings. 
The Governments should also withdraw from some 
undertakings like Road Transport. Such withdrawals 
may bring more income to the Governments by way 
taxes and would also help employment. 

Question 11.—Surplus earned by State Undertakings 

vis-a-vis General Revenues. 

State Undertakings should be managed by auto¬ 
nomous Corporations and these should bear their share 
of the rates and taxes at par with the private under¬ 
takings of comparable sizes and types. Thereafter, the 
net surplus may be apportioned between the respective 
Governments and Corporations themselves. In cases 
of State monopolies, a portion of the net surplus after 
payment of the rates and taxes at standard rates, may 
be also allocated to a separate fund for financing deve¬ 
lopment projects. The Chamber would like to mention 
in this connection that the U. K. public industries like 
the private, have to bear their share of the rates and 
taxes and the nationalised industries in the U.K. were 
brought within the scope of the profits tax by the 
Finance Act of 1947. Payments have also to be made 
by the nationalised industries to the local Governments 
in lieu of the rates in terms of the provisions of the 
local Government Act of 1948. 

Question 12 .—Basis of differentiation for measuring the 
incidence. 

In the opinion of the Chamber, neither income nor 
occupation nor residence can singly be taken as a basis 
for division of the people into classes for the purpose 
of examining the incidence of taxation. All the three 
factors have to be taken into consideration. 

Regarding income, a differentiation may be made 
between the comparative ease with which the income 
is earned. For example, incomes earned under salaries 
or by carrying on a business, trade or profession, are 
earned with greater exertion than the incomes from in¬ 
herited properties, The degree of risk involved in 



earning income as also sources of income are factors 
that deserve consideration. With respect to direct tax, 
while differentiating on the basis of income adequate 
consideration need be given to the average size of the 
family and the number of dependents in the different 
income Groups as also the residence (rural or urban) 
of the family where the income is to be spent for living. 

It is generally felt that the incidence of tax on 
middle-class people living in the urban areas and 
engaged in occupations like service, independent trade 
or profession, is very high at the present, while this 
very class has been the traditional savers. In examin¬ 
ing the incidence on such classes of people or on any 
other class, the standard of living and the pattern of 
consumption should also be taken into consideration 
along with the number of dependents in such families. 

On another basis also a differentiation may be made 
for examining incidence of taxation. In India family 
constituted the unit of production in the past and even 
now, Hindu Undivided Family is an institution cha¬ 
racteristic of the Indian Society. The incidence of the 
tax system on the institution of joint family may be 
specially examined, and the Chamber’s views in this 
regard are indicated subsequently under Question 
No. 70. 

Question 13.—Opinion as to the Burden of the Present 
Tax System on various Classes and in Different 
States. 

As was observed in the preliminary Memorandum 
of the Chamber, the first impact of the various taxes, 
seems to be more important than the possible ultimate 
incidence and therefore the word “ burden ” is to be 
taken to signify the first impact of the various taxes. 
An appraisal of the impact of the various taxes is 
also important because it directly influences the deci¬ 
sions for consumption, savings, incentives to work, in¬ 
centives for risk taking and undertaking business ven¬ 
tures. The direct impact of the various taxes also 
influences the volume of the venture capital that may 
be required for undertaking business activities. For 
example, Rs. 142 crores of Import duties were realised 
during 1951-52 and a few hundred of Importers had to 
bear the burden and the risk of this additional amount, 
as they had to make the payment at the time of clear¬ 
ing the goods ; the process of shifting the burden was a 
complex of many factors. 

(a) The income tax is paid by about a quarter of 
one per cent, of the working population of the country. 
The coverage of the Agricultural Income-tax as com¬ 
pared to the total population is also virtually negligible 
as this tax does not exist at all in the majority of the 
Part A and Part B States. Then again, the income- 
tax in India is virtually an urban tax with a steep 
rate of progression as pointed out elsewhere. As 
already pointed out above, the burden of most of the 
Import and Excise Duties are not also borne by the 
rural people. 

In the next place, the Chamber would like to point 
out that on occupational basis, the people who earn 
from occupations in Agriculture, Forests, Poultry, 
Fishery, etc., are taxed very little as compared to those 
who earn from industry, trade, professions and even 
from salaries. 

In respect of personal Income-tax, the incidence in 
the middle and upper income brackets is high. The 
middle and upper group income-tax payers constitute 
the traditional saver class and those in this bracket 
also bear the bulk of the burden of the indirect taxes, 
whether Central, State or Local. It appears that the 
incidence in these brackets as related to their taxable 
capacities, is very high. 

It may be mentioned in this connection that the 
population coverage of Income-tax in the U.K. is 44 
per cent., in the U.S.A. about 37 per cent., in Australia 
about 34 per cent, and in Canada roughly 20 per cent. 
It may also be mentioned that even in the U.S.A. an 
income of 15,000 has to bear an Income-tax burden of 
only 4-9 per cent, whereas in India, in 1952, this per¬ 
centage worked out to 7-6. Similarly for an income 
of Rs. 50,000, the percentage in U.S.A. was 20-3 in 1952 
as compared to 30-9 in India and for an income of 
Rs. 1 lakh, the respective percentages were 31-6 and 
50-1. 

The burden of the Corporation tax is also high as 
compared to the total paid-up capital of the Corpora¬ 
tions and therefore those who invest in the shares of 
the Corporations have to bear a higher burden of tax 
because of the Corporation tax and the dividend tax, 
than those who invest in lands or pursuits like Agri¬ 
culture, Poultry, Fisheries; etc. This applies eyen to 
small investors. In a recent study in America,'it has 
been found that 56 per cent, of the investors considered 
the Corporation tax and a simultaneous dividend tax 
as restrictive on investment incentives. 

Those who carry on small businesses but on Cor¬ 
porate structures, also find it difficult to bear the 
burden of the Corporation tax as they have to depend 
upon more on share capital than on loan capital. The 
relative incidence of Corporation tax on different sizes 


of Corporate businesses is also different and operates 
against the smaller units. 

(b) The regional distribution of tax burden in India 
is also considerable. Being citizens of the same State 
of India the people in the different States with com¬ 
parable incomes have to bear very widely different 
burdens of taxes. The per capita, tax in Rupees in 
Part A States and Part B States in India varied from 
Rs. 11-8 in West Bengal, and Rs. 13-3 in Bombay. In 
Uttar Pradesh, Rs. 8-3 in Madras, Rs. 11-2 in Hyderabad, 
Rs. 11-8 in West Bengal, and Rs. 13-3 in Bombay. In 
respect of individual taxes also, like Sales-tax, State 
Excise, Land Revenue, Entertainment tax. Motor 
Vehicles tax, etc., the burden is widely different in the 
different States. The difference, however, can be 
examined if the income levels in the different States 
are correlated to tie patterns of consumption in those 
States. This position may well be scrutinised by the 
Commission on the basis of the figures collected by 
the Finance Commission and the National Sample 
Survey made by the Government of India. 

In the Municipal areas in different States there is 
also considerable disparity in the burdens of tax. For 
example, the per capita tax realised by the Madras 
Corporation in 1949-50 was 13-3 as compared to Rs. 19 
in Bombay and Rs. 14 in Calcutta. 

The Chamber would therefore like to suggest that 
while some degree of State-wise differences may be un¬ 
avoidable attempts may be made for bringing more 
parity in the burden of the taxes in the different parts 
of India, by touching the people in low-taxed States 
through levy of such indirect taxes which may reach 
them. 

Question 14.—Shift.*, in Distribution of Income and 
Relative Incidence of Tax. 

Though the Chamber does not possess any authori¬ 
tative statistics to measure the extent of the shift in 
the distribution of income during the recent years, 
there is no gainsayi lg the fact that considerable shifts 
in income have take a place due to the high agricultural 
prices, transfer of the increased workers’ wages to the 
rural areas, and the policy of the Government in differ¬ 
ent economic matters, specially labour. 

The shift in income has first been towards rural 
areas and then again from the middle income brackets 
cowards the workers in the factories and generally to¬ 
wards lower income groups. The following figures 
indicate the rise in the deposits of Co-operative Banks 
and Post Office Savings Banks as compared to decline 
in the Scheduled Banks. This shift indicate that there 
has been a shift of income and saving from middle and 
upper income bracket depositors of Scheduled Banks to 
the rural and lower income group customers of the 
Co-operative and Post Office Savings Banks. 

Deposits of Co-operative Banks, Post Office Savings 
Bank, and Scheduled Banks. 


(In lakhs of Rupees.) 


— 

*Cc-opera¬ 
tive 
h anks. 

Post Office 
Savings 
Bank. 

Total. 

Scheduled 

Banks. 

1946 

57,80 

1,15,05 

1,72,85 

10,32,46 

1952 

1,0£,65 

1,99,81 

3,05,46 

8,60,12 

Increase or Decrease +47,85 

+84,76 

+ 1,32,61 

—1,72,34 


* Figures are for 1945-46 and 1951-52. 


But there has been hardly much change in the rela¬ 
tive incidence of taxation between the rural and the 
urban areas or between the middle income earners and 
the workers. 

The Chamber may mention that while the level of 
income of the middle class people have gone up by 
not more than 200 per cent, during recent years, their 
cost of living has increased by roughly 400 per cent., 
thus leaving hardly any margin of savings for this class 
of people, whereas Ihe average annual earning of a 
worker in West Bengal increased nearly 5 times since 
1939. 

Question 15.—Burden of the Cost of Tax Compliance. 

It is widely complained that the operational cost of 
tax compliance result ng from onerous requirements as 
to maintenance of records, returns, and accounts and 
the methods and processes of assessment and collection 
have affected the tax payers morale. Avoidance of tax 
is reported to have resulted from the rigours and com¬ 
plexities of tax compliance. The procedure and 
machinery for receiving and reviewing appeals have 
also been considered to be costly. For all these reasons, 
in respect of several taxes particularly Income-tax and 
Sales tax, it is stated that the cost of compliance mate¬ 
rially adds to the financial and psychological burdens 
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of the taxes involving wastage of time and energy. In 
respect of Income-tax (including Corporation tax) 
assessments are often considered to be capricious and 
appeals have to be preferred and with success; but 
then too, the expenses of such winning appeals are not 
allowed. Income-tax assessments particularly in res¬ 
pect of trades, professions, etc., are usually very long- 
drawn, involving considerable costs to the assessee. 
The Procedure, Rules and Regulations are cumbrous 
with the result that costly experts have to be employed, 
and the tax payers participation in the assessment pro¬ 
cesses are difficult. The procedure adopted for assess¬ 
ment of custom duties sometimes adds to the risk of 
business as uncertainties and delays are involved in 
classification of the items for the purpose of assessment, 
and refund of excise duties have also affected exports. 
In the administration of Income-tax, Sales-tax, and 
Customs duties, economic and trade considerations are 
often neglected and too much legalistic and accounting 
attitudes are taken. 

Question 16.—Benefits for public expenditure vis-a-vis 
tax burden. 

The pattern of public expenditure and the benefits 
that accrues from such expenditures do materially affect 
the burden of taxation and the taxable capacity. For 
example, if the security, administrative and debt 
services take the bulk of Government expenditure and 
the people are left to make their own provisions, for 
the welfare services and social security provisions, and 
if the industries are called upon to bear more and more 
the responsibilities for such services to the industrial 
labour, then the citizens and the businessmen should 
be left with a larger share of their current incomes. It 
appears from the report of the National Income Com¬ 
mittee’s findings that the aggregate public expenditure 
in the total national expenditure constitutes roughly 9 
per cent, to 10 per cent, of which some 2 per cent, is 
spent on Defence, nearly 1 per cent, on administrative 
capital expenditure and the balance of a little over 6 
per cent, on current Governmental expenditure includ¬ 
ing Civil Administration, costs of collection of revenue, 
debt services, etc. 

No doubt, during the recent years, there has been a 
tendency to increase the share of welfare services in 
the total Governmetal expenditure but still, it seems 
that at the present stage of development, and the 
people’s psychology, the level of public expenditure 
cannot be raised to any large extent. In Australia, the 
burden of the welfare tax that has been imposed during 
recent years, or the burden of the increased indirect 
taxes in the U.K. are not considered to be very heavy 
because of the free services that are provided by the 
State in respect of education, medical aid, unemploy¬ 
ment, old age provisions, food subsidies, at standards 
acceptable to the tax payers. In the Indian taxation, 
when it is found that such measures are not possible 
to be provided at present, except for the relatively 
poorer section of the society who do not pay much tax, 
the level of taxation should be kept at a low percentage 
of the National Income so that the provisions can be 
made by the tax paying people themselves in these 
fields of social securities. The present beneficiaries of 
the welfare services of the State can be made to con¬ 
tribute something to the Government only through in¬ 
direct taxes. It should be noted that in an under¬ 
developed country, heavy expenditures sustained by 
taxation, undermines the incentives for work and there¬ 
fore even if some benefits are included in the public 
expenditure of India today, then too, the burden of the 
taxes that would be required to sustain such a policy 
may affect the productive efforts of the country. 

Question 17.—Tax Burden on Particular Industry or 
Occupation. 

It appears that the tax burden is generally heavy on 
all industries. There is a feeling, however, that the 
burden on industries like Cotton Textiles, Coal. Jute 
and on Commercial services like Stock Brokers’ Firms, 
Agency Houses, etc., has been weighing too heavy during 
recent years. Regarding Cotton Textile Industry, it 
has been estimated that the total burden of tax at 
various levels of Government on the Cotton Textiles has 
been roughly Rs. 50 crores in the shape of Import duty 
on raw cotton, Excise duty. Cess on Mill-made cloth, 
Sales-tax and Income-taxes. A pair of Dhuty for which 
the Mill price is Rs. 12 has to bear an Excise Duty and 
Sales Tax of Rs. 3 and such additions are proving too 
heavy. In respect of Coal and Sugar, the aggregate 
burden of income-taxes, Cesses and Excises, have also 
been considered to be very high in relation to the pre¬ 
sent trends in the prices and profit in those industries. 
In respect of Cotton Textiles there is heavy consumers’ 
resistance and it is hardly possible for the industry to 
shift the burden of Excise duty to the consumers and 
the industry also can hardly bear it. In respect of cer¬ 
tain other industries which have to depend principally 
on foreign markets like, Jute and Vegetable Oils Indus¬ 
try, the Export Duties prove to be very high and burden¬ 
some for the industries. It has been stated that export 
duty on Linseed and other Vegetable Oils have some¬ 
times worked out to be 40 per cent, of the value of the 
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product. The burden on the Jute Industry is indicated 
by the fact that while there is full working in the Jute 
Mills in foreign countries, there is restriction on work¬ 
ing hours and there is sealing of looms in Indian Jute 
Mills. 

Generally speaking, the burden on the business, 
professions and trades, carried on by the Hindu Un¬ 
divided Family have also been considered to be high 
in view of the present methods of taxation of Hindu 
Undivided Families. 

Question 18.—Taxation vis-a-vis Borrowing to finance 
Development. 

The Chamber is of the opinion that for development¬ 
al programme of the country in the public sector, 
greater reliance should be put on borrowings whether 
from within the country or from outside, than on taxa¬ 
tion. At the present stage of development, it may not 
be possible to raise the necessary funds by expanding 
the orbit of direct taxation so as to cover a very wide 
section of the people, at the same time the financial 
position of the existing establishments does not also 
enable them to bear even the present burden of taxa¬ 
tion while implementing the development programme 
assigned for them in the Five Year Plan. The Chamber 
considers that for the development programme of the 
public sector, attempts should be more for mobilisation 
of voluntary individual savings by borrowing in different 
forms and less for imposing involuntary savings on the 
community through the devise of taxation. The Plan¬ 
ning Commission observed that the public and private 
sectors “ can well supplement each other and need not 
necessarily expand at the expense of the other but both 
must draw from the same fund of social savings 
From this consideration also, when taxation is taken 
recourse to for development programme in the public 
sector, the availability of fund^ to the private sector 
gets seriously affected. For a mixed economy utilisa¬ 
tion of current revenue secured by taxation, for the 
purpose of long-term investment operates against the 
private sector, specially when the fund of social saving 
is small relative to requirement. 

Question 19.—Priorities in maximising the Financial 
Resources for Development. 

For expenditure on productive development schemes 
more reliance should be placed on loans and not on 
current revenues. For non-productive developmental 
expenditures the economy and rationalisation in the 
public expenditure (both revenue and capital) should 
be looked upon as the first step for strengthening the 
developmental resources. In the next place, attempts 
may be made to secure larger contributions from non¬ 
tax sources, particularly Government’s Commercial 
Undertakings. Better administration of the taxing 
machinery may also increase the revenues by preven¬ 
tion of tax avoidance and tax evasion in respect of 
several taxes at State levels. The resources may also 
be increased to a considerable extent by increase in 
land revenue, agricultural income-tax and introduction 
of small excise duties on a wider range of industries, 
re-adjustment of sales-tax at differential rates ; intro¬ 
duction of salt duty and readjustment of the prohibi¬ 
tion policy may also increase the resources of the 
Government. The Chamber does not feel that there is 
any scope of increasing the rates of existing taxes, at 
least so far as the major Heads are concerned. 

Question 20.—Public Versus Private Sector in the 
Development Programme vis-a-vis Taxation. 

The Question appears to be too broad and the views 
of the Chamber may be found indicated in replies to 
other question. It would, however, like to emphasise 
that the tax policy should leave sufficient incentives for 
enterprise and hard work and adequate portion of the 
social savings should be left for the private sector. 
For development of the public sector, borrowings, 
especially from foreign countries and contribution of 
labour and services by the individuals should be more 
adequately relied on. In a tax policy which may He 
suitable for the private sector of the economy, the 
following principles should be adhered to: — 

(a) The policy should not unfavourably affect the 
under-noted five-fold incentives: 

(i) Incentive for enterprisers for establishing 

new companies or for development of new 
industries ; 

(ii) The incentives for those choosing to go info 

business for themselves rather than going- 
in for service, which alone can maintain 
the vigour of the private sector in a mixed 
economy ; 

(iii) Incentive for existing business to expand 

plant and equipment and to introduce new 
machinery and methods ; 

(iv) Incentives for the people to invest their- 

money savings in business undertakings ; 

(v) Incentives for the qualified personnel to 

assume the exacting tasks of executive and 
managerial positions for efficient operation 
of the private sector, 
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(b) The tax nolicy should secure the two basic 
conditions for the functioning of the economy 
of the private sector, viz., maintenance of a 
constant flow of venture capital into the 
system and provisions for keeping the level 
of effective demand for the goods and services 
at par with the progress in production. 

It is generally felt that the present taxation system 
is unsuitable for development programme of the 
country on the basis of a mixed economy, because, 
(a) the income-tax rates are proving confiscatory at 
higher level;-;, (b) the Agricultural sector which accounts 
for nearly half ol the National Income bears less than 
10 oer cent, (including land revenue) of the tax load, 
(e) taxation of Corporate incomes and the degree of 
progression at midct’e and higher income brackets of 
personal incomes affect economic propensity to risk, 
venture and invest, (J) while profits are heavily taxed 
there is inadequate scope for adjustment of losses, 
(e) the cumulative effect of taxation on business firms 
being heavy, investment is curbed, and uncertainty 
about the future level of taxation, especially the fear 
of confiscatory taxation ; (f) inadequate tax concession 
to the middle and upper income brackets from whom 
mainly venture capital flows, (g) inadequate emphasis 
on indirect taxes for widening the coverage of taxa¬ 
tion ( h ) vary low level of local taxation especially in 
rural areas. The Government’s schemes for Sickness 
Insurance. Compulsory Provident Fund, etc., put addi¬ 
tional burdens on the industries. Relief therefore is 
needed to have capacity to bear these burdens. 

Question 31.—Tax Policy and Capital Formation. 

As has already been mentioned in reply to Question 
No. 18 above, for the capital expenditures in the Public 
Sector, greater reliance should be placed on mobilisa¬ 
tion of voluntary individual savings than on taxation. 
It has also been mentioned in reply to Question No. 21 
how Tax policy may aid capital formation by providing 
a larger scope for saving and by limiting the restrictive 
effect of taxation on the major incentives required for 
capital formation. 

To aid, individual voluntary savings, the saving 
capacity of the traditional savers need be strengthened. 
In this" context, the Chamber would like to stress that 
the capacity of saving for this group of savers has been 
seriously affected during the recent years. The burden 
of tax on the middle income groups ranging from say, 
an annual income of Rs. 15,000 to Rs. 1 lakh has been 
verv high. It stood at 14 per cent, in 1950-51, for the 
group earning Rs. 15,000 to Rs. 25,000, at 24 per cent, 
on Group earning Rs. 25,000 lo Rs. 50,000 and at 38 per 
cent, on those earning Rs. 50,000 to Rs. 1 lakh. The 
draft on those earning between Rs. 1 lakh to Rs. 2 
lakhs was 49 par cent, in 1950-51, and on those earning 
above Rs. 2 lakhs was 86 per cent. The draft on this 
last Group was as high as 92 per cent, in 1947-43. 
Such heavy taxation coupled with high cost of living 
has seriously affected the capacity to save. The net 
balance of savings of the Corporate Bodies have also 
been very small in the face of heavy taxes. Secondly, 
whatever savings there have been, have flowed to 
Insurance Companies and the Banks and the major 
portion of such savings have to be invested in Govern¬ 
ment securities and kept in deposit with the Reserve 
Banks, in terms of respective Statutory provisions. The 
remaining small portions of the savings find their way 
to a limited sector of established trade and industry 
and therefore capital formation through newer indus¬ 
tries and trades in the Private sector has been ex¬ 
tremely difficult. 

Firstly, the capacity of the investors needs to be 
increased by tax relief. Secondly, Unger measure of 
incentives may be offered to the potential investors in 
the form of exemption of investments in approved 
Industrial Sharc-s from taxation in the years of invest¬ 
ments. A limit can be placed on the quantum of such 
relief in terms of percentages of income so invested. 
A larger measure of tax reliefs to new industries and 
approved old industries, in order to enable them to 
offer quicker and higher returns to the investors, along 
with some tax relief on the dividends received from 
such industrial shares in the hands of the shareholders 
of such Companies, may also help capital formation. 
By such measures the incentives for the investors class 
can be increased by re-adjustment of Income-tax and 
Corporation tax. 

The Chamber would also like to mention that Life 
Assurance is decidedly a good channel through which 
the act of saving can be made more attractive. For this 
purpose, the limit, upto which Insurance premia paid 
by ‘the insured assessees are allowed for income-tax 
rebate should be increased. Special tax treatment of 
Life Assurance Companies can also make Life Assurance 
cheaper and more attractive. The lower income Groups 
and Workers can be touched through Life Assurance. 
The savings mobilised through Life Assurance Com¬ 
panies would find their way both in Government Secu¬ 
rities and other approved Securities. 

Capital formation through differential taxation of 
distributed and undistributed profits of Companies in 


the private Sector would also be a desirable policy, as 
has been recommended by the Planning Commission. 

Questiou 22.—Decline in Capital Formation. 

As has been previously observed capiia; formation 
in the private sector has been affected during the last 
lour or five years due to various disincentives against 
saving and investment. The high cost of living and 
steep rates of taxation affected the saving capacity of 
the middle and upper income Groups who had tradi¬ 
tionally the maximum propensity to save. The high 
rate of personal income tax seriously affected the in¬ 
centives for further work and earning income among 
the individuals, as my additional income did not leave 
for them sufficient net income after taxation. The 
talks of nationalisation in the first flush of Independ¬ 
ence, Business Pro' ts Tax, Capital Gains Tax, various 
types of regulation; and threats of further regulations, 
limitations on dividends and similar other measures 
affected the incentives for saving. The low rale of 
depreciation allowance and high costs involved in re¬ 
placements coupled with the application of Section 23A 
of the Income-tax Act, depressed the formation of 
physical capital through Corporate savings. 

The Chamber is not in possession of any authorita- 
live evidence as to the rate of private capital formation 
for the country during the recent years,. and during 
the pre-war period. But one non-official estimate 
which was quoted by the Fiscal Commission indicated 
that there were definite dis-savings in the year 1947-48, 
and there was also a negligible rate of saving at 1-4 
per cent, of the Rational Income during 1948-49, and 
the Fiscal Commision also felt no hesitation to conclude 
that the rate of private capital formation in the country 
had declined. The decline would also be clear from 
the comparison th il according to the computation of 
Dr. Colin Clarke, while the rate of investment consti¬ 
tuted about 7 pei cent, of the National Income in 
India throughout the period .1919 to 1938, the Planning 
Commission have (stimated the rate of savings in the 
co umunity to be only 5 per cent, of the National In¬ 
come in 1950-51. Some idea about capital formation 
in the private sector through Joint Stock Companies 
can also be had from ihe changes in the paid-up capital 
of Joint Stock Companies in India. The total paid-up 
capital of Joint Stock Companies was Rs. 123 crores 
in 1919-20, it increased to Rs. 261 crores in 1929-30, 
lo Rs. 304 crores in 1939-40 and it stood at Rs. 628 
crores in 1943-49. The growth of capital during the 
second decade was thus of the order of Rs. 138 crores, 
and it declined to Rs. 43 crores during the third decade, 
while during the forties the increase was to the tune 
of Rs. 324 crores. Taking into consideration the fall 
in the value of the Rupee, to roughly one-third, Ihe 
real growth of paid-up capital during the fourth decade 
can be estimated lo be of the order of Rs. 108 crores 
as compared to Rs. 138 crores during ihe second 
decade. The third decade was primarily a decade of 
world wide depression. The injection of new capital 
info Joint Stock Companies during recent years has 
been very inadequate compared to the needs. 

The Chamber fuels that there has been considerable 
shift during recent years in the capacity and incentives 
to save both among the individuals and the Corporate 
Bodies. As has b< en pointed out, due to factors indi¬ 
cated above, and ilso mentioned in reply to Question 
No. 21. the capacity and incentive for the traditional 
savors in making 'heir contributions to the capital for¬ 
mation declined during recent years. The capacity of 
the Corporate Boi ies also declined. The middle and 
upper income Gro ips have been the traditional savers 
and the records ol deposits in the Post Office Savings 
Banks and Co-op; rative Banks when compared with 
those ol the Scheduled Banks, would indicate that 
there has been sh ft in the volume of saving towards 
the rural areas i nd also toward the lower income 
Groups. Such shifts in incones have also been re- 
Ac ted in larger demands for consumption goods. The 
nature of demands of different classes, of people, both 
in terms of qualify arid quantity, which the business 
men daily experience, definitely point to a shift in 
income. 

Question 23 —Tax Relief in Middle Income Group and 
Savings. 

The Chamber feels that tax relief in the income 
groups liable to oe taxed at the maximum rate of 
personal income tax may substantially assist the 
growth of saving ii the community. Larger allowances 
for insurance premia and a’lowance for investments in 
approved industrial shares and in approved bonds, may 
considerably contribute to capital formation from the 
current incomes cl the middle income group. It has 
been shewn in a recent study that nearly four-fifths 
of the shares in Indian Public Companies are held by 
middle income griups. 

Question 24.—Planning Commission's Estimate of Capital 
Formation. 

The Chamber is not clesi whether it would be 
possible to divert fifty per cent, of the additional out- 



put to investment each year after 1956-57 as envisaged 
by the Planning Commission. It, however, feels that 
if the adjustments indicated in reply to previous Ques¬ 
tions are adopted immediately, then the capital forma¬ 
tion in the private sector may be considerably in¬ 
creased. 

Question 25.—Regulation of Consumption for Releasing 

Larger Resources for Development. 

The Chamber does no! feel confident that much 
regulation of consumption standards is desirable, 
because it is found that most of the consumption group 
industries are already facing the problem of extreme 
buyers’ resistance. The absorption capacity in the 
country is proving inadequate for the programmed 
development. Secondly, the Chamber is not also clear 
whether tax measures would be appropriate for such 
regulation of consumption. The Planning Commission 
also make significant observation in this regard when 
they say that “ direct taxation of the rich is likely to 
impinge more on their savings than on their consump¬ 
tion ”, It is felt that direct taxes on the rich would 
be non-effective for the purpose of regulating consump¬ 
tion. Appropriate measures for a higher level of in¬ 
direct taxes may achieve the purpose to some extent. 
While it is felt that much tightening of the belt may 
not be possible for the majority of the people, some 
result may be achieved if systems of deferred payments 
of bonuses to wage earners, and provisions similar to 
it are adopted for certain middle income groups on 
whom the burden of direct tax may be lightened. 

Question 26.—Tax Policy vis-a-vis Efficiency of the Pro¬ 
ductive System. 

The major incentives on which the vigour of a 
productive system, particularly in the private sector, 
depend, have been indicated by the Chamber in reply 
to Question No. 20. In brief, these include the in¬ 
centives for entrepreneurs to undertake ventures, scope 
and incentives for expansion, incentives for investors, 
and incentives for managerial personnel. The main¬ 
tenance of a constant flow of venture capital into the 
system is one of the essential pre-requisites for main¬ 
taining the vigour of a productive system based on 
mixed economy. The tax policy can influence these 
incentives and can thereby promote the efficiency of 
the productive system. The efficiency of a productive 
system also depends to a large extent on the scope for 
modernisation of plants and machines, and for under¬ 
taking the rationalisation of industries. So, by adjust¬ 
ment of the tax policy the industries can be provided 
with larger scope for ploughing back of their profits 
for needed replacements and modernisations and there¬ 
by to improve the efficiency. 

For optimum utilisation of money, material and 
machines, in the productive system, loads of taxation 
on each ol these factors can largely affect the efficiency 
oC the productive system. The tax on the money that 
flows to the productive system should be lower than 
on that which flows to current consumption, and there¬ 
by the productive system may be helped. In respect 
of import duties, and other Slate taxes, the raw mate¬ 
rials should be taxed at a lower level, and all manner 
of double taxation at Central and State levels of such 
raw materials of industries should be lowered. For 
example, if the same raw cotton is subjected to import 
duty, and then again to sales tax, then the cost on raw 
materials gels higher and brings in rigidity in the cost- 
price structure. The import duty on capital goods and 
machinery needs also to be kept very low for promoting 
efficiency by modernisation of plants and machinery at 
relatively cheaper costs. Tax allowances for ration¬ 
alisation may also help the productive efficiency of the 
industries. 

As has already been pointed out high rates of per¬ 
sonal income-tax at middle income brackets affects the 
incentives for work among the Business Executives and 
Professional Experts, who also largely determine the 
efficiency of the productive system. 

The multiplicity of the taxes in India has subjected 
the flow of trade and income to a number of taxes, the 
cumulative effect of which cannot be easily measured, 
though can be felt by those having experience of trade. 
For example, a pair of Dhut.y which may be priced by 
the Mill at Rs. 12 per pair in Bombay, would have to 
bear a little more than Rs. 3 by way of Central Excise 
Duty, Bombay Sales Tax and West Bengal Sales Tax. 

The lack of uniformity from State to State of 
various taxes, particularly Sales-tax, have affected the 
free flow of trade among the different parts of the 
country and has in that way affected the productive 
efficiency ol the economy. The widely varying tax 
load in the different States, as has been pointed out 
before, has significant effect on the channelling of in¬ 
vestments to different parts of the country. Private 
capital must have a tendency to flow towards those 
areas where the aggregate tax load, as also the com¬ 
plexities of the taxes, are less. 

As to rationalisation of the country’s tax structure 
to arrest this diversionary effect of taxation, the Cham¬ 


ber's opinion would be indicated from the replies in 
the subsequent Questions. At this place it may be 
mentioned that although complete uniformity may not 
be possible in a vast country like India organised on 
a Federal idea, much greater uniformity can be secured 
by the constitution of something like a Board of Inter- 
State Commerce and Revenue which Body may, inter 
alia, be entrusted with the work of keeping close watch 
on the undesirable effect ol divergent taxes on the 
allocation of resources. The State Governments should 
come to some understanding about mutual consultation 
through such a Board, in the interest of the economy 
as a whole. Some other tax adjustments needed to 
invigorate the productive system in the private sector 
are indicated under Question No. 20. 

Questions 27 and 28.—Taxation to Secure Order of 
Priorities in Development Programme. 

The Chamber is generally sceptical about the use of 
taxation as a gear for economic control. It feels that 
there are obvious limitations of a tax policy to do the 
job, though every lax must have some economic effect. 
The Chamber would therefore mention that the desired 
order of priorities in the Development Programme 
should be attempted to be secured by more direct 
means than taxation. Special tax treatment of new 
industrial undertakings generally, and of those indus¬ 
tries for which programmes of development have been 
drawn up would however be justified on the principle 
of social expediency. Some additional incentives may 
be provided by tax concession to investors in such in¬ 
dustrial undertakings. Such tax adjustments would be 
only adjuncts to aid the priorities decided otherwise. 

Question 29.—Scope and Efficacy of Tax Policy vis-a-vis 
Monetary Policy and Direct Controls. 

Tax policy is only one aspect of the general Fiscal 
Policy comprised ol Budgetary policy, Expenditure and 
Investment Policy, Borrowing Policy and Debt manage¬ 
ment policy. The whole Fiscal Policy again requires 
lo be co-ordinated with the Monetary policy involving 
credit policy, stock market policy, banking policy, and 
the like. The monetary policy, and direct controls in 
the field of investment, regulation of industries, regu¬ 
lation of foreign exchange, regulation of foreign trade, 
etc., are likely to be more efficacious than a tax policy. 
A tax can be effective only in coordination with other 
facets of fiscal, monetary, banking and general econo¬ 
mic policy. 

Questions 30 and 31.—Taxation and Reduction of 
Inequalities. 

The urge for reduction of inequality is appreciated 
by the enlightened Business Community. The Plan¬ 
ning Commission observes that “ there is need for 
balancing the advantages of greater equality of income 
and wealth against the disadvantages of a possible fall 
in private savings and capital formation ”. The Cham¬ 
ber would like to emphasise that relative to the present 
stage of development the taxation during the last few 
years and other measures in respect of wages, labour 
welfare, etc., have brought about significant reductions 
in respect of inequality of income. So far as taxation 
is concerned it has over-reached its limits in reducing 
inequality. It has affected the taxable capacity of the 
community. The inequality that existed for ages in 
the country has no prospect of becoming wider in the 
present context of things. But the Chamber must 
emphasise that any attempt to increase the pace of 
reduction in the inequality may reduce the taxable 
capacity to an undesirable limit. Capital resources are 
essential lor production of income and re-distribution 
of an inadequate quantum of National Income means 
only a shift of income to those sections of the com¬ 
munity who possess the highest propensity to consume. 
The Chamber thinks that reduction in the inequality 
is bound to gradually come about in the process of 
development programmed for the country. 

The Chamber would also like to mention that the 
newer principles lor regulation of wages, salaries, etc., 
have made the use of taxation for increasing the 
equality or reducing the inequality unnecessary. There 
are many direct ways for it and greater degree of 
economic equality can come only with greater increase 
in the National Income lor which incentives to capital 
formation must be maintained, at the present stage 
among the traditional savers’ class. 

Question 32.—Public Expenditure for achieving Equality 
of Income. 

No doubt, heavy public expenditure may apparently 
achieve some amount of equality of income. If larger 
measures of welfare services are adopted out of such 
public expenditures, then the bulk of the benefits 
accruing to the lower income groups may bring about 
a greater measure of economic equality. But when 
such heavy public expenditures are sustained by high 
level of taxation, then in a mixed economy such taxa¬ 
tion tends towards inflation because the incentives for 
hard work, investment and production are likely to get 
affected. Thus the supply of goods and services are 
likely to fall short of the money supply with the result 
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that inflation sets in with its resultant effect on the 
entire economy. Continuous inflation again may bring 
about a different pattern of inequality. In an under¬ 
developed economy like that of India heavy public ex¬ 
penditure in non-productive lines can hardly have any 
effect on reduction of inequality. 

Question 33.—Tax Policy and Foreign Investment in 

India. 

The Chamber does not propose to make any sugges¬ 
tion in this regard. 

Question 34.—New Taxes. 

(a) and (b) : Estate and Succession Duty. 

Regarding Chamber’s views on Succession and 
Estate Duties, please refer to the Answers to Question 
Nos. 101 and 102. The Parliament has already pro¬ 
ceeded with the legislation. The Chamber still main¬ 
tains that it has been inopportune in the very first stage 
of development. 

(c) and (d) : Terminal Tax and Taxes on Railway 
Freights. 

Regarding taxes on Railway fares and freights, and 
Terminal Taxes, the Chamber is of opinion that in the 
present rates structure of the Indian Railways there is 
already a tax element in so far as monopoly freights 
charged do not seem to be justified. This would also 
be clear from the fact that every year there is heavy 
surplus in the Indian Railways and a portion of it also 
goes to the general revenues of the Government. 
Secondly already the Railway Freights have exceeded 
the level which the traffic can bear. There is therefore 
no justification for additional taxes on Railway fares 
and freights. Moreover, the Indian Railway freights 
having have already exceeded the limit of what the 
traffic can bear any addition is likely to affect the yield 
of freight itself. 

(e) With the Act for regulation of Futures Market 
and with possible legislation for regulation of Stock 
Exchanges, the functioning of these essential adjuncts 
of the Private Enterprise System likely to be im¬ 
peded. These should not therefore be further burdened 
with a tax load. The flow of credit would also be 
affected. 

(/) The Newspapers being the principal vehicle for 
public opinion, and the prices of newspapers being 
already very high, taxation of the sale or purchase of 
newspapers may not be desirable and feasible at the 
present moment. A tax on advertisements would add 
to the business costs and the Chamber is not in favour 
of advertisement tax. 

Question 35.—Views re: Some Possible Tax Measures. 

At the present stage of capital formation, the Cham¬ 
ber does not consider it advisable to tax capital. On 
the contrary, in taxation measures it should be ensured 
that the capital which is the source of income is not 
impaired. 

Regarding Salt Duty , the Chamber is strongly of 
the opinion that the duty may be reintroduced, and 
even a moderate rate of duty may bring roughly Rs. 10 
to Rs. 12 crores to the coffers of the Government with¬ 
out much addition to the tax burden of any individual, 
as the coverage would be maximum. The Chamber is 
fully conscious of the political aspect of this duty but 
it feels that in the changed circumstances of the country 
and when the Governments are undertaking many wel¬ 
fare services, the reintroduction of the duty should be 
considered as justifiable. If the Government feel that 
the public psychology may still be affected then, the 
receipts from the duty may be kept earmarked for 
rural development or for some specifically approved 
social service. 

About surcharges on land revenue, the Chamber 
considers that if agricultural income-tax is appropriate¬ 
ly introduced the need for surcharge on land revenue 
may not be there. Moreover, such additional surcharges 
on land revenue would make the tax more complex. 

Regarding betterment levies, the Planning Commis¬ 
sion seem to consider that it may be possible in new 
development areas. But the Chamber feels that such 
betterment levies may not prove feasible at the initial 
stages and therefore the scope of such levies during 
next few years may not be very much. 

About agricultural income-tax, the Chamber is de¬ 
finitely of the opinion that there is considerable scope 
for increasing the revenues of the States from this 
sources. At the present, level of Agricultural income- 
tax is negligible in India. The Taxation Enquiry 
Committee of 1924 also recommended for introduction 
of a progressive rate of Agricultural income-tax in case 
of large holders. The receipts from land revenue and 
Agricultural income-tax now constitute less than 10 
per cent, of the total public revenues at all levels and 
the share of Agricultural income-tax in the revenues 
of the States works out to roughly 1 per cent. only. 

About social security taxes, the Chamber would like 
is point out that in a way, a section of Indian indus¬ 


tries has already been put under this tax in so far as 
compulsory Provident Fund and Sickness Insurance 
Schemes have been introduced enjoining upon the em¬ 
ployers to make contributions. The Chamber is not 
clear whether the coverage of social security taxes 
can be so extended as to yield much revenue with 
which any acceptable n.easure of social security can 
be provided for the people in general. The basic diffi¬ 
culty in any social security scheme in India at the pre¬ 
sent stage is that the coverage of the beneficiaries must 
be too wide and the number of those who may be 
called upon to bear the tax would be too few. In post¬ 
war Great Britain also while some £ 1,500m. was spent 
on social services out of the total expenditure of £3,898m. 
in 1950-51, on specific tax as social security tax was 
introduced. Community services and measures of 
social security on considerably wide scale were pro¬ 
vided by the Labour Government on the basis of some 
extension in indirect taxes. 

The Chamber considers that in undue haste to 
realise the policy of prohibition, the income from State 
excise duties have beer unduly lowered with incom¬ 
mensurate result on the prohibition policy. The 
revenue from State excise declined from Rs. 6-2 crores 
in Bombay in 1948-49 to Rs. IT crore only in 1952-53 
and in Madras the revenues from State excise was 
brought down to Rs. 34 lakhs only in 1952-53. The 
Committee do not feel that such declines really reflect 
the progress in the prohibition policy. The Chamber 
feels that while the revenues can be brought down by 
a Governmental decision, the habits of the people can¬ 
not be easily changed. It therefore, feels that the pro¬ 
hibition policy as laid c.own in the directive principles 
of the Constitution, can be better given effect to by 
imposing restrictive rates of duties on the liquors while 
at the same time those who continue to remain addicted 
to this vice may be made to contribute to the State 
coffers which money cat be spent for the community’s 
social services. 

Question 3G.—Levy of a tax on Unearned Increments in 

value of Land and other Property as a result of 

Public Projects of development. 

The Planning Comm.ssion observe that “betterment 
levies, designed to draw’ into the Public Exchequer a 
proportion of the capital gains that accrue to private 
putties as a result of development are a recognised 
device for strengthening public savings ”. The Chamber 
feels that such taxation of capital gains so to say, should 
not be resorted to at the present moment. While such 
increments in value ol the properties in rural areas 
may be considered as largely unearned, it can in no 
wise be looked upon as undeserved or undesirable. 
While such unearned accretion in value may be there, 
the risks and the period of waiting involved in owning 
such land and other properties in undeveloped areas 
should also be taken into consideration. Moreover, the 
Chamber feels that such accretions would help capital 
formation in the private sector. A levy on unearned 
increments is also likely to be administratively difficult 
and complex. 

Question 37.—Measures for Increasing Receipts from 

Existing Sources. 

In the opinion of the Chamber better administration 
of the taxing macnineiy may increase yield of several 
of the existing taxes. If better relations between the 
tax administrations and the tax payers can be estab¬ 
lished and the procedure of taxation can be simplified, 
and the load on individual assessees can be lowered in 
respect of certain taxt s, then avoidance and evasions 
may be also minimised, with consequential result on 
the aggregate yields. By way of illustration, the 
Chamber may mention that in respect of several taxes 
like Sales-tax in West Bengal, the full tax payers’ 

coverage does not seem to have been as yet secured 

with the result that the tax operates as iniquitous 
against those who pay the tax as also the general 

consumers, while the yield continues to remain rela¬ 
tively low. 

Question 38.—What other New Sources of Taxation can 
you Recommend ? 

Please refer to the Answer to Question Nos. 34 and 
35 above, regarding' the Chamber’s views on new 
sources of taxation. 

Question 39.—Central Surcharge on Taxes. 

Except under emeigent conditions, the Chamber is 
not in favour of imposition of Central surcharges on 
the taxes or duties whether of the Central Government 
or of the State Governments. Regarding the surcharge 
on Income-tax the Chamber strongly urge for abolition 
of the present surcha ge. 

Question 40.—Limitations of the Tax Policy to cope with 
Inflationary and Deflationary Situations. 

Basically, the Chamber is not clear about the efficacy 
o£ taxation as an instrument for meeting inflationary 
and deflationary situations. As has already been 
pointed out, tax police is after all only one aspect of 
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the fiscal policy which, in its turn, cannot work with¬ 
out monetary policy. While thus, the tax policy can¬ 
not accomplish the tasks of combating inflation or de¬ 
flation, it can to some extent be helpful in making the 
other antidotes effective. For such use of the taxation 
also, the economy and for the matter of that, the 
markets of the country must be sufficiently organised 
and the statistical measures and gauges must be well 
developed so that the Government may use such 
measures at the correct time and in the correct 
manner. 

Under the present Indian conditions, the Chamber 
is particularly doubtful about the efficacy of the tax 
policy as an instrument for dealing with inflationary 
or deflationary situations. By way of illustration, the 
Chamber may point out that the ostensibly anti-infla¬ 
tionary, taxation in India during recent years has been 
considered by many to have more affected the flow of 
venture capital and the country’s exports, than really 
checking inflation. It would be found that the anti- 
mflationary taxation did not succeed till the monetary 
and credit policies could be made effective from the 
beginning of 1952. The Chamber would like to point 
out that it is always difficult to decide the limit at 
which taxation may just curb the inflationary excesses 
and may not impair business incentives. The Com¬ 
mittee would also point out that frequent changes in 
taxation and tax rates, which the utilisation of the tax 
policy for combating short-term economic fluctuations 
would involve, affect business planning, and thus what¬ 
ever good may be secured by such utilisation of the tax 
policy is more than offset by business instability that 
it brings forth. The time-lag between proposals and 
implementation of the adaptations proposed, and 
between tax receipts and expenditure, create uncer¬ 
tainty and hesitation in taking business decisions. Fre¬ 
quent changes in Customs Duties also generates specu¬ 
lative tendency in the country’s foreign trade. 

Question 41.—Efficacy of Different Individual Tax 

Measures to Combat Inflation or Deflation. 

The general views of the Chamber about the efficacy 
of the tax fabric in combating inflationary or defla¬ 
tionary situations are indicated in Answers to Question 
No. 40 above. 

At the present moment the rates of Corporate and 
individual income-tax are so high that even if there 
is a little inflation, it would be ruinous to go with the 
idea that such inflation can be countered by increasing 
such taxes still more. In this context the Chamber 
would like to stress that the War-time and Post-war 
high levels of income-tax and super-tax, and imposition 
of Excess Profits Tax, Business Profits Tax, and Capital 
Gains Tax seriously undermined the capital formation 
in the private sector, but had little effect in countering 
inflation of the War and Post-war years. The Chamber 
would also mention that in the course of implementa¬ 
tion of the Five-Year Plan, a huge amount of money 
would be released into the economic system putting 
inflationary pressures on commodity prices, and deficit 
financing would, also add to this inflationary tendency. 
But if taxation is to be utilised as an aid to keep such 
inflation under control, then the measures must be able 
to mop up the small funds of additional income that 
would be "released during the Planning period among a 
larger number of people throughout the country. Un¬ 
less mopping up of such additional incomes is possible, 
taxation measures as an anti-inflationary technique is 
bound to be non-effective. In an eagerness to apply 
the technique, if efforts are made only to hunt up the 
collective savings available in the organised businesses 
and if the microscopic proportion of the population who 
pay income-tax is only to be fleeced, then the policy 
would affect capital formation and incentives tor work, 
saving and investment, while proving non-effective as 
a counter-inflationary measure. In the opinion of the 
Chamber Direct taxes are unsuitable for countering 
inflation, in the context of India’s conditions. As the 
bulk o£ the productive instruments are operated by 
those who pay direct taxes, measures to lighten the tax 
burden on industry and trade may however, invigorate 
the economy. 

Among indirect taxes, the adjustments in the import 
duties in times of goods scarcity may arrest the infla¬ 
tionary spiral by increasing the supply of goods in rela¬ 
tion to the available purchasing power. The yield of 
the duty may also increase, thus bringing in revenue 
while mopping up a portion of the purchasing power 
in the community. 

The experiences of the Chamber about the use of 
Export Duties in countering inflation during recent years 
have not been encouraging. The Chamber is doubtful 
about the equity and efficacy of this device to combat 
inflation. During 1938-39, Export duties covered only 
two articles, viz., jute and Rice and yielded Rs. 4 crores 
out of a total revenue of Rs. 42J crores while in 1951-52, 
Export duties covered 10 commodities and brought 
nearly Rs. 50-5 crores out of a total gross revenue of 
Rs. 145 crores. It has been claimed that by the device 
of levying Export duties, the taxation policy has contri¬ 


buted to combat inflation in India. The Chamber, how¬ 
ever, feels that the export trade of the country has 
been to a large extent damaged by such a policy be¬ 
cause of the inevitable time-lag involved in making 
appropriate adaptations. The Chamber feels that there 
is inherent limitations in using Export Duty for such 
purposes. In its opinion the Government should relieve 
the country’s export trade from the strangle-hold of 
Export Duties. 

The Excise and Sales taxes virtually impinge on 
consumption. A judicious use of these taxes with 
timely adaptations may influence inflationary or difla¬ 
tionary trends to some extent. For example, the reduc¬ 
tion or abolition of Excise Duty on mill-made cloth may 
contribute to bring down prices of cotton textiles at 
present. The levy of Salt Duty and imposition and/or 
a slight increase in Excise Duties on those goods which 
are consumed or used by almost the entire population 
may contribute to mop up a portion of the additional 
money that has flowed and would flow to the workers, 
peasants and other income-tax exempted categories of 
people, and thus some check may be put on the in¬ 
flationary pressure of the developmental expenditure. 
But downward re-adjustments are necessary in respect 
of some products like cotton textiles where the prices 
are facing consumers resistance. 

About Sales Tax, the Chamber is of the opinion that 
the revenue urge of the State Governments have 
already made the tax extremely complex and restric¬ 
tive of trade, and therefore there should be no attempt 
to add yet another complex function to it. 

Question 42.—fo what extent is it possible to increase 
the inherent capacity of the tax system to counteract 
inflation or deflation ? 

The Chamber’s views regarding the scope and in- 
nerent limitations of tax policy as an instrument to 
deal with inflation and deflation are indicated in replies 
to Question Nos. 40 and 41 above. Moreover, as the 
Chamber has observed at the very outset (Reply to 
Question No. 1), it is not in favour of such non-fiscal 
use of the tax policy. In other countries with much 
developed and organised economies, and where the 
coverage of direct taxes is fairly high, there may be 
some scope for utilising taxation as a contributor to 
to counter inflation or deflation. But in those countries 
also tax policy is looked upon in such circumstances 
only as an adjunct of other policies, monetary and non¬ 
monetary. In the context of things in India there 
should be still less reliance on tax policy for such 
purposes. The question of increasing the inherent 
capacity oi the tax system, by itself to deal with in¬ 
flation or deflation, seems to be therefore premature. 
In times of money inflation the Government should go 
in tor mobilising small savings, may float loans, etc., 
for pumping out the additional purchasing power. In 
times of deflation on the other hand more money may 
be pumped in by various devices, like re-payment of 
loans, drawing upon the cash balances of the Govern¬ 
ment, cheaper credit policy, etc. 

Question 43.—Public Expenditure vis-a-vis Inflation or 

Deflation. 

Public Expenditure programme can substantially in¬ 
fluence ihe inflationary or deflationary situations. But 
the pattern oi expenditure would be significant. For 
example, the high level of public expenditure, under¬ 
taken by the Government under the Five-Year Plan, 
being principally of long-term capital nature and partly 
of non-productive welfare category, cannot but have 
an inflationary pressure on the economy, and deficit 
financing would add to this pressure. If this high level 
of expenditure is to be financed out of current revenues 
secured principally by direct or indirect taxation of 
those who constitute the backbone of the private sector 
of the economy, then that may mean crippling of the 
economy, inspite of a high level oi public expenditure, 
as the private industry and trade responsible for the 
supply of the goods and services would be crippled. 
Stagnancy of the economy with growing unemployment, 
along with an inflationary trend may thus result from 
such a pattern and level of public expenditure backed 
up by such a scheme of financing. For curbing in¬ 
flationary pressure, adjustments in public expenditure 
pattern and slowing down its tempo, and efforts to 
mobilise small savings may be more efficacious and 
effective than any other instrument. 

In times of deflation or depression, the policy of 
undertaking programmes of public expenditure on pro¬ 
jects like Road construction. Irrigation, Housing and 
other similar types of Public works, was effectively 
adopted in many countries during the depression days 
oi the thirties. Increase in public expenditure has 
been resorted to for invigorating the economy during 
those days. But it may be worth considering, under 
the Indian conditions, whether increase in public ex¬ 
penditure or tax reduction would be desirable for meet¬ 
ing a deflationary situation or a depression. In the 
Indian Economy private sector provides the people with 
the bulk of the employment opportunities, and tax re¬ 
ductions are likely to more effectively invigorate the 
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economy by means of larger and wider investments, 
than an increase in public expenditure by an equal 
amount. Such tax reductions would directly influence 
investment incentives, while an increase in public 
expenditure in non-productive lines is likely to increase 
consumption incentives. It has however to be noted 
that some increase in public expenditure in selective 
lines o£ public works of high utility may be also neces¬ 
sary and desirable. In times of deflation therefore a 
combined policy of increased public expenditure and 
tax reduction may be most effective. 

Quesiion 44.—Using tax policy to deal with the effect of 
rising or falling prices on particular groups of tax 
payers or sectors of the economy. 

As already explained in the replies to several pre¬ 
vious questions, the Chamber is not generally in favour 
of relying on the tax policy to deal with the effect of 
price fluctuations. It is therefore of the opinion that 
the tax adjustments are not suitable instruments to 
counter the effect of short-term price changes on the 
different sections of the people. Monetary and credit 
measures and public expenditure policies are better 
instruments. But tax adjustments along with other 
measures may be necessary if the rise or fall in prices 
persist over a considerable period of time and exhibits 
trends for stabilisation at higher or lower levels. 


Question 47.—Definition of Income. 

In the opinion of the Committee, there is no way 
out than to leave the “definition” as of a very general 
nature as in Section 2(6C). No exhaustive definition 
seems to be feasible and the definitions attempted to be 
given in certain foreign laws, as in the Income-tax 
Laws of Canadian Provinces, are of a very broad nature 
though very long. 

The Chamber would, however, like to explain that 
the concepts of revenue incomes and expenses in in¬ 
come-tax accounting should not be very different from 
those in business accounting. With this end in view, 
some principles should be enunciated in the Act itself. 
In this connection the Chamber may invite the atten¬ 
tion of the Commission to the principles enunciated in 
respect of income in the case of the Commissioner of 
Income-tax versus Messrs. Shaw Wallace & Co. where 
the following observation is made: — 

“ Income in thi; Act connects a periodical mone¬ 
tary return comir g in with some sort of regularity 
or expected regulirity, from different sources. The 
source is not necessarily one which is expected to 
be continuously productive, but it must be one 
whose object is t le production of a definite return, 
excluding anything in the nature of a mere wind¬ 
fall.” 


Question 45.—Present Phase of Economy and Needed 
Adjustments. 

So tar as the industrial products are concerned, there 
is deflationary trend in the market. Generally speak¬ 
ing, the absorption capacity within the country is falling 
short of the expansions achieved in the field of indus¬ 
trial production. In the international prices of the 
major counters of India’s export trade, there is also a 
strong deflationary trend. There are rigidities, how¬ 
ever, in the cost-price structure, particularly of the 
industrial products, including the rigidity provided by 
the load of taxation. The high level of public expendi¬ 
ture, which is predominantly of a capital or non-produc¬ 
tive nature, is providing an element of inflationary 
pressure in several sectors, particularly in respect of 
food articles, and this is likely to continue. A layer 
of prosperity among the peasants and workers may 
sustain that pressure. In respect of business profit, 
whicn is very strategic in determining the volume of 
new investments and economic expansion on the basis 
of a mixed economy, the declining trend has gone to the 
limit of almost becoming dis-incentive. The rate of 
new investment or expansion in the private sector, is 
proving to be ioo low to provide gainful employment 
to the growing population. The tax adjustments, there¬ 
fore, are to be made on the canvas of these trends. 

For providing wider opportunities tor employment, 
the tempo of new investments over wider fields of 
business activities may be increased by a revision of 
the public expenditure programme, and by providing 
wider scope and stronger incentives to those sections 
of the community who traditionally possess the propen¬ 
sities to save and invest. By such expansion of invest¬ 
ments the volume of employment and production can be 
increased with a better adjustment between the rates 
of expansion and absorption of the goods produced. 

The adjustments in the fields of taxation which the 
Chamber has in view have been indicated in the course 
of replies given to the previous Questions and would 
be given in more concrete terms in its replies to other 
parts of the Questionnaire. 

Part II— Direct Taxes 

Question 46.—Determination of ‘ residence ’. 

In the opinion of the Chamber, the alternative 
test of residence, viz., (i) location of control or manage¬ 
ment, or (ii) relation between extra-territorial and 
inter-territorial incomes as provided in Section 4A(C), 
should be guarded with some proviso so as to secure 
that a foreign company before getting the privilege of 
set-off of any foreign loss, in any year it becomes 
resident (because of more than 50 per cent, income in 
India), should bring at least an equal amount of foreign 
profits in India in subsequent years, when it becomes 
non-resident because of more than 50 per cent, income 
abroad. The recommendations of the Income-tax In¬ 
vestigation Commission in para. 48 of their Report 
appears to be pertinent if the present alternative test 
of residence of Companies is to be continued. Broadly 
speaking, the Chamber would suggest for introduction 
of such tests of residence as may secure to India the 
tax on the entire income that arise in India and there 
should be no charge on foreign profits. 

The Chamber is of the opinion that the special cate¬ 
gory described as “ not ordinarily resident ” in Section 4B 
should be abolished as was recommended by the In¬ 
come-tax Investigation Commission. Some special provi¬ 
sion for the foreign technical personnel who may be 
employed in India, at the present phase of the country’s 
economic development, may however, be made. 


The exclusions made in Section 4(3) (vii) may be 
further clarified so that no receipt which is considered 
to be of a capital nature in business accounting may be 
attempted to be included within income for the purpose 
of taxation. 

Question 48.—Heads for Income-tax : Taxation of Capital 
Gains. 

The heads of income chargeable to income-tax as 
mentioned in Section 6 of the Income-tax Act seems to 
be comprehensive, incidentally, the Chamber would 
suggest that “ Divide id ” should be shown as a head 
along with “ Interest m Securities ” in Section 6 of the 
Act against head No (ii) instead of being put under 
head number (v), “Income From Other Sources”. 

The Committee would also like to mention that in 
the Finance Act of 1953, it has been prescribed that 
speculative losses can be set off only against specula¬ 
tive gains. The underlying principle seems to confirm 
the view of the Chamber that an income in order to be 
charged under standard income-tax should be regular 
and recurring. In the opinion of the Chamber, if specul¬ 
ative losses are not allowed to be set off against regular 
and recurring incomes, speculative gains or incomes 
should not also be ir eluded within the normal income 
for charging income-lax. Such irregular and non-re¬ 
curring gains or incomes may be treated separately for 
taxation. 

The Chamber is definitely opposed to the taxation of 
capital gains at the iresent stage of economic develop¬ 
ment of India. Tax; tion of capital gains is bound to 
seriously affect risk taking incentives and ventures and 
would thus impede ctpital formation. It is administra¬ 
tively complex and the yield may not warrant for taking 
recourse to such a me isure in peacetime economy. With 
the introduction of the Estate Duty all capital gains 
would be taxed on ti e death of the last holder of the 
property and therefore a separate capital gains tax 
would be still more uidesirable. 

Question 49,—Taxation of Profit accruing or arising 
abroad on their repatriation to India. 

The question mentions only the issue of taxation 
of foreign incomes on repatriation. The Chamber 
would like to emphasise that foreign incomes of the 
residents should be completely exempt from Indian in¬ 
come-tax. 

The Chamber would also stress that when such 
foreign incomes are repatriated, it should be exempt 
fully from income-tax. without conditions being imposed 
on the manner of investment of such repatriated foreign 
earnings and savings. 

Such a procedure would encourage the Indian 
nationals to take up business in foreign countries and 
repatriate their incomes for investment in India. Such 
repatriated foreign earnings and savings should be 
allowed to flow in the private sector without hindrance. 
The income that would arise out of such investments 
would naturally be taxed in subsequent years and there¬ 
fore such repatriation; should be encouraged. 

Question 50.—Definitii n of Dividend. 

It appears that nc change is needed in the defini¬ 
tion of ‘dividend’ in relation to bonus shares The 
bonus shares release :io asset of the Company, nor do 
such shares add to tie liquid spending power in the 
hands of the recepients. Secondly, the issue of bonus 
shares affects the valu ; of the existing shares and there¬ 
fore, it the bonus shares are to be taxed as dividends 
the depletion in the value of the existing shares would 
also have to be allowed. But such adjustment would 
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be virtually impractical. The issue of bonus shares is 
a time-honoured method for capitalisation of the past 
savings and therefore it should not be impeded by taxa¬ 
tion, particularly at a time when capital formation and 
need for speedy development are considered urgent and 
vital in the country. 

Question 51. —Taxability of non-residents through their 

business connections in India : Sections 42 and 43 

of Income-tax Act. 

The Chamber feels that the present provisions of 
Section 42 and 43 put the importers in India in an un¬ 
certain position, because of the interpretations put to 
these provisions in administering these. The sections 
should be suitably modified so as to secure the 
following: —• 

(a) An Importer, or even an Agent or an employee 
in India of a non-resident foreign trader or manufac¬ 
turer, should not necessarily be liable to be assessed on 
behalf of the foreign Suppliers or the Principal. The 
general qualifications of an Agent in order to be assessed 
in a representative capacity, should be stated in the 
Act itself. 

An Agent in order to be selected as a representative 
assessed should have the general authority to negotiate 
and conclude contracts on behalf of the non-resident 
Principal, or should be in possession of a stock of mer¬ 
chandise' for the purpose of fulfilling orders. There 
should not be any question of such representative taxa¬ 
tion in Principal to Principal contract, or when an in¬ 
dependent Commission Agent or a Broker or a Custo¬ 
dian acting in the ordinary course of business does busi¬ 
ness with a foreign trader. 

(b) While the Chamber agrees that the entire profit 
arising out of trading in India, should be taxed, it 
should be categorically ensured that in eagerness to 
tax such profits, no profit which may arise out of trade 
with India (but not in India), may be subjected to In¬ 
come-tax in India. For example, when goods are sent 
by a foreign Principal to his Agent in India, the entire 
profit should not be treated as profit arising in India 
at the time of sale here. The manufacturer’s profit 
should be separated from the trader’s profit and only 
the latter should be taxed in India. The Chamber 
understands that specific provisions exist in the Austra¬ 
lian law in this regard and those may be examined by 
the Commission. 

Unless these provisions are effectively secured, both 
in the law and in the administration, the position of the 
Indian Importers remains uncertain and the foreign 
exporters may insulate themselves by insisting on send¬ 
ing goods at F. O. B. prices ; and the agency and con¬ 
signment business become difficult. 

In this connection, the Chamber would like to 
observe that it is opposed to recommendation No. 6 
made in paragraph 44 by the Income-tax Investigation 
Commission as to the method of assessment of the non¬ 
resident foreign trader by selecting one resident repre¬ 
sentative as responsible for the entire tax liability of 
such a non-resident. If a foreign trader has more than 
one qualified Agent in India, it should not lie on the 
Income-tax Officer to select any one of such representa¬ 
tives for the entire tax liability of the foreign 
Principal. 

Question 52.— Definition of Agricultural Income to avoid 
Dobule Taxation. 

The definition of agricultural income as given in 
Section 2(1) would require modification so as to avoid 
the scope of double taxation in respect of incomes and 
dividends of Agricultural, Plantation and Forest Com¬ 
panies. In the opinion of the Chamber, the Act should 
categorically declare that if the income from the Planta¬ 
tion Companies and Companies engaged in forestry be 
agricultural income then the dividends paid out of such 
income should also be considered as of the same nature 
as the total income of the Company. It should be con¬ 
ceded that if an income is agricultural in the hand of 
the Company, then the dividend declared out of such 
income should also be considered agricultural in the 
hand of the recepient of the dividend. 

The Chamber would, however, prefer integration of 
agricultural and non-agricultural incomes for income- 
tax purpose and in that case, the issue regarding 
dividends declared by Agricultural Companies and 
Forest Companies would get resolved. 

Question 53. —Integration of Agricultural Income with 
non-Agricultural income for rate purpose. 

As income from all other sources are integrated 
for the purpose of Income-tax, there seems to be no 
particular economic justification against integration of 
money income arising from agricultural sources, with 
those arising from other sources for the purpose of in¬ 
come-tax. In other countries also, such integration is 
made. 

If, however, such complete integration is not con¬ 
sidered feasible as a matter of expedience, the Chamber 


would alternatively suggest that at least on considera¬ 
tion of “ ability to pay ”, net agricultural income, after 
deduction of ali expenses incurred for earning that in¬ 
come and the agricultural tax paid on such income, 
should be integrated with non-agricultural income for 
determining the rate of income-tax under the Central 
Act. 

The Chamber does not visualise much .difficulty in 
such integration on constitutional grounds, but because 
Agricultural income-tax has not been introduced in the 
majority of the Indian States integration of the two 
incomes for rating of the non-agricultural income need 
be preceded by the introduction of Agricultural income- 
tax in all the States. 

Question 54.—Abolition of distinction between Agricul¬ 
tural income and non-Agricultural income and 
change of the Constitution. 

If the first alternative suggested in reply to 
Q. No. 53 above, be accepted then that would automati¬ 
cally involve complete centralisation. 

Even if the two incomes are kept separate, and Agri¬ 
cultural income is taken into consideration only for the 
purpose of rating, as suggested in reply to Q. 54 above, 
then also the Chamber would strongly favour the cen¬ 
tralisation of the administration of agricultural income- 
tax for and on behalf of the States. With this end in 
view, the Constitution should be changed, or even in 
terms of the present Constitution, the State Governments 
should empower the Centre to levy a uniform agricul¬ 
tural income-tax for the allocation among the States on 
the basis of the collections. 

Question 55.—Treatment of irregular and fluctuating 
incomes. 

In the opinion of the Chamber, the present treat¬ 
ment of irregular and fluctuating incomes require modi¬ 
fication so as to specifically provide for averaging of all 
irregular and fluctuating incomes arising from business, 
profession or vocation, over a number of years. 

The incomes arising out of recognised speculative 
transactions should particularly be treated as fluctuat¬ 
ing incomes for the purpose of such averaging. Risk 
investments yield uncertain and irregular incomes and 
averaging of such incomes for tax purposes would pro¬ 
mote investment incentives. 

Secondly, in case of lumpsum receipts, at intervals, 
these should not be taxed in one year as the income 
of that year in which these are received. Similarly, 
profits of contractors can be calculated only in the year 
of completion of the contract and so such profits should 
not be considered as income of that particular year but 
should be spread over the period involved. 

Such spreading technique is being worked out under 
the Federal Income-tax law of the U. S. A. in respect 
of incomes of authors, inventors, lawyers, etc., who 
work for long for no or little income and then receive 
large incomes and then again may have to wait for 
long. Prorate adjustments are allowed over the earn¬ 
ing period. This principle has also been introduced in 
the Indian Income-tax law by the Finance Act of 1953 
which makes provisions for giving relief to Authors, 
Painters, etc. The Chamber would suggest the exten¬ 
sion of the principle of averaging and spreading in res¬ 
pect of dividends and all other fluctuating incomes 
which are received at intervals. 

In this connection it may be mentioned that such 
averaging technique existed in certain States of the 
U.S.A. (like Wisconsin) till 1934 where the fluctuating 
incomes were taxed on the basis of “ three year moving 
average ” ; the tax payer paid a tax each year on his 
average income of the taxable year and the two previous 
years. In the Depression of the thirties, it was given 
up, being burdensome on the assessees. But the diffi¬ 
culty is not insurmountable. 

The scheme may be that the tax-payer would pay 
every year on the income of the taxable year, but at 
the end of a stated number of years, he would be 
entitled to claim refund if the taxes paid in the mean¬ 
time, exceed the tax on the periodic average income 
by say, 10 or 15 per cent. 

Question 56.—Exemption of Religious and Charitable 
Trusts. 

All genuine Trusts with religious or charitable 
purpose should be given recognition in accordance with 
certain procedure laid down in the Act itself, and the 
incomes under any head of such recognised Trusts 
should be exempted and the relevant Section should be 
amended suitably. It should be ensured in the law 
itself that religious or charitable Trusts may not 
experience difficulty in obtaining recognition. 

Recently, Section 4(3)(i) has been amended so as to 
restrict the exemption of income from business of a 
religious or charitable institution only in those cases 
where the business is carried on ‘ in the course of carry¬ 
ing out a primary purpose of the institution ’. This 
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amendment seems to have unduly restricted the ex¬ 
emption envisaged in the Act previous to the present 
amendment. India is striving for a Welfare State, 
therefore if a Trust carries on business and spends the 
income for public welfare within the country, then such 
charitable trusts should be encouraged, and the income 
from business of such charitable trusts should be com¬ 
pletely exempted from income-tax without the condi- 
ditions imposed by the recent amendments. The 
emphasis should be on the purpose of expenditure and 
not the source of income. 

It, may, however, be ensured that any foreign Trusts 
not carrying on any charitable work or work of public 
welfare in or for the benefit of India should not 
be exempted. 

Question 57.—Taxation of Co-operative Enterprises. 

The business profits of Co-operative enterprises 
should be brought* within the purview of Income-tax 
(including super-tax if levied separately on other enter¬ 
prises), at par with other types of enterprises. The 
Chamber would, however, agree to a special exemption 
in respect of those Societies which keep their trans¬ 
actions restricted within the membership of such 
Societies. 

If a Co-operative enterprise carries on business acti¬ 
vities with outsiders, the Chamber does not find any 
reason to exclude the profits of such an undertaking 
from income-tax, to which the joint enterprise of the 
shareholders of a Company and the Company itself are 
subjected. 

Except in the case of a Tenant Co-partnership 
Housing Society, the Chamber is not in favour of exemp¬ 
tion of any other type of Co-operative Housing Societies 
from income-tax. 

Question 58.—Tax Concessions to New Industrial Under¬ 
taking's. 

In the opinion of the Chamber, the present tax 
concessions to new industrial undertakings provide in¬ 
adequate incentives for investment in new enterprises. 
A 6 per cent, dividend allowance is by itself very small 
compared with the risk involved in the new enterprises 
and the scarcity of investment capital in the country. 
Secondly, this concession continues at present only for 
five assessment years following the year in which an 
assessee begins to manufacture the goods. It is to he 
conceded that this period is inadequate, because during 
such initial years, it may not be possible for the Com¬ 
pany to declare even the exempted rate of dividend. 
Thirdly, in many new industrial undertakings, after the 
initial and extra depreciation allowances are adjusted, 
there remains hardly any profit for the purpose of 
declaring a 6 per cent, dividend. In the opinion of the 
Chamber therefore, the incentives sought to be provided 
by this exemption is not of much real benefit in promot¬ 
ing new industrial undertakings. 

For new industrial undertakings, the Chamber would 
suggest the following measures: — 

(a) a 9 per cent, dividend should be exempted from 

income-tax and corporation tax for five years 
from the year in which the new undertaking 
starts earning profits and this dividend should 
be cumulative. 

(b) 25 per cent, of the investments in a new indus¬ 

trial undertaking should be allowed in the 
assessment of the investors. 

The Chamber would like to emphasise that the in¬ 
vestors may be given adequate incentives for investing 
m the new industrial undertakings and the period of 
exemption in respect of dividend should be made effec¬ 
tive beyond the initial no-profit period. 

For the suggested concessions, the period within 
which the new undertaking must be started should be 
extended upto 1960. 

Question 59.—Concessional treatment of profits of foreign 

branches of Indian Banks. 

Even if foreign incomes of resident Indian busi¬ 
nessmen continue to be subjected to income-tax in 
India, on the present basis, then also profits of foreign 
branches of Indian banks should be given special con¬ 
cessions in respect of their foreign profits. The Cham¬ 
ber is of the opinion that in view of the special need for 
encouraging the opening of branches by Indian banks 
in the foreign countries, such concessions would be 
justified. 

In this connection the Chamber would also 
emphasise that to encourage the foreign business of 
Indian Insurance Companies, the profits from foreign 
branches of such Companies should also be treated with 
concessions under the Indian Income-tax. 

Such concessions to or even exemptions of foreign 
incomes of Indian Banks and Insurance Companies 
would materially help the foreign trade of the countrv 
and would add in invisible exports. 


Question 60.—Limits of Exemption from Tax of Life 

Assurance premia and contribution to Provident 

Fund. 

In the opinion of the Chamber, to aid individual 
voluntary savings, as also as a measure of social secur¬ 
ity, all encouragement should be provided for indivi¬ 
duals to take out life insurance policies. The present 
limit of exemption for life insurance premia and Provi¬ 
dent Fund contributions, etc., which is to the extent 
of one-sixth of the total income or Rs. 6,000 (for a 
Hindu Undivided Family Rs. 12,000) whichever is 
lower, requires alteration. The habit of life assurance 
has not developed to a large extent as yet. 

While the proportion of l/6th may continue, the 
upper limit of Rs. 6,000 should be raised to at least 
Rs. 10,000 for an individual and the same amount for 
each Co-partner for a Hindu Undivided Family. 

The increase in the upper limit would not enable 
an individual to go in for over-saving as apprehended 
by the Income-tax I ivestigation Commission, because of 
the limitation in erms of the proportion. Such a 
measure may very 'reatly contribute to the rehabilita¬ 
tion of the economi: conditions of the middleclass and 
may ensure lor them a useful existence in future. 
Greater incentives for life assurance would also help 
capital formation because the premia income of life 
assurance companies would flow to investments, 
roughly half being in Government securities. Incident¬ 
ally, it may be observed that to encourage life assur¬ 
ance, the life assurance business should also be accord¬ 
ed special treatment in taxation, as envisaged in Q, 82. 

Question 61.—Depreciation Allowances and Replace¬ 
ment Assistances. 

(i) The Chamber feels that there can be hardly 
any controversy about the need for granting larger 
depreciation allowan ’es and other assistances to the in¬ 
dustry in order to finance the considerably increased 
costs involved in the replacement of the assets. 

The present method of computing depreciation on 
the basis of historical costs can, however, provide only 
the full value of their original cost of the assets. The 
problem for the older industries of India is to secure 
enough funds for replacing their old assets at a cost 
nearly 3—31 times of the corresponding original costs. 
The crux of the issur seems to lie in this net differential 
cost involved in replacement of the older assets. The 
whole idea behind depreciation allowance is to safeguard 
impairment of capital. But the calculation of such 
allowance on historical basis secures only 100 per cent, 
of the original capital and not more than that, Sirecial 
provisions are therefore needed for securing this 
net differential cost to the older industries. Subject to 
these observations, the views on the different proposals 
raised in the Questionnaire are as under: — 

(a) The present scales of depreciation allowance on 
new assets should be continued in order to partially aid 
the increased cost oi replacement of older assets but 
this procedure may >e of temporary benefit to the in¬ 
dustry as it is virtually the acceleration of the allow¬ 
ance rather than any extra allowance in the long run. 

(t>) The method cf revalorisation of existing assets 
is considered by many Experts as a more effective and 
reasonable method. But the method appears to be too 
complex and therefore in consideration of the needed 
simplicity, it may not be suitable for India immediately. 

(c) The principle of treatment of the excess of re¬ 
placement cost over the original cost as revenue expen¬ 
diture, has been adopted by the Government in replace¬ 
ment in Indian Railways. In financing the Five Year 
Plan, also, the princ pie of using revenue income for 
capital expenditure las been adopted by the Govern¬ 
ment. The same principle may be partially applied in 
I he case of industrial undertakings by liberally permit¬ 
ting a portion of the capital expenditure to be charged 
against the current profits. The Chamber however is 
not clear about the effectiveness of such a principle in a 
business undertaking, particularly in the present phase 
of declining profit or no profit. An industrial under¬ 
taking may not have profit enough against which a 
portion of the capital expenditure can be charged as a 
revenue item. 

(d) In the opinion of the Chamber, an extra allow¬ 
ance, computed as a percentage of the block assets, 
should be granted to industry, to create a Rehabilita¬ 
tion Reserve Fund, /n example may make the sugges¬ 
tion more clear. If Rs. 1 lakh was the original cost 
of a machinery and if the present replacement cost is 
Rs. 3 lakhs, then the net increased cost of replacement 
is Rs. 2 lakhs. The previous depreciation allowance 
and enhanced ailowai ces introduced during the recent 
years, can only shorten the period of accumulating the 
original cost of the machinery and not this net differ¬ 
ential cost. A special Rehabilitation allowance should 
be granted to create i Rehabilitation Reserve Fund of 
the order of this Rs. :! lakhs within a period of say 10 
or 12 years from now. If such an allowance is grant¬ 
ed, before computation of the Income-tax (and Corpora- 
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tion tax), this would practically mean that the Govern¬ 
ment would be contributing only the tax leviable on the 
amount of such allowance and the undertaking itself 
would be contributing out of the current profit, the 
balance of the amount so funded. 

In this connection the Chamber may also mention 
that in several other countries also special arrangements 
have been made for such replacement of assets, and 
obsolescence allowances have been specifically granted 
in the U.S.A. and U.K. Under the proposals made here, 
the industry would be contributing the larger share in 
the replacement and the Government would have only 
to forego the tax on the amount funded which may be 
looked upon as obsolescence allowance. For example, 
if Rs. 1,000 is so funded in an undertaking, in any year, 
then assuming the tax to be 40 per cent, the Govern¬ 
ment’s contribution will be roughly Rs. 400 and the 
industry’s contribution out of its current profits would 
be roughly Rs. 600, which would otherwise go in the 
net profit for appropriation under other heads. 

(ii) In the opinion of the Chamber, assistances to 
the industries to replace their older and obsolete assets 
would benefit not only the undertaking itself but the 
economy as a whole, as the entire cost-price structure 
would then be readjusted at lower levels due to increas¬ 
ed efficiency of production. In view of the need for 
larger measure of industrialisation and to put the 
Indian industries on a level of efficiency the special 
assistance that may be given to the Indian industries 
should be looked upon as national expenditure, the 
social benefit of which will be not less than the benefit 
of any other nation-building work. 

Secondly, it should be conceded that the older indus¬ 
tries require this special assistance for replacement of 
the assets because of the high prices of the plants and 
machines and the urgent need for replacement of these 
assets _ which were over-worked during the war years. 
The high prices of the products which were produced by 
such over-worked machinery brought in higher profits 
but such higher profits secured by over-working of the 
machines were largely appropriated by the Government 
by way of Excess Profits Tax and other imposts. The 
public resources thus were unduly strengthened out of 
such higher profits which were in a way, earned by the 
industry by almost _ killing the goose which lay the 
golden eggs. Extension of special assistance now to re¬ 
place these older assets would thus be justified on all 
counts. 

(iii) The Chamber appreciates the concern of the 
Commission that the special tax concessions that may 
be given to the industries to meet the problem of re¬ 
placement finance, should be utilised for the purpose for 
which these are intended. This can be fully secured 
if it is provided that the Rehabilitation Reserve Fund 
as proposed in (i)(d) above, be made taxable, if it is 
not utilised for replacement of the assets for which it 
was created, within a reasonable period or stated num¬ 
ber of years. The Chamber feels that the industries in 
their own interest would utilise such concessional funds. 

Incidentally, the Chamber would like to mention 
that there is a feeling that under all the above methods 
that may be examined for assisting industry to finance 
the increased cost of replacement of assets, the share¬ 
holders would be called upon to bear the main burden 
of this additional replacement cost. It is apprehended 
that under all these schemes, the Companies shall have 
less capacity to offer any return to the shareholders. 
This may further affect the investment incentives of the 
private investors. Such a line of argument suggest that 
the Government should examine the possibility of sub¬ 
sidising the older industries from which large amounts 
have been collected by way of income-tax and super¬ 
tax during the years 1943-52. The Government heavily 
taxed the industries during these years when profits 
were earned by over-working the machines. The Gov¬ 
ernment should now help these industries to replace 
the assets by subsidising the additional expenditure in¬ 
volved. Such subsidies may be related to the amount 
of tax paid by each undertaking during the period 
mentioned above (i.e., refund of tax), and may be 
available only if the industry replaces their plant 
within a stated period, say 15 years, for the purpose of 
modernisation of the machinery. 

Question 62.—Classification of Assets for the purpose of 
Depreciation, Rates of Depreciation, etc. 

About the question of classification of the assets, 
the Chamber considers that the present classification is 
satisfactory, excepting some modifications that may be 
made for making the classification more clear as in the 
case, say, of different types of buildings. 

Regarding rates and methods of computing the 
allowance, complications sometimes arise, and the rele¬ 
vant Schedule may be scrutinised in order to avoid 
possible divergence of opinion in respect of interpreta¬ 
tions and to secure that the assessments are not unduly 
complicated regarding the issue of computing deprecia¬ 
tion allowances. 

1 tec/55 


Question 63.—Tax concessions to encourage develop¬ 
ment of Mineral Resources. 

It needs hardly to be stressed that all encourage¬ 
ment should be given for development of the mineral 
resources of India. In mining industries the expendi¬ 
ture on prospecting is considerable and is a very risky 
investment. This expenditure should therefore be con¬ 
sidered to be the first charge on any income that may 
be earned on the success of the exploration. The adjust¬ 
ment should be spread over the estimated life of the 
mining concession successfully explored. Without such 
concessions for adjustment, it would not be feasible for 
Indian enterprises to undertake the prospecting of 
mineral resources. 

In addition to such allowance for adjustment of pros¬ 
pecting expenditure, the mining companies should be 
completely exempted from income-tax during the first 
five years of successful working. 

In the next place, depletion allowances should be 
granted on the wasting assets of mining companies. The 
mining leases suffer capital losses at the expiry of the 
terms of the lease and therefore depletion allowances 
should be granted to the mining companies for building 
up necessary funds for replacement of assets at the 
expiry of the lease and such depletion allowances should 
also take into consideration the amounts that may be 
paid by the mining companies by way of selami for 
taking out leases of either the mine proper or any other 
surface land for the construction of cutcha or pucca 
buildings. Such depletion allowance should thus be 
on the basis of the total cost of prospecting and original 
acquisition of the lease and 100 per cent, exhaustion of 
estimated reserve, or on the basis of full recovery of the 
total cost during the lease period in case of periodic 
leases. 

In mining companies, special treatment of assets 
like plant and machinery may be also required because 
the life of such plant and machinery would be largely 
dependent on the life of the mine or the mining lease, 
and not on the normal life of the plant or the machinery 
itself. 

In this connection it may be mentioned that in the 
U.S.A. under the Federal Income-tax law, as also in 
the U.K., depletion allowances are granted. The Cham¬ 
ber may also invite the attention of the Commission to 
the Report of the Commonwealth Committee on Taxa¬ 
tion of Mining Industry in Australia submitted in 1951, 
which made exhaustive recommendations for special tax 
concession in mining industry. Those schemes of grant¬ 
ing special allowances and for Sinking Fund allowance 
in respect of mining leases, may be examined for India 
also. 

Question 64.—Personal and Family Allowances. 

Almost all foreign countries provide for certain 
personal allowances and allowances for married persons 
and dependents, old age relief etc. In India on the 
other hand, wife’s and children’s incomes are added up 
to increase the load. The Chamber would strongly 
recommend for granting of allowances for family mem¬ 
bers and dependents on a per capita basis, though some 
limit may be put to the number of such family mem¬ 
bers and dependents for whom allowances would be 
granted. 

Besides these family and dependent’s allowances, 
specific provisions should be made in the Act for allow¬ 
ance of certain casual losses like thefts, destruction of 
property by fire or natural calamities. 

In the opinion of the Chamber, even if such allow¬ 
ances are granted, for family members and dependents, 
there would remain justifiable allowance like say, 
medical expenses, etc., for which specific provisions may 
not be possible. For this, the first slice of exempted 
income may be increased to say Rs. 2,000. But the 
Chamber would urge for granting of specific personal 
allowances for family members and dependents, and 
in its opinion such legitimate allowances cannot be pro¬ 
vide adequately and equatably by exempting the first 
slice of income. In other countries also, such allowances 
are given on specific basis. 

In this connection the Chamber would mention that 
in most of the Canadian Provinces medical expenses in 
excess of 5 per cent, of income is allowed and depen¬ 
dents are defined to include son or daughter under 21 
years of age or if 21 years of age, or over, but is likely 
to remain dependent on account of mental or physical 
infirmity, and a stated number of individuals who may 
have to be supported by the tax payer and are con¬ 
nected with him by blood relationship or marriage, or 
by formal adoption. 

As to the total amount that should be allowed for 
each family member or dependent, a fixed amount may 
be laid down for each dependent and family member. 

In the case of a Hindu Undivided Family, allow¬ 
ances should be granted on per capita basis on the same 
principle as for individuals but in respect of each Co- 
parcenre in the family. 
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Question 65.—Admissible expenses in Business Income. 

In the opinion of the Chamber, the admissible 
expenses catalogued in Section 10(2) of the I. T. Act 
should be revised in order that the gross revenue may 
be charged for whole of the expenses incurred in earn¬ 
ing the revenue and with all other expenses or losses 
incurred for the purpose of the business or arising out 
of or in connection with the conduct of the business. 
The Chamber understands that the Tucker Committee 
of the United Kingdom more or less agreed with the 
Institute of Chartered Accountants of England about this 
approach in admitting expenses for a more equitable 
computation of business incomes. 

As far as the Committee are aware, a lot of differ¬ 
ence of opinion arise in respect of the admissibility of 
an expense for income-tax purposes and it has often 
been complained that the profits are too much inflated 
by the income-tax officers for the purpose of taxation 
by the device of disallowing the expenses which have 
actually been incurred and paid out by the assessee. 
The result is that taxes levied over a number of years 
sometimes exceed the actual income received by the 
assessee during those years. The disallowance thus 
made by the I. T. Officers on various grounds are re¬ 
ported to have led to capital taxation, and exhaustion of 
the financial position of the assessee. 

The Chamber therefore would urge for a clear-cut 
statement of principle in the Act itself that no expendi¬ 
ture should be disallowed, if such expenditure is charged 
to revenue income according to accepted accounting 
principles. 

Several expenses have to be made now-a-days by 
businessmen as a matter of business prudence and ex¬ 
pediency and such expenses should in no wise be dis¬ 
allowed as being merely personal expenses, ‘ not wholly 
and exclusively ’ spent for the purpose of business. The 
Income-tax Investigation Commission observed that the 
cost of personal requirements was sometimes deliberate¬ 
ly shown as business expenditure. The Chamber would 
like to emphasise that many such expenses now-a-days 
have to be incurred by the businessmen which are 
really not personal expenditure but have to be incurred 
wholly on business considerations and to further the 
interests of business. The status and position of a man 
in business, profession or vocation should be accorded 
due consideration in allowing business or professional 
expenses. 

The Chamber would specifically mention only a few 
items which should be allowed as admissible expenses 
and it would request the Commission to prepare a more 
comprehensive list of allowable expenses in order to 
avoid the possibility of assessing tax on inflated notional 
incomes rather than real incomes. 

(i) Under the Sea Customs Act when certain items 
are imported and the law declares such imports to be 
unauthorised, the goods are confiscated but the importer 
is given an option to buy the goods at an enhanced price 
in lieu of confiscation. Such prices, which the Importers 
are called upon to pay in obtaining goods are con¬ 
sidered to be ‘ penalty ’ prices and are therefore not 
admitted as an expense. It must be conceded that with¬ 
out such payments the goods from which the income 
arises could not have been secured. If goods are not 
taken by the original Importer and these are auctioned 
by the Customs and are purchased by a third party 
then the whole price is allowed to such a buyer. It 
should be considered that as illegitimate receipts also 
come within the purview of income for tax purposes, 
such prices even if these are penalty prices, should be 
considered as cost. Such 1 penalty ’ prices can in no 
wise be mixed up with other types of penalties. 

(ii) Secondly, the expenditure incurred in respect of 
taxation appeals is not allowed even though the appeals 
are won. Such expenditure on successful Income-tax 
Appeals should be allowed on consideration of justice 
and equity. 

(iii) The legal and preliminary expenses for forma¬ 
tion of a Company should allow on the same method as 
these are charged to profit in accounting. Similarly, 
capital losses should also be allowed to be adjusted. 

(iv) Water Rates, Road Cess, etc., should be allowed. 

Question 66.—Rates Structure. 

(a) & (b): Consolidation of Income-tax & Super¬ 

tax. 

In the opinion of the Chamber, income-tax and super¬ 
tax should be combined into a consolidated levy. Such 
consolidation would simplify the rates structure and 
would be more understandable by the ordinary tax¬ 
payer. The super-tax, after all, is only an additional 
levy on income and therefore there seems to be hardly 
any justification for taxing the income in two or three 
different names. The consolidation of the two rates of 
income-tax may also make it easier for an assessee, 
specially the smaller ones, to comply with the tax re¬ 
quirements with a lesser pressure on time, energy and 
expense. For the Administration also, it would be 
simpler in completing the assessments. The complexi¬ 


ties of separate treatment of allowances, etc., in respect 
of income-tax and super-tax may also be made simpler 
by such consolidation. 

The more crucial point for the assessees in India to¬ 
day is however, the issue of lowering the total burden 
of the tax on income, so that the levy may be more 
socially expedient at the present stage of the country’s 
development requiring maximum incentive for saving 
and investment. 

(c) Degree of Progression in Income-tax and Super-tax. 

The degree of progression appears to be unsatisfac¬ 
tory for ensuring speedy development of the economy. 
The application df the maximum rate of 48 pies per 
rupee plus 5 per cent, surcharge on earned incomes 
above Rs. 15,000 and levy of maximum rate of Super¬ 
tax of as 8 pies 6 in the rupee on all incomes above 
Rs. 14 lakhs have made the burden of the tax inequitous 
for the upper and middle groups of income earners and 
disincentive for capital formation. 

In the next place, the progression introduced at the 
different slabs of income, also appears to be unsatis¬ 
factory. This will be clear from the following rates of 
basic income-tax: — 


Rates of Income-tax per Rupee. 




1939-40 

1947-48 

1953-54 



Rs. I—1,500 

Nil 

Nil 

Nil ^ 

„ +l/20th 

Next 

Rs. 3,500 

9 pies 

12 pies 

9 pies J 

surcharge 

Next 

Rs. 5,000 

3 5 p. 

24 p. 

15 p. 

+ l/20th 
surcharge 

Next 

Rs. 5,000 

"4 P- 

42 p. 

36 P . 

+1/20th 
surcharge 

Balance of Income . 

:;o p. 

60 p. 

48 p. 

+1/20th 


surcharge 


It would be found that while in 1939-40, the increase 
from the third slab to the fourth one was 9 pies in the 
rupee, in 1953-54, it is more than 21p. per rupee. The 
increase from the 4th slab to the “ balance slab ” in 
1939-40 was 6p. as compared roughly to 13p. in the 
rupee in 1953-54. The rate is graduated only upto an 
income of Rs. 15,000 ; on the excess of income over 
Rs. 15,000 the rate is really proportional. 

In super-tax also, the rates in 1939-40 were as 
under: — 


Rates of Super-Tax in 1939-40. 


First Rs. 25,000 — 

Nil. 


1 1 Next Rs. 10,000 — 

la. 

in the Rupee 

Next Rs. 20,000 — 

2a. 

in the Rupee 

Next Rs. 70,000 — 

3a. 

in the Rupee 

Next Rs. 75,000 — 

4a. 

in the Rupee 

Next Rs. 1 lakh 50 thousand — 

5a. 

in the Rupee 

Next Rs. 1 lakh 50 thousand — 

Ga. 

in the Rupee 

Balance ... — 

7a. 

in the Rupee 


In 1939-54, the rates are: 


On the First Rs. 25,000 

— Ml 



On the next 

Rs. 15,000 

— 3a. in 

the Rupee+l/20th surcharge 

»» 

Rs. 15,000 

■— 4a 

>> 

M 

>» 

Rs. 15,000 

■ — 6a 

tf 


»* 

Rs. 15,000 

— 7a 

9t 

»» 

»» 

Rs. 15,01 '0 

— 7ia 

»l 

tt 

»» 

Rs. 50,01'0 

— Sa 


9t 

On the balance of tofc il 
income. 

— 8|a 

*7 

»» 

It would 

be found 

that not only the rates 

are much 


increased at each slab, the progression too stands accele¬ 
rated. 

Incidentally, it may be also noted that the exemp¬ 
tion limit for super-tax has remained same at 
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Rs. 25,000 and the first slice of exempted income also 
stands at Rs. 1,500 as these were in 1939-40. 

The Company rates of income-tax and super-tax are 
also very high requiring adjustment in order to 
encourage investment in Corporate types of business 
enterprise. The Company rate was 0-2-6 in the rupee 
in 1939-40 and in the Finance Act of 1953, the rate 
is as. 4 in the rupee plus 5 per cent surcharge. Though 
this tax is refundable in the hands of the shareholders, 
the provision proves ineffective in practice for a subs¬ 
tantially large number of share-holders, especially to 
small investors. The deduction in the hand of the 
Company also affects the investments incentive in so 
far as the ordinary shareholders look to the net dividend 
after deduction of tax as the return they are getting. 
The mobilisation of small savings thus gets impeded. 
An Investor in Company shares is thus virtually to bear 
the income-tax burden of 48 pies per rupee on every 
rupee of the dividend that he may receive, in addition 
to the burden of the non-refundable super-tax on Com¬ 
panies (Corporation tax), though such an investor may 
not be liable to pay any super-tax on his other incomes. 

The rate of super-tax on Companies was only 
anna 1 in the rupee in 1939 and in the Finance Act 
of 1953, the tax comes out to be 11 per cent, on Com¬ 
panies with incomes below Rs. 25,000 and 17-2 per 
cent, on Companies having incomes above Rs. 25,000 and 
fulfilling certain conditions laid down in the Act. For 
certain other public Companies, whose shares were not 
offered for sale in a recognised Stock Exchange during 
the accounting year and which do not fulfil the pres¬ 
cribed conditions and some private limited Companies, 
have to bear a high rate of -/4/9 in the rupee which 
works out to 29-2 per cent as non-refundable super-tax 
on such Companies. 

The views of the Chamber regarding super-tax on 
Companies would be found under Q. Nos. 79-81 below: — 

(d) Alternative Rates Structure. 

In adjusting the rates structure, the Chamber would 
urge for securing the following points: 

(i) Income-tax and super-tax should be consolidated 
both for the individuals and for the Companies. 

(ii) The consolidated rates should be graduated over 
a longer range so as to reach a maximum rate of as. 9 
in the rupee at the level of an income above Rs. 3 lakhs 
for individuals. 

(iii) The consolidated Company rate of income-tax 
may be 0/4/6 in the rupee and there should be no super¬ 
tax in addition to this. 

(iv) The first slice of exempted income is to be 
Rs. 2,000 and the spread at each slab upto the slab 
of Rs. 50,000 should be Rs. 5,000, the second slab being 
for Rs. 3,000. After the level of Rs. 50,000, the spread 
at each slab may be Rs. 25,000 upto an income of Rs. 3 
lakhs. 

(v) In the consolidated rate of income-tax on indivi¬ 
duals, the rate should not be higher at any slab than 
at present. 

(vi) The Chamber would also mention that if the 
consolidated rates are expressed in terms of percentages, 
then the rates structure may be more easily understand¬ 
able to the average tax-payer, making the tax compli¬ 
ance simpler and less expensive. 

In case the suggested consolidation of rates are not 
considered acceptable, the Chamber would urge for the 
following alternative rates and exemptions: — 


Chamber is not clear whether full adjustment would 
be feasible in consideration of the revenue needs. It 
would therefore suggest that the limit may be increas¬ 
ed to Rs. 6,000 with adequate adjustments for Hindu 
Undivided Family on the basis of this amount for each 
co-parcener in the family. 

The exact limit of such exemptions would, however, 
largely depend upon the extent of individual and family 
allowances that may be granted in respect of the family 
members and dependents as suggested before. 

Question 68.—Earned Income and Old Age Relief. 

(a) Earned income relief is a feature of many 
modern tax systems. Its economic justification seems 
to be that the exemption provides against impairment 
of personal wealth which produce the income. The 
earned income relief may be looked upon as allowance 
for “ human depreciation ”, as was observed by Sir 
Jeremy Raisman while first bringing this new feature 
into the Indian income-tax in 1945. Earned income 
relief provides incentive for work and conforms to 
modern social concepts of work and income. The Cham¬ 
ber is therefore in favour of maintaining the earned in¬ 
come relief. 

(b) The definition of “ earned income ” as given in 
Section 2 (6) (AA) excludes interest from securities, divi¬ 
dends and rents. In the opinion of the Chamber] divi¬ 
dend, interest and rents should not necessarily be con¬ 
sidered as wholly unearned. It is true that when secur¬ 
ities, shares or rent-earning properties are inherited, 
the inheritence may not involve personal exertion but 
when incomes are earned subsequently on these heads 
by an individual there is certainly exertion involved on 
the part of the Income earner and the degree of exertion 
may be sometime more than even exertions to carry on 
a trade or a profession or employment. So, a certain 
percentage of incomes under these heads should also be 
considered as incomes earned by personal exertion and 
therefore should be entitled to earned income relief. 
Moreover with the introduction of Estate Duty the un¬ 
earned element involved in the inheritance of such 
tools of income would get taxed. 

(c) The limit of earned income relief is partly linked 
up with the provisions for other personal allowances 
and, also with the exemption limit for taxation. The 
present earned income allowance is 20 per cent, of the 
earned income upto a maximum of Rs. 4,000 This 
upper limit was fixed up in 1946 when the cost of living 
was much lower and the exemption limit was also 
much lower. In the United Kingdom the proportion of 
relief is for 2/9th of the income, but the upper limit 
is £450, which is more than 3 times the exempted in- 
come. It appears that this ratio between exemption 
limit and earned income allowance may be introduced 
also in India. This would provide further incentive for 
work and personal exertion. 

tr Thf Chamber would also like to mention that in the 
U.K., Income-tax Act of 1952, “old age relief” to per¬ 
sons above 65 years of age, is allowed at the same scale 
as earned income relief but the two reliefs are to be in 
substitution and not concurrent. Under Indian condi¬ 
tions the widows should also get similar reliefs. Such 
a relief would be a contribution towards old age security 
if introduced in India (Vide Section 211 of the U.K 
Income-tax Act 1952). 

It may also be mentioned that under the English Act, 
the earned income relief is not allowed to non-residents, 
but in India no distinction is made between residents 
and non-residents in respect of earned income relief. 


(a) The Company rate of income-tax which should 

be refundable in the hands of the share¬ 
holders, should be as. 3 in the rupee and a Cor¬ 
poration tax of 0/1/6 in the rupee, may be 
levied. 

(b) A Company income of Rs. 50,000 should be 

exempt from Corporation-tax, and the exemp¬ 
tion limit for super-tax on individuals should 
be increased to Rs. 50,000. 


(e) Surcharge under Article 271 of the Constitution. 

The Chamber is opposed to levy of surcharge excep 
in emergencies like war. Even if surcharge is leviei 
there can be no question of graduation again in the sui 
c i5 r ?. e -i . because the income-tax and super-tax oi 
which it is levied are on a graduated basis. 

In a peacetime economy, the Chamber would strong 
mhSl,® h ®. abolition of surcharge on income-taj 
Whatever is realised by levy on income should be on th 
basis of one consolidated rate. 


Question 67.—Exemption Limit for Income-tax. 

The present income-tax exemption limit of Rs 4 200 
for individuals and Rs. 8,400 for Hindu Undivided Family 
seems to be low in view of the present cost of living 
The exemption limit was Rs. 2,000 for individual in 
1939-40 when the middle-class cost of living was not 
more than one-fourth of the present cost of living. The 


Question 69.—Stock Valuation for assessment purpose. 

The Chamber would like to emphasise at the out¬ 
set that so far as the Government’s revenue is con¬ 
cerned, too much need not be made of the issue of stock 
valuation. The valuation of stock should be funda¬ 
mentally considered as a matter for the assessee to 
decide according to his business foresight and prudence 
It should be also conceded that no standard method 
would be suitable for all types of businesses. The Com¬ 
pany law has also never attempted to make any rigid 
provision in this regard. Assuming for argument’s sake 
that an assessee increases or decreases the profit of the 
business of any particular year by over-valuation or 
under-valuation of the stocks, the profits gets adjusted 
in subsequent years and thus the Company’s tax also 
gets averaged. The Chamber would therefore prefer a 
categorical statement in the Act itself that the valuation 
shown in the final accounts of the assessee should be 
generally accepted. 


In the opinion of the Chamber, the stocks-in-trade 
should continue to be valued according to accepted prin¬ 
ciples which is “cost price or market price whichever 
is lower ’ and an assessee should be free to adopt the 
lower of the two prices every year. 


itie main aiihcuity that is experienced is about com* 
putation of the cost price of the stocks, and two 
methods are followed namely, “ last in first out ” and 
first in first out . These two methods have been used 
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in different cases and differences of opinion arise as to 
the applicability of either of these methods in a parti¬ 
cular case. The Chamber would suggest that in order 
to avoid difficulties and disputes as to the computation 
of cost price the average purchase price may be taken 
as the cost price of the closing stocks, unless the circum¬ 
stances of a particular case warrant otherwise. 

As to the valuation of the market price, of the closing 
stocks the Chamber does not agree with the recom¬ 
mendations of the Income-tax Investigation Commission 
that the Auditors should not accept the certificates of 
the management of a business undertaking but should 
compulsorily certify to the correctness of the value of 
stocks themselves. In the opinion of the Chamber it 
would neither be expedient nor practicable for the Audi¬ 
tors to undertake the valuation of the stocks themselves, 
and to certify the correctness of such stocks values. 
Apart from the question of competence of the Auditors 
to undertake the work, most companies close accounts 
almost at the same time and it would be hardly possible 
for Auditors to check stocks in all cases at the time 


of commission would not go out of the purview of 
income-tax. 

Question 72.—Agreement for Double Taxation Reliefs. 

The investments of Indian capital in foreign 
countries is likely to continue to be small as compared 
to investment of foreign capital in India. Therefore, 
the question of giving unilateral reliefs to avoid double 
taxation is of greater significance to India than of secur¬ 
ing such reliefs by agreements because by such agree¬ 
ments, the total quantum of relief that may have to be 
given to the non-residents in India would be larger 
than the total relief that may be available to the Indian 
residents earning in foreign countries. 

In making any agreement, it should be ensured that 
the Government may get the full benefit of the tax in 
respect of all incomes that arise in India. Secondly, it 
should be taken into consideration that the reliefs given 
to non-residents earning in India may be just reciprocal 
to the reliefs that the residents in India may obtain in 
the respective countries of the non-residents. 


of the closing. In the market valuation of the stocks 
the Auditors have perforce to depend on the market 
information to be supplied by the management. 

The problem of valuation of stock in trade, is very 
vital in calculation of profits in business and the Income- 
tax Investigation Commission examined the issues in¬ 
volved, to some extent. They discussed certain methods 
of notional valuation in certain cases on the basis of 
book values and sales and estimated margins of profit. 
The Chamber is opposed to any such notional valuation. 
It may also be mentioned here that the Company Law 
Enquiry Committee also have not made any rigid re¬ 
commendation for the valuation of stocks for the 
purpose of exhibition in the balance sheet. 

The Chamber is also opposed to the Income Tax In¬ 
vestigation Commission’s suggestion that the Income 
Tax Officers should be empowered to check stock lists 
at the time of preparation and to enter premises to 
satisfy themselves about their accuracy. In the opinion 
of the Chamber, this will be unpractical task for them 
and such a power with the ITO’s would be of little 
practical value. The verification of the stocks of a 
sizable business concern would extend for several days 
and weeks and it cannot be possible for an ITO to 
undergo the process of physical vertification. 

Question 70.—Assessment of Hindu Undivided Family. 

In the opinion of the Chamber, the assessment of 
Hindu Joint Family should be such whereby the total 
burden of the tax on family may not be more than the 
sum total of the burden which may devolve on the .in¬ 
dividual earning members of the family if assessed 
separately. The tax should be neutral in this respect. 
For this, it appears that the maximum non-taxable limit 
should be proportionate to the number of adult male 
members comprising the family. The exemptions and 
allowances for whole family should be at least equal 
to the aggregate of the exemptions and allowances avail¬ 
able to the Co-parceners if they are assessed separately. 

Adequate adjustments should therefore be made for 
Hindu Undivided Families in respect of earned income 
relief, allowances paid to one or more members of the 
family who may manage the affairs of the family, and 
the insurance premia. 

Question 71.—Exemption for Voluntary surrender of 

Managing Agency Commission. 

It is felt that when the Managing Agents have to 
surrender or refund the whole or a part of their Com¬ 
mission, the amounts so waived or refunded should be 
exempted. Under the Managing Agency Argreement 
the Agents take commission on net profits and they may 
draw it either on a monthly basis or on an annual basis. 
Now, in some years the Agents may have to surrender 
or refund the whole or part of their commissions in 
order to save the Company and/or to meet the demands 
of share holders. It has been noticed by the Chamber 
that if such refunds are surrendered or made in terms 
of an express agreement to this effect, then exemptions 
™ allowed but, if there is no such express terms in 
the Agreement, these are not allowed in assessing the 
Managing Agents, the waiver or refund being consider¬ 
ed as exgratia payments. In the opinion of the 
Chamber, this seems to be unfair. The Managing 
Agents have sometimes to forego or refund the com¬ 
mission but an express term to this effect incorporated 
in advance may put the Agents under undue pressure 
from the shareholders and may give rise to various 
complications. 

The Chamber does not exactly follow the apprehen¬ 
sion expressed in the question about misuse of such a 
provision for exemption of waived or refunded commis¬ 
sion. Firstly the waiver or refund must appear in the 
accounts of the managed Company also, in addition to 
the records of the Managing Agent. Secondly, if such 
waived or refunded commission is exempted from the 
, of r , the managing agent it gets included in the 
managed Company s income, and therefore such amounts 


Question 73.—Valuation of Property and Allowances. 

In determining the bona fide annual value of the 
property, only half of the tax levied by any local Autho¬ 
rity subject to a maximum of one-eighth of the annual 
value, is at present deducted from the total rental. The 
Municipal rates have gone very high in many States 
and in the opinion of the Chamber, such rates should 
be deducted in fuli in determining the bona fide annual 
value of the property. The Committee understand that 
this deduction of Municipal rates from rental was 
agreed to by the Supreme Court of India in 1950 in 
their Judgement in the case of Messrs. New Piecegoods 
Bazar Company Ltd., Bombay, versus the Commissioner 
of Income-Tax, Bombay. But the decision was nullified 
first by an Ordinance and then by an amendment of the 
Act in 1950. 

Secondly, the Chamber considers that where there 
are agreements in respect of rent, for a minimum period 
of say, 7 or 8 years, the annual value should be fixed 
on the basis of rents provided in such agreements, and 
in such cases the question of reasonableness which has 
naturally to be decided by the Income-tax Officers 
regarding the rent, need not be brought in. 

Incidentally, the Chamber would also mention that 
there should be quinquennial valuation and adjustments 
in respect of allowances and deductions in order to 
secure some degree of averaging of incomes and allow¬ 
ances as provided in the Income-tax Act of the United 
Kingdom. 

In respect of deductions, the Chamber would suggest 
that the allowance for repairs which is one-sixth of the 
annual value is proving too low under the present cir¬ 
cumstances of high costs of material and labour. This 
upper limit is considered inequit.ious because of the fact 
that the cost of repairs have gone up by more than 200 
per cent, while '.he rents have not increased by more 
than 30 or 40 per cent, except in exceptional cases. 
This allowance should be increased substantially. 

The allowance for collection cost is at present 6 per 
cent, at the maximum and no house-owner finds it 
possible to meet the collection costs within this 6 per 
cent, limit. The Chamber would suggest that this allow¬ 
ance should be increased statutorily to 15 per cent. 

Lastly, at present no depreciation allowance is 
granted on house properties if these are not used for 
business purposes. The Committee would suggest that 
depreciation allowance should be granted on all build¬ 
ings if the income arising out of it is to be taxed in 
conformity to the principle of guarding against impair¬ 
ment of capital. This would be of particular importance 
under the prevailing conditions when there is dearth of 
living accommodation, especially in the urban areas and 
when the building activities are to be encouraged. 

The annual y a lue of the house property constructed 
between 1st April 1950 and 31st March 1954 is at present 
exempt from income-tax for 2 years from the date of 
completion of the construction. In the opinion of the 
Chamber, this concession may be continued for some 
years more in order to encourage building activities. 

Question 74.—Set-off of Loss. 

Adequate provision for set-off of business loss can 
oiler substantial inducement to risk investments. Such 
set-off provisior in the law injects an element of averag¬ 
ing income ani thus brings an amount of equity in 
taxation. The present provisions in the Indian law are 
however, not considered adequate or equitable. 

Firstly, the facility for set-off is limited to a period 
of 6 years only. In the opinion of the Chamber, when 
a business actually incurs loss, such loss should in all 
fairness, be first allowed to be set-off in subsequent 
years before taxing income of such subsequent years. 
The existing limitation of 6 years means that if a 
c °mpany incurs loss for 5 or 6 years and then earns 
profit, it is taxed even before complete set-off of its 
previous losses. This may even lead to taxation of 
capital and this limitation period thus works against 
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ihose undertakings which may become profitable only 
after 5 or 6 years. The Chamber would therefore 
suggest that this limitation period should be abolished. 

The Chamber welcomes the recent amendment in 
Section 24 of the Act which has removed the difficulties 
that were created by the Supreme Court judgement in 
the case of Anglo-French Textiles Company Limited 
versus the Commissioner of Income-tax, Madras. The 
recent amendments have also made it obligatory on the 
Income-tax Officers to determine the loss for the purpose 
of carry-forward. But the amendment made by the 
Finance Act of 1953 prescribing that speculative losses 
can be set-off against only speculative profits, appears 
to be onerous to the business community, and inspite 
of the clarifications made, it seems that complications 
still continue and may particularly affect the stock 
exchange and hedging transactions. This provision 
should therefore be modified suitably. 

In the third place, set-off is allowed only in respect 
of income of the same business. An assessee’s financial 
position is to be guarded, so set-off should be allowed 
against all other incomes of the assessee, no distinction 
being made between business income and non-business 
income. 

Lastly, the Chamber would like to stress that set-olf 
of loss should be granted even before making adjust¬ 
ments for making depreciation, if there is any limita¬ 
tion period for such set-off. It should be conceded that 
depreciation is a device for creating a fund for replace¬ 
ment of the assets at the expiry of its life, whereas loss 
made is a loss of liquid cash. The loss incurred thus, 
is an impairment of the liquid position of the assessee 
which requires to be replenished against subsequent 
profits before any question of making provision for 
future replacement of assets can be considered. The 
limitation period sometimes does not enable the assessee 
to get the benefit of set-off. 

Carry-back of Loss 

The question refers to carry-back of loss only in case 
of cessation of business. The Chamber would like to 
emphasise that this carry-back allowance should be 
granted in other cases also particularly to the newer 
industries which were started during the post-war and 
post-Independence boom period. Such carry-back allow¬ 
ance was in vogue for long in the United States, and 
even in the Revenue Act of 1950, there was one year 
carry-back allowance for net operating loss. If even in 
the developed condition of the American economy, 
carry-back of loss could be permitted then it stands to 
reason that some provision for carry-back of loss for a 
period of 3 or 4 years may greatly help the Indian 
industries, particularly in the present phase of develop¬ 
ment. The present phase is a phase of recession and 
such carry-back allowance may very greatly warm up 
the flagging enthusiasm for new business. Usually, the 
carry-back allowance is considered to be of little value 
to new business. In case of India, however, it has a 
special significance. The Indian Independence just 
followed the cessation of the War, and with the spur 
of freedom many industries were started, and the war¬ 
time industries also continued to make good profit. 
This phase of good profit continued almost up to 1950 
and then from the latter half of 1951, the phase of 
declining profits or no-profit started. The new indus¬ 
tries have naturally paid tax even during their initial 
stages (after adjustments for 6 per cent, dividend). 
Such profits were earned under abnormal conditions and 
with the passing of that abnormal phase, the new in¬ 
dustries have been put to great difficulty. Such allow¬ 
ance for carry-back of loss to these new industries at 
least for sometime may be very helpful. 

As to the question of carry-back allowance in the 
case of cessation of business, the Chamber would re¬ 
commend such a provision being introduced for a period 
of 5 or 6 years. 

Question 75.—Payment of Advance Tax: Section 18A. 

The justification for advance payment of tax on 
the principle of “ pay as you earn ” was much greater 
during the emergency of the War period, and in the 
peace time economy, and particularly in the present 
phase of declining profits, the provision is proving 
onerous for the assessees. Under the prevailing finan¬ 
cial conditions, the Chamber would prefer repeal of 
this Section. In its opinion, this advance payment 
system has been affecting the speedy assessment, 
because the Income-tax Officers do not show much 
interest in assessment because of advance collections. 

In this connection the Chamber would also suggest 
that Section 23B for provisional assessment should also 
be deleted from the Act. The existence of this Section 
seems to be also impeding speedy assessment. The 
administration has also been complicated by these 
advance payment and provisional assessment systems. 
The Chamber would strongly urge that the tax should 
be collected only on the basis of prompt assessments 
made on the completion of the final accounting of the 
assessee and the present method of payment of taxes at 


three stages, viz., advance payment, provisional assess¬ 
ment and final assessment, is unduly complex and in¬ 
creases the cost of compliance. 

Question 76.—Assessment under Section 34. 

The present widened Section provides for asses¬ 
sment in four different cases, (1) Income which has 
totally escaped assessment by an act of omission or com¬ 
mission by the assessee, (2) income which has been 
under-assessed, i.e. r where portion of the income has 
been left out in making assessments, (3) where the 
income has been assessed but at an “ unduly ” low 
rate, and (4) where the assessment has allowed relief 
which is considered “ undue ” or too liberal. While the 
Chamber appreciates that there must be some provi¬ 
sion for roping in escaped income, it considers the Sec¬ 
tion to be too wide, keeping the assessees under the 
sword of Democles for 8 long years and 4 years even 
where the assessment was made but the Authority 
detected later on that too much relief was given or too 
little tax was charged. The Chamber would also like 
to observe that the volume of escaped assessment must 
have gone down now and the need for such wide powers 
applicable for 8 years need not be continued. Such a 
provision necessarily injects an element of instability 
and a scope of harassment in income-tax assessments. 

In the next place, the Chamber would suggest that 
circumstances ol excessive relief or application of too 
low a rate, if desired to be re-opened, should be re¬ 
opened within a period of one year and such privileges 
of re-opening for the assessing Authority should not be 
unduly long in comparison with the time that is given 
to the assessees for making appeals. 

It is also to be considered that if the taxing Authori¬ 
ties are allowed to rectify the assessments, the assessee 
should also have some scope for rectification of the 
mistakes that may be committed by them in the re¬ 
turns or which they may find to have been committed 
by the Income-tax Officers in making the assessments. 

At present the Taxing Authorities can reopen a case 
only if the Income-tax Officers has reason to believe 
that an assessee has escaped the assessment or has been 
under-assessed at too low a rate or has been granted 
excessive relief. This makes the position of the assessee 
very fluid. The Chamber would suggest that in cases 
of re-opening, the ITO’s must give specific reasons for 
re-opening the case and these reasons must be intimated 
to the assessee. 

Lastly, the heading of the Section, viz., “ Escaped 
Assessments ” should be changed, because the cases of 
under-assessment which are not due to any fault of the 
assessee, should be treated differently from the cases of 
escaped assessments. 

Question 77.—Simplification of Procedure. 

Complicated and delayed assessments affect the 
tax-payers’ morale and keeps the assessee away. The 
Chamber would suggest that in case of Companies the 
certificates of the Chartered Accountants should be auto¬ 
matically accepted for assessment. The time lag 
between the provisional and final assessment should 
also be shortened and all delays in assessments should 
be avoided. It has been represented to the Chamber 
that usually the assessments are held up* for 2/3 yean 
and are somehow completed at the end of the limita¬ 
tion period. This creates a very bad impression on thr 
assessees. 

In case Section 18A is not repealed, and the assessee 
makes advance payment, there should be final asses¬ 
sment and not again a provisional assessment after 
advance payment of tax. 

The Chamber also understands that in practice. Sec¬ 
tion 23B is applied only in those cases where the Income- 
tax Officers can demand more of tax over and above 
the advance payments that have been made in terms 
of Section 18A. In case where the assessee may obtain 
refunds the provisional assessments are usually not 
made. 

Question 78.—Assessment Procedure and Appellate 
Tribunal. 

The Chamber is strongly opposed to the sugges¬ 
tion that the Appellate Tribunal should have the power 
to enhance assessment in the same manner as the 
Appellate Assistant Commissioners. The Appellate 
Tribunal should be 'judicial authority and not an asses¬ 
sing authority. At most the Tribunal may order re¬ 
assessment whether for reduction or for enhancement 
as they may deem fit. Inspite of all improvements there 
is a feeling that 100 per cent, judicial attitude cannot be 
obtained from the Appellate Assistant Commissioners 
ostensibly due to their affiliation to the Assessing De¬ 
partment. So, the association of the Appellate Tribunal 
with the work of assessment would be still more unde¬ 
sirable. 

In the opinion of the Chamber, the Appellate 
Tribunal should rather be completely taken out of the 
jurisdiction of the Finance Ministry and should be put 
under the Ministry of Law. 
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Question 79-81.—Corporation Tax. 

Basic Approach. 

The questions are framed on the assumption of con¬ 
tinuance of Corporation Tax. The Chamber would like 
to emphasise that the issues raised in the Questions 
should be examined on the back-ground of the weakness 
in the basic justification of the Corporation tax in the 
present stage of the country’s development, particularly 
the paucity of the Company type of business in India. 
It must be conceded that taxation of Corporate bodies as 
such was introduced in the tax systems of other coun¬ 
tries only after considerable progress in the formation 
of Corporations in those countries and when industriali¬ 
sation attained a sizeable standard. There is no deny¬ 
ing the fact that the Corporate income-tax has repres¬ 
sive effect on risk-taking, investment and economic ex¬ 
pansion, and it also affects managerial decisions. The 
Corporate type of business organisation has not ade¬ 
quately progressed as yet and the double taxation 
element in the Corporation tax affects incentive for risk 
investments in Company shares. If a Company is taxed 
at say, 25 per cent, on its net income as Corporation 
tax, it must earn a little over Rs. 133 in order to have 
Rs. 100 for dividend. This means, that a Company 
must be able to have a 33 per cent, higher productivity 
with its share capital than an individual enterprise in 
order to achieve parity between the two. The Cor¬ 
porate income-tax works against share capital financing 
as compared to loan capital financing. It needs to be 
appreciated that a shareholder whose personal income 
may be assessable at a much lower rate or may not be 
assessable at all, thus gets inequitably taxed if he in¬ 
vests in share. Such a position seriously affects the 
propensity of the individual to invest in shares and at 
the present stage of capital formation and organisation 
of Joint Stock Companies, the Corporate income-tax 
should therefore be considered as unsuitable for India. 

On considerations of Central revenue and facility of 
collection, if the tax is to be continued, however, then 
it needs to be kept very low, and the scheme of Cor¬ 
poration tax needs be planned so as to reduce its re¬ 
pressive effects to the minimum, particularly on the 
smaller and new companies which are also otherwise at 
a disadvantage to attract investment in their under¬ 
takings. The Chamber has, therefore, indicated in 
reply to Question 66(d) above that, if at all to be con¬ 
tinued, the rate should not be higher than 0-1-6 pies in 
the rupee with exemption to all Indian Companies upto 
an income of Rs. 50,000 and in that case the Company 
rate of income-tax should not be more than as. 3 in the 
rupee. 

Subject to these general observations, the Chamber 
would like to give their replies to the specific questions 
made in respect of Corporation Tax. 

Question 79.— Progression in Corporation Tax. 

The Committee are basically opposed to Corpora¬ 
tion tax at the present stage of development of the 
corporate type of business in India. The Corporation 
tax is virtually an additional tax and there is much 
reason for its consolidation with the income-tax for taxa¬ 
tion and necessary adjustments at the hands of the 
shareholders. Even if it is continued, the rate of the 
Corporation tax should be kept at a very low level not 
exceeding 0-1-6 pies in the rupee. 

Secondly, all Indian companies, public or private, 
whose incomes do not exceed Rs. 50,000 should be ex¬ 
empted from the Corporation tax, even if the incomes 
of all Companies upto Rs. 50,000 are not exempted. 

Barring this exemption, which would help the form¬ 
ation of new and smaller companies, the Chamber would 
not recommend any progression in the rate of Corpora¬ 
tion tax. 

The Chamber would also emphasise that progression 
in Corporation tax may unduly affect the middle-class 
shareholders of the companies. 

The Chamber would reiterate that the argument of 
privilege of the joint stock companies justifying the 
imposition of Corporation tax does not appear to be 
expedient at this stage of development. Moreover, in 
countries like Canada where Corporation tax was in¬ 
troduced even before the Great War I, the tax was in¬ 
troduced purely out of revenue consideration. It was 
introduced in the U.K. during World War I, and was 
abolished during the post-war period. In Canada, Dr. 
Vineberg in writing on Provincial Taxation of Corpora¬ 
tion Profits in 1912, observed that “ the primary pur¬ 
pose, generally speaking, is to raise revenue, and all 
principles of equity are relegated to the background to 
make room for base of taxation which may even appro¬ 
ximate justice.” 

In India, at present, there is an element of gradua¬ 
tion in respect of super-tax on Company income (i.e., 
Corporation tax), in so far as the rebates are allowed 
to Companies declaring dividends within India and 
earning an income not exceeding Rs. 25,000, and to 
higher incomes also on fulfilment of certain other con¬ 
ditions. But these graduations are not applicable to 


the private limited companies. This latter limitation 
has virtually made the graduation ineffective in so far 
as the promotion of the corporate type of business is 
concerned. It is to be conceded that in the initial stages 
of a business undertaking the promoters generally think 
of starting the company as a private limited one and 
after some progress is made it is converted into public 
limited companies. 

As already mentioned, the Chamber would recom¬ 
mend differentiation only upto an income of Rs. 50,000 
and no other differentiation among the Indian 
Companies. 

Question 80.—Different Rates of Corporation Tax on 
Different Types of Corporate Enterprises. 

On principle, the Chamber is opposed to the 
imposition of different rate's of Corporation Tax on 
different types of Corporate Enterprises, provided the 
rate is kept very low as suggested before and an income 
of Rs. 50,000 is exempted from Corporation Tax. 

Question 81.—Exemption of Inter-Corporate Dividends 
from Corporation Tax. 

The Chamber would strongly urge for exemption 
of inter-Corporate dividends from Corporation tax. The 
tax treatment of dividends received by one Company 
from other companies should be considered fundament¬ 
ally different from the question of taxation of dividends 
received by an individual from a company. Upto 1935, 
such inter-Corporate dividends were totally exempt from 
Corporation tax in the U.S.A. In Canada also such 
inter-Corporate dividends were exempt from Corpora¬ 
tion tax in many of the Provinces levying Corporation 
tax. Even now in the U.S.A., when one Company 
receives dividend from another Company, the receiving 
Company is allowed u deduction of 85 per cent, of the 
dividends received. 

The object of taxing inter-Corporate dividends is 
obstensibly to discourage the growth of giant Holding 
Companies of complex structure and it is also considered 
by some as an anti-monopoly instrument. At the pre¬ 
sent stage, the Chamber finds hardly any scope for 
development of such large holding companies in India. 
It therefore feels that inter-Corporate dividends of the 
Indian companies should be exempted from the burden 
of double taxation. To guard against the growth 
of an undesirable structure of holding com¬ 
panies, Company law appears to be a more appropriate 
instrument and that law is also now before the Parlia¬ 
ment for thorough modification and overhaul. 

Through the Finance Act for 1953-54, a provision has 
been added in the Income-tax Act (Section 56A) ex¬ 
empting the dividend received by a company from 
certain categories of industrial undertakings from super¬ 
tax. The Chamber welcomes the adjustment made by 
this provision but it feels that the principle should be 
extended to include dividends from any company with¬ 
out restriction on its registration after 31st March 1952. 
In the present form, this concession is not likely to be 
effective in asmuch as most of such new companies can 
hardly be expected tc give any dividend in the present 
phase of business conditions in the country. 

Question 82.—Taxation of Banks, Investment Companies 
and Insurance Companies. 

(a) Banks .—The Chamber has already indicated 
some special facility that should be extended to the 
Indian Banks in respect of profits of their foreign 
branches, in reply to Question No. 59 above. The Cham¬ 
ber appreciates that there are certain special charac¬ 
teristics of Banks which differentiate them from other 
businesses and which requires special consideration for 
the purpose of taxation of Banking incomes. 

Firstly, the Banks are regulated by special law and 
have to conform to the provisions of that law in respect 
of capital, reserve, etc. The Money and Credit policies 
of the Reserve Bank of India also directly impinge on 
the banking transactions and profits. Secondly, the 
Banks have to carry a stock of intangible properties and 
have to increasingly hold portfolio of Government 
securities. All these may warrant special treatment of 
banks in respect of dividend declarations, allowance for 
reserves, computation of incomes from properties, credit 
for shares held on blank transfers, dividends received 
from Companies, etc In Canada, where Corporation 
tax has been in vog le. Banks have been all through 
separately treated un ler the Provincial laws and Cor¬ 
poration tax has been based on either paid-up capital 
or number of branches instead of on profits. The Com¬ 
mission may examine on more expert level about these 
points. 

The Chamber would suggest specific provisions in 
respect of the following: — 

(i) Amounts transferred to statutory reserve fund 
as required by the Banking Companies Act should be 
allowed for income-tax. This provision is necessary in 
the interest of healthy development of banks. Alter¬ 
natively, the Commission should recommend amend¬ 
ment of the Banking Companies Act to compute net 



profit for statutory reserve after deduction of the Cor¬ 
poration tax and Income-tax. 

(ii) At present bad debts actually written off, are 
allowed as deductions under Section 10. In the interest 
of healthy development of banking, the banks should 
be encouraged to provide reasonable amount every year 
as provision for doubtful debts irrespective of the fact 
of their being bad debts. It is well-known that in the 
period of booms the banks made good profits and the 
bad debts are very few. If the suggested reserve for 
doubtful debts is allowed to be built up the bad debts 
in lean years can be met out of such reserve, without 
affecting the profits of the company which is likely to 
be allowed during such lean years. In case such re¬ 
serves are found to exceed the actual bad debts during 
the period of say, 5 years, the balance standing to the 
credit of such reserve fund may be subjected to tax at 
the periodic interval of 5 years. Incidentally, it may 
be mentioned that in Japan 3 per cent, is allowed as 
provision against bad or doubtful debts. For this allow¬ 
ance Auditor’s Certificate as to the quantum of doubtful 
and bad debts may be required. 

(iii) Interest on securities should be taxed under 
Section 10 and not under Section 8 in respect of banks. 
At present no expenditure is allowed under Section 8 
in computing the income from securities, excepting com¬ 
mission on collecting interest. It is to be conceded that 
the securities represent the stock-in-trade of the bank, 
and as such both income from securities and profit or 
loss in dealing with the securities should be taxed under 
Section 10 only. In this respect no distinction should 
be made whether the interest is received from tax-free 
securities or otherwise. 

(b) Investment Companies. —The Chamber feels that 
organisation of bond fide investment companies may faci¬ 
litate the investment in industrial shares by mobilising 
the savings of the smaller individual investors. In a 
way the investment companies may be expected to 
strengthen the base of industrial finance in the country, 
in the private sector. Special treatment of such invest¬ 
ment companies is, therefore, warranted. 

Firstly, the properties they hold are the stocks and 
shares which may appreciate in value and, therefore, in 
computing the income in any year such capital appre¬ 
ciations in the year of sale cannot be taken to be wholly 
the income of a particular year. The principle of aver¬ 
aging incomes for this purpose seems to be specially rele¬ 
vant in respect of the investment companies. 

Secondly, these companies should be exempted from 
payment of super-tax in respect of dividend incomes 
which have already been taxed in the hands of the 
paying companies, even if the super-tax on companies 
is kept separate under the name of Corporation tax. 

Thirdly, the incomes of investment companies are 
likely to be much more fluctuating and irregular than 
other types of business for which also averaging or at 
least quinquennial adjustments would be justified. 

In respect of taxation of undistributed profits there 
should be no discrimination against the investment com¬ 
panies as was recommended by the Income-tax Investi¬ 
gation Commission. Such companies also require to 
maintain reserves for two reasons, namely, (a) for the 
purpose of equalisation of dividends ; (b) to make provi- 
sion against fall in the prices of shares or investments 
that may be held by the investment companies. 

At present the Central Board of Revenue may 
specially recognise trust companies for tax concessions 
but the Chamber is not aware of such recognition having 
been given to any trust company. The Chamber would 
urge for incorporation in the Act itself of some provi¬ 
so tor recognition of trust or investment companies 
for the purpose of taxation. 

Regarding the taxation of investment companies 
special provisions on the lines of Sections 257 to 264 of 
the Income-tax Act of 1952 of the U. K. may be 
examined. y 

(c) Taxation of Insurance Companies, specially 
Mutual Companies. —The Committee consider that the 
load of taxation on Life Assurance Companies should be 
substantially lowered, these institutions being really in¬ 
stitutions aiding social security and capital formation. 

Secondly, at present, differential rates of income-tax 
and super-tax on Proprietory and Mutual companies 
According to the Indian Insurance Act not less 
than 92 2 per cent, of the profits must be allocated to 
Policy holders. It would thus be found that even the 
Proprietory Life Assurance Companies in India are at 
least 92J per cent. Mutual. The Chamber, therefore, 
teels that the balance of 71 per cent, of the profits at the 
maximum, available to the shareholders should not be 
discriminated against. This little concession to share¬ 
holders of Life Assurance Companies would secure 
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As to the taxation of the Policy holders share of the 
surplus, the Income-tax Investigation Commission re¬ 
commended that under a “ profit basis ” of assessment, 
the bonus load should be excluded from the taxable 
quantum. At present, however, 80 per cent, 
of the Policy holders’ share of surplus is only 
exempted in place of 50 per cent, exemption 
before. The Committee strongly feel that the policy 
holders’ share of the surplus should not at all fall under 
the category of income, profits or gains, and as such 
should not be liable to taxation under Income-tax Law. 
In fact, in the United Kingdom also, the entire surplus 
distributed to or reserved for or allocated to the Policy 
holder*) is excluded from taxation. 

In the next place, the Chamber would strongly re¬ 
commend that the entire management expense should 
be allowed as deduction for assessment of Insurance 
Companies. The Income-tax Investigation Commission 
recommended only 15 per cent, of the renewal premium 
instead of 12 per cent, on account of management ex¬ 
penses and this has been given effect to by the Income- 
tax Amendment Act of 1953. Under the Indian Insur¬ 
ance Act, there is statutory limitation on expenses and 
it would be inconsistent if the expenses allowed under 
the Income-tax Act are different from those allowed 
under Insurance Act. The Committee would like to 
ovserve that when continuous supervision for enforcing 
the statutory provisions and for guiding the Insurance 
Companies, has been provided in the Office of the Super¬ 
intendent of Insurance, it should be presumed that the 
expenses of the Companies are being regularly checked 
up by the Government. There should not be, there¬ 
fore, any objection to allow deduction of the actual ex¬ 
penses incurred by the Companies. The Chamber un¬ 
derstands that this is also the practice in the United 
Kingdom. If the Government be hesitant about the 
effectiveness of supervision of the Superintendent of 
Insurance and therefore do not feel inclined to follow 
the British practice, the Chamber must urge that at 
least deduction for expenses should be the same as that 
provided under the Insurance Act. 

The Chamber does not agree with the view of the 
Income-tax Investigation Commission that the profits 
that are distributed amongst the shareholders should be 
treated as standing on the same footing as profits made 
by any other company with the liability to even cor- 
poration tax. As has already been observed, Indian 
Life Assurance Companies are at least 921 per cent 
mutual under the present law and to put the balance 
of some 7i per cent, of the income at the maximum 
under Income-tax and Corporation tax, at the same 
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Regarding the inter-valuation period also, the Present 
Income Tax Act differs from the Indian Insurance Act 

nroflf? en Tt ed - k 50 ln the matter of computation of 
fV S t0 be c ° nceded that when inter-valuation 
period of Insurance Companies stands shortened from 
the previous 5 years to the present 3 years, unless the 

tax^dlfcted C at iS th imilarly a j Tlended ' only 3/5ths of the 
:;^,l educted . a j tbe source during the preceding inter- 
Penodof 5 years ’ would be given credit during 
fhp subsequent 3 years, with the result that 2/5ths of 
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panies will have to bear the additional burden. 
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the country’s economy, and particularly in the matter of 
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It is sometimes argued that in the public interest 
insurance companies require regulation and that in¬ 
volves additional expenditure on the part of the Gov¬ 
ernment. Regarding this, it may be said that the Insur¬ 
ance Business have also to bear various other levies in 
the form of annual filing fees. Agents licence fees and 
several other imposts. 

Question 83.—Differentiation of Distributed and Undis¬ 
tributed Profits of Companies and Section 23A of 

the Income-tax Act. 

The Chamber is opposed to any differentiation 
between distributed and undistributed profits of Com¬ 
panies for tax purposes. The Chamber is also opposed 
to any notional distribution of profits as provided in 
Section 23A of the Income Tax Act. 

The Chamber appreciates the need for ploughing 
back of Company profits for expansion and investment 
but it feels that to realise this object, the load on Com¬ 
pany profits need be lowered rather than a little con- 
high°t n axe= aXa n ° f undistributed Petits after imposing 

The Chamber has already suggested that the Corpor- 
ation tax and the personal income-tax on Company divi¬ 
dends should be consolidated, and if this suggestion is 
accepted, the whole question of differentiation would 
assume a different significance. Even if the Corpora- 
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tion tax is continued, the Chamber has suggested the 
lowering of the tax to 0-1-6 pies in the rupee, and if 
this suggestion is accepted, then the Chamber would not 
support any differentiation in favour of retained profits. 
In fact the existing rebate system in respect of retained 
profits of some Companies is of recent origin in the 
Indian Tax system. 

The undistributed profits of Companies are ultimate¬ 
ly the incomes of the shareholders, and if such profits 
are taxed at a lower rate, then there is a clear discri¬ 
mination against the profits earned by the proprietor¬ 
ship and the partnership enterprises which are taxed 
at the full personal rates irrespective of 
whether such profits are retained in the busi¬ 
ness or are distributed. Secondly, for normal 
functioning of the private sector, the profits should be 
allowed to flow to the hands of the shareholders for re¬ 
investment, and the investment market should be allowed 
to decide what should be ploughed back in the particular 
enterprise and what should flow in other enterprises. In 
this regard the taxation policy should remain neutral. 
Differentiation in favour of retained profits may not 
result in the best allocation of the investment resources, 
because the investments would not be tested in the free 
market of investments. 

The Chamber agrees that the retained profits may 
sometimes be helpful for a Company to more easily secure 
the business capital which it may be difficult and expen¬ 
sive to acquire in the capital market. But it would be 
bad in principle to provide positive inducement for such 
retention by preferred tax treatment. The Chamber is 
not in favour of a tax policy being used as an instrument 
for allocation of resources in the private sector. 

As the Chamber is basically opposed to preferential 
taxation of retained profits, the question of evasion of 
tax by retention of profits or the utilisation of such re¬ 
tained profits for productive purposes, does not arise. 

The rebate system on undistributed profits was intro¬ 
duced in the Indian tax system only recently, principally 
as an anti-inflationary measure along with limitation on 
dividends and also to partially minimise the repressive 
effect of the high load of tax on Company profits. The 
Chamber feels convinced that the phase of profit infla¬ 
tion is already over and it presumes that the present 
Commission would definitely lower the load of tax on 
Company profits. It therefore does not find any further 
justification for differentiation in favour of retained pro¬ 
fits. In the interest of private sector of the economy as 
a whole, such differentiation should not be made. 

Section 23A of the Income-tax Act: 

As has already been observed, the Chamber is opposed 
to any notional distribution of profits as provided by 
Section 23A. It therefore recommends deletion of the 
Section. 

As far as the experience of the business community 
go, the operation of the Section has affected the financial 
decisions of the Companies. The Section unduly discri¬ 
minates against the private limited Companies and the 
Chamber does not hold the view that such Companies are 
formed principally with the motive of evading tax. On 
the contrary, the Chamber would reiterate that enter¬ 
prises are first constituted in the form of private limited 
Companies and then after some success, these are con¬ 
verted into public limited Companies. 

In this connection the Chamber may mention that 
neither the British law nor the US law, wherein preven¬ 
tive provisions exist against retained profits, makes any 
statutory provision as to the arithmetical ratio of divi¬ 
dends which is notionall.v taken to have been distributed 
as is done by Section 23A of the Income-tax Act in India. 
In the USA, Section 102 of the Internal Revenue 
Code envisages penalty rates of super-tax on Companies 
that accumulate profits to prevent the imposition of 
super-tax upon the shareholders, and the accumulation 
of profits beyond the reasonable needs of business is 
considered to be a ‘ p rima facie ’ evidence of a purpose 
to avoid super-tax. But the penalty rates are imposed 
only after very careful examination of the entire finan¬ 
cial position of the Company. In the U. K. Income-tax 
Act of 1952, various indicators of the needs of Com¬ 
panies are mentioned for measuring the adequacy of 
accumulated profits in Section 246. 

Even if some provision on the lines of Section 23A is 
continued, it should be suitably amended so as to gene¬ 
rally guard against the deleterious effect of the notional 
distribution of profits. In particular, the following points 
should be secured: — 

(a) In making a notional distribution, the amount of 

profit should in no case 'be taken to exceed the 
net profit shown by the Profit and Loss 
Account of the Company. 

(b) In no case, a Company should be deemed to have 

distributed as dividend more than 60 per cent, 
of the profits, irrespective of whether its 
reserves exceed the paid-up capital or not. 
In other world the first proviso to sub-section 
(1) of Section 23A should be deleted. 


Question 84.—Super tax on Company Dividends. 

The Chamber has already suggested -that income- 
tax and super-tax should he consolidated both in the case 
of the individuals and of the Companies. If this sugges¬ 
tion is accepted, then there would be no question of 
super-tax on Company dividends. 

If, however, a Corporation tax of -/1/6 pies in the 
rupee is levied in addition to an income-tax of As. 3 in 
the rupee, as alternatively suggested in reply to Q. No. 
66(d) above, and if the rates are not consolidated even 
in the case of the individuals, then the Chamber would 
strongly urge that there should not be any super-tax on 
Company dividends, in so far as the Corporation tax 
would be there on the Company profits. The super-tax 
on Company dividends with Corporation tax on Com¬ 
pany profits, means double taxation of Company incomes, 
and this affects investments in Company shares. In the 
opinion of the Chamber, such dis-incentives should be 
avoided. 

Question 85.— Taxation of Public Undertakings. 

In reply given to Question No. 11 in Part I the 
Chamber has suggested taxation of Public Undertakings 
of industrial and commercial nature at par with similar 
Undertakings in the private sector. This would enable 
better comparison of the relative efficiency of the public 
and private sectors. Secondly, the Central Exchequer 
in that case would also get revenue out of State Under¬ 
takings and the State Governments would also obtain 
some indirect taxes from Central Undertakings within 
their respective States. 

It is apprehended that if the Public Undertakings con¬ 
tinue to be expanded aid if these continue to remain tax- 
free, then it would bring about re-adjustment in the finan¬ 
ces of the Centre and the States resulting in further 
attempts on the parts of Governments to raise revenue 
by taxing the private sector to finance the expenditure 
of the Central Government. 

Question 86.—Using the Services of Chatered Account¬ 
ants in Assessments. 

So far as the companies are concerned the ser¬ 
vices of the Chartered Accountants are being very 
widely used even now. The partnership firms and the 
proprietory concerns are also gradually using the 
services of the Chartered Accountants more and more. 
The Chamber is. however, opposed to any legal obli¬ 
gation being imposed on the assessees in this regard. 
The already existing trend for wider use of the ser¬ 
vices may be accelerated if the computations of incomes 
made by the Chartered Accountants and the certifi¬ 
cates issued by them are given wider credence than 
at present. In the case of companies the auditors 
have considerable legal obligations under the Companies 
Act and, therefore, the certificates issued by them can 
be outright accepted without any question. In respect 
of partnerships and individuals also their certificates 
should be given equa credence. 

In this connection, the Chamber would like to invite 
the attention of the Commission to circular No. 
47 (XXIV-I), dated the 18th December 1952, whereby the 
Central Board of (Revenue instructed the assessing 
officers that the auditors’ certificates should not be 
taken to be sacrosanct and “ should not be given more 
credence than the c ;rtificates of the assessees’ own 
accountants ”. The C hamber appreciates the circums¬ 
tances in which the circular was issued, namely that a 
particular auditor was found to be negligent in issuing 
the certificate in the case of a non-company assessee. 
In the opinion of the Chamber delinquency in one or 
two individual cases should not prompt the taxing 
authorities to issue a general circular like the one under 
reference. 

In case a Chartered Accountant issues a certificate 
as to the taxable income of a non-company assessee, he 
may be deemed to have done it on the basis of the same 
code of conduct according to which he issues certificate 
to a company regulated by the Indian Companies Act. 
But there should be no obligation on the part of the 
assessee for compulsory certification of accounts or in¬ 
come-tax returns. This will very much impinge on the 
small businessmen anl the cost of tax compliance may 
al! the more increase. 

On the whole, the Chamber is in favour of allowing 
the present trend to continue in the matter of utilisation 
of the services of Chi rtered Accountants. 

Question 87.—Representation af Assessees by Income-tax 

Practitioners. 

In the opinion of the Chamber the present. provi¬ 
sions of Section 61 of the Income-tax Act appears to be 
sufficient in respect of representation of the assessees 
before Income-tax Authorities. At present representa¬ 
tion is possible through any person authorised by the 
assessee in writing or by a lawyer or accountant or 
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income-tax practitioner, as described under Section 61. 
As to the question of fees the Chamber feels that any 
statutory provisions in this regard would be unsuitable 
for all the different categories and types of assessees. 
Even if such a schedule of fees is laid down it can 
hardly be made effective. 

As to the level of proficiency the Chamber is of 
opinion that the existing provisions of the Act are suffi¬ 
cient to ensure a minimum level of proficiency on the 
part of the representatives in respect of the Income- 
tax law, rules and regulations. Regarding the question 
of conduct. The Chamber, therefore, does not con- 
already rules of conduct for the [lawyers add the 
accountants, and for others sub-section (3) of Section 61 
appears to be sufficient for maintaining certain rules 
of conduct. The Chamber, therefore, does not con¬ 
sider it necessary to have any separate statutory pro¬ 
vision for registration of income-tax practitioners lay¬ 
ing down the rules of conduct and schedule of fees. 

Question 88.—Publication of the names of persons who 

are penalised for concealment of income. 

In the opinion of the Committee publication of 
the names of persons ‘ penalised ’ for concealment of 
income is bad in principle and would be ineffective in 
assisting to check evasion. Concealment of income may 
be of various degrees ranging from so-called technical 
concealment of a very small portion of income arising 
out of the complexities of law itself to the total con¬ 
cealment for the purpose of evasion. Any statutory 
power for publication of the names of assessees in all 
such cases of concealment can hardly be justified on 
principle. In cases where assessees are criminally 
penalised in Courts of Law the proceedings are auto¬ 
matically published in the Court proceedings which 
may be available to any member of the public. 

Unless the matter goes to Court and it is proved 
in a Court of justice that there has been really a con¬ 
cealment of income amounting to cheating of public 
revenue, there can be hardly any ground for a tax 
collector to defame a person by publishing the name 
of an assessee with the ostensible purpose of lowering 
his status in public eye. Secondly, if publication of 
such names becomes a routine in all cases of conceal¬ 
ment of income then it can hardly have any effect, be¬ 
cause it will be taken to be a feature of the income-tax 
administration. The income-tax Investigation Com¬ 
mission examined these issues and dropped the idea 
of giving wide publicity of the names of persons who 
are found to make gross under-statements of their 
incomes. 

The concealment of income may arise due to delin¬ 
quency prompted by economic inability to pay or out 
of an attempt to avoid tax by taking advantage of the 
loopholes of the law or out of attempts for evasion of 
the tax. A high level of taxation and manner of ad¬ 
ministration also induce avoidance and evasion. In 
the opinion of the Chamber all such concealments can¬ 
not be classed in the same category and it would be 
difficult in practice to make distinctions among the 
assessees for taking a decision whether the name should 
be published or not. The question of cheating is large¬ 
ly a matter of motivation which cannot be easily deter¬ 
mined. 

Question 89.—Exclusion of Perquisites. 

In the opinion of the Chamber the present exclu¬ 
sion of perquisites from taxable profits cannot result in 
much loss of revenue. Provision for such perquisites 
becomes necessary in business and naturally can be 
classed as almost normal expenses of modem business. 
From the point of view of individual employee, how¬ 
ever, these perquisites do not at present bring such 
benefit the monetary value of which msv be considered 
to constitute any sizeable proportion of the income. In 
the opinion of the Chamber, therefore, perquisites as are 
provided by the Commercial Houses to their employees 
should be excluded from taxation both in the hands 
of the Companies and in the hands of the employees. 

In factories which are mostly located outside the 
urban areas, the staff which are required to remain 
within the factory areas or nearabout have to be pro¬ 
vided with quarters and while the company has to 
spend money after it the employee cannot be deemed 
to have received the income, as such quarters can hard¬ 
ly be said to have any rental value. 

Secondly, under present conditions considerable 
amounts of money have to be spent through the em¬ 
ployees for entertainments, publicity, conveyance, etc., 
and the amounts involved in such perquisites given to 
the employees should not be taxed. 

The business houses have now-a-days also to spend 
considerable money for providing amenities to the staff 
like giving free lunches, free conveyance, etc., in order 
to provide better conditions of work and improve effi¬ 
ciency. Such expenses are normal expenses of modern 
business and should not be taxed. 
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Question 90.—Realisation of Tax from Companies under 

Liquidation, 

In cases of companies under liquidation, there 
may be an obligation imposed on the Liquidators to 
bring the fact of the liquidation order to the notice of 
the Income-tax Authorities and on receipt of such inti¬ 
mation, the Income-tax Officers may promptly assess 
the due tax and appropriate notice may be served upon 
the liquidators of the Company. Thereafter, the Income- 
tax Authorities should rank as creditors like other ordi¬ 
nary creditors except in respect of the last one year’s 
assessment regarding which the taxing authorities may 
be accorded preferential position. The Chamber under¬ 
stands that in respect of individuals there is priority 
given in respect of tax on bankrupts assessed. The 
Chamber is definitely of the opinion that the taxing 
authorities should not be accorded any preferential 
treatment for the entire tax dues if such dues relate to 
the income for more than one year before the date of 
liquidation. 

The Chamber would also like to emphasise that the 
payment of dividends to the shareholders or the pay¬ 
ment to the creditors should not be delayed due to any 
delay in the assessment of such Companies under liqui¬ 
dation. It should be enjoined on the Income-tax Officers 
to complete assessments of Companies under liquida¬ 
tion within a stated period. 

Question 91.—Conferring of Wider Powers on Income-tax 

Authorities. 

The Chamber considers that the Income-tax 
Authorities have even now enough powers in their 
hands to check evasion and avoidance and there is no 
necessity of any extension in their powers. As was 
observed in the Preliminary Memorandum of the 
Chamber, (Para 6) the effectiveness with which a tax 
law is enforced is one of the principal determinants 
both in respect of yield and equity of taxation measures. 
The administration of a tax system must be a two¬ 
pronged operation, the operation of the tax adminis¬ 
trative machinery of the Government on the one hand 
and the attitude of the tax payers in respect of tax 
compliance on the other. The Chamber considers that 
any large discretionary power in the hands of the 
Income-tax Authorities is fraught with danger of 
affecting the tax payers’ morale. Tax Payer equity re¬ 
quires that tax administration should be executed as 
objectively as possible and the powers should be so 
given that there may be as little scope as possible for 
favouritism, arbitrariness or harassment. 

The Income-tax Investigation Commission examined 
this question of extension of powers of the Income-tax 
Authorities and made certain recommendations to 
which the Chamber is definitely opposed. For example, 
the Commission recommended, (1) that the Income-tax 
Officers should have discretionary powers to call for 
total wealth statements and (2) to deal effectively with 
persons suspected of having blackmarket dealings, (3) 
to enter business premises and inspect accounts main¬ 
tained therein, place identification marks thereon and 
make copies therefrom, (4) to make a search of p’aces 
where there are reasonably grounds of believine that 
relevant books and records are kept, (5) to call for 
relevant information from Banks and other business 
houses, etc. In the Income-tax Bill of 1951 also, certain 
provisions were made more or less on such lines. The 
Chamber would like to stress that most of these powers 
are powers of the Police and powers of the Court. (In 
so far as the Income-tax Bill 1951 provided for em¬ 
powering the Income-tax Authorities to issue commis¬ 
sions for examining witnesses and to enforce attend¬ 
ance and examine on oath, etc.l The taxing authori¬ 
ties must not be vested with such powers which relate 
to the civil liberties and fundamental rights of the 
people. 

As to the question of seizure of documents and books 
of accounts, or powers of search as particularly men¬ 
tioned by the Commission, the Chamber would strongly 
suggest that such powers should not be given to the 
Income-tax Authorities without the previous sanction of 
a Court of law. Even in that case, the books and docu¬ 
ments must not be seized and kept, as this would impede 
the very earning of income which is the basis for taxa¬ 
tion. 

The Aiyar Committee of 1937 observed that the 
“ fairly general complaint that the Income Tax Officers 
do not show enough consideration for the convenience of 
the assessees is certainly not without foundation ”, and 
the Chamber would request the Commission to seriously 
consider whether any further extension of powers in 
the hands of the taxation authorities would in any way 
improve matters. 

Question 92.—Creation of Artificial Legal Entities for 
Avoidance of Income-tax. 

Theoretically speaking, it is true that if the load 
of average taxation on individuals become very high, 
relative to the load on corporate bodies, then there may 
be a tendency to create artificial legal entities of various 
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types. But, the Chamber feels that there is no cause of 
apprehension at the present for any large increase in 
the creation of such separate legal entities primarily with 
the object of evasion of tax. The progress of Corporate 
types of business in this country would amply prove that 
there are too many impediments on the way of forming 
Corporate bodies and if the tax differentials are ration¬ 
alised there is not likely to be much inducements as 
hinted in the question. 

Moreover, the Company Law is being revised and 
appropriate measures are likely to be provided to check 
any large concentration of business in a few hands in 
the shape of closely held Corporations or what may be 
called “ personal or family holding Companies 

Regarding the question of family partnership, the 
Chamber considers that family has ever constituted the 
unit of production in this country and in the opinion of 
the Chamber, too much impediments need not be created 
on various counts to disrupt this social institution. 
Already it has been disrupted by a variety of factors and 
the Estate Duty Bill recently enacted would further 
accelerate the disintegration. The apprehension of tax 
avoidance therefore, through these family partnerships 
seems to be unwarranted. 

Regarding trusts and private limited Companies also, 
the Chamber would like to say that the purpose of orga¬ 
nising such entities may be more than one and it need 
not be unduly anprehended that everybody would feel 
induced to take up this type of organisation only for the 
purpose of avoiding the tax. On the contrary, private 
limited Companies, Trusts and Family Partnerships 
should be welcomed as institutions for encouraging Cor¬ 
porate types of business by collective effort. With an un¬ 
due apprehension for tax avoidance, the growth of these 
desirable institutions should not be impeded. 

The Chamber holds the view that if penalising taxa¬ 
tion is brought into the taxing system in respect of the 
Corporate entities mentioned above, it would impede the 
growth of Corporate types of business in this country 
and would not be to the interest of the country. Even if 
such penalising taxation is introduced it would be very 
difficult to decide whether such a separate legal entity 
has been organised with a motive for tax avoidance or for 
other purposes. The controversies would always be there. 

Lastly, the Chamber considers that the issue raised in 
this question can arise only when large concessions are 
given in respect of taxing the retained profits of the busi¬ 
ness and the Chamber presumes that this question is 
based on an idea of substantial reduction in the taxa¬ 
tion of undistributed profits. 

Question 93.—Recovery of Unrealised Tax from one 

Partner from the Firm or from other Partners. 

The Chamber considers that the present provisions 
of Section 26 of the Income-tax Act involve sufficient lia¬ 
bility on the co-partners in cases of any change in the 
constitution of the firm and succession. The Chamber 
is of the opinion that any extension, in the liability of the 
partners in respect of unrealised tax of any one partner, 
would make the partnership business too risky. More¬ 
over, it should be considered that though the liability of 
the partners in a partnership firm is joint and several, 
these liabilities are only in respect of those incurred in 
connection with normal business. In no case, therefore, 
the liability for unrealised tax of any partner can de¬ 
volve either on the firm or on any of the partners in 
respect of those incomes earned by such partner outside 
the business. 

Question 94.—Recovery of Income-tax and a separate 
Enforcement Machinery. 

The Committee consider that the present provi¬ 
sions in the law for recovery of income-tax are quite 
sufficient and there is no need for a separate machinery 
for realisation of the arrears. The Chamber believes 
that the pending arrear collections of past years have 
sufficiently declined by this time and with better and 
prompter administration in future, the arrears would be 
small in number. 

(The Indian Income-tax Investigation Commission in 
para. 412 of their Report suggested for a system of exami¬ 
ners and for staggering methods along with improvement 
in return forms, etc., so as to diminish the arrears. The 
Chamber does not consider these to be necessary.) 

Question 95.—Tax Collections from the Shareholders of 
Private Limited Companies in respect of Tax 
realisable from the Companies. 

The Chamber considers that if the liability for 
payment of tax assessed on private limited Companies be 
imposed on the shareholders of such Companies, then that 
would mean the very negation of the idea of limited liabi¬ 
lity attached with such companies. As the Chamber has 
already pointed out in Question No. 92 the Private Limit¬ 
ed Companies should not be too much suspected in con¬ 
sideration of their need for prompting the development 
of Indian trade and industry on Corporate lines. The 
Private Limited Company type of organisation have de¬ 


finite advantages particularly under the present condi¬ 
tions of India. The Chamber considers the apprehen¬ 
sions of loss of revenue through formation of private limit¬ 
ed companies as rather over-magnified. It would also 
like to reiterate that the Company Law is being revised 
and provisions may be made there and the Income-tax 
Law again need not take upon itself the task of impeding 
the growth of private limited Companies. It is therefore 
opposed to the suggestion made in the Question for im¬ 
posing tax liability on the shareholders of a Private 
Limited Company for the liabilities of the Company. 

Question 96.—Recovery of Tax from Profits in the hands 

of a person other than the ostensible Owner. 

The Chamber is of opinion that the property should 
be assessed only in the name of its rightful owner. The 
question whether the ostensible owner is the rightful 
owner can be decided only by a Court of Law and the 
Income-tax Authorities should not take upon themselves 
the responsibility of deciding this question. But if the 
Income from any property is once included, in the income 
of a person other ,han the ostensible owner, and the 
assessment has been completed, no additional provision 
should be made for making the tax recoverable from such 
property again. 

Questions 97.—Improvements of Public Relations. 

As was explained in the preliminary Memorandum 
of the Chamber, the improvement in the relations of the 
Income-tax Department with the assessees can have 
significant effect not only on the realisation of the tax 
but also on the tax payers’ morale regarding tax com¬ 
pliance. Much would depend upon the attitude with 
which the assessing Authorities look upon the assessees. 
One of the greatesi hinderance appears to be that there 
is a feeling among the taxing authorities to consider 
every assessee as a tax evader and then to feel convinced 
that he is not sc. The presumption is thus against 
the assessee. In tne opinion of the Chamber, the first 
pre-requisite for better relations is to change this attitude. 
Each Income-tax Officer must start with the assumption 
that the tax payer’s return is correct and there is no 
intention of evasion and he should proceed with this 
idea till it is proved otherwise. The conduct and be¬ 
haviour of the Taxing Authorities should also provide no 
scope for creation of a feeling that the assessees are not 
being properly treated. The assessments must not be 
such as may provide the least scope to the assessee to feel 
that these had been capricious, or hurried. . 

The Chamber is strongly opposed to the present prac¬ 
tice of the Income-tax Officers lo proceed to levy tax on 
the basis of estimates of income made in an haphazard 
and arbitrary manner, without giving credence to the 
Books and records of the assessees. It has been experi¬ 
enced by the assessees that incomes are assumed for them 
and taxes are levied which bear no relation to actuality. 
The rejection of the accounts of the Private Limited Com¬ 
panies, Contractors, etc., has become almost a fashion 
with the Income-tax Officers. 

The recent posting of Public Relations Officers appears 
to commend adequate confidence so that the assessee may 
look upon them as dependable guides without any risk. 

Regarding the specific measures mentioned by the 
Commission, the Chamber’s views are indicated as under: 

Provision for free advice to small assessees: If 
effective and sympathetic advice can be given regard¬ 
ing the maintaining of account and filling in of returns, 
so as to facilitate expeditious disposal of assessments, it 
would greatly improve the tax payers’ morale and may 
also reduce the cost of tax compliance particularly in 
the case of small assessees. On the question of mainte¬ 
nance of accounts, however, it should always be kept in 
mind that the large majority of the Indian businessmen 
particularly those who are carrying on business on 
medium and small scales, are not practised to organised 
methods of English accounting. They maintain their 
accounts in indigenous ways and in different forms. 
While giving advice for maintaining of accounts in some 
standard forms, no undue haste be shown for such 
standardisation of accounts. The accounts maintained 
by the assessees should be acceptable, while advice for 
making modifications so as to help expeditious assess¬ 
ments should be given. Gradually, the accounts would 
get standardised. The present return forms circulated 
by the Income- ax Authorities with guidance for filling 
in those forms :s considered by the Chamber as a move 
in the right direction. 

Regarding Refunds, the Aiyars Committee of 1937 
observed that “ the general attitude of the Officers of the 
Department to refund claims leaves much to be desired ”. 
The Chamber considers that this observation stands even 
now to a considerable extent. 

On the question of provision of information on various 
matters relating to assessment proceedings, refund appli¬ 
cations, adjournment applications etc., it appears that the 
present procedures do not require much change except¬ 
ing that such information should be available to the 
assessees without any hindrance and much expense. 



n 


Regarding the question of arrangement of work, it 
appears that it should be ensured that the assessees or 
their Representatives are not to wait for unduly long 
periods at the Income-tax Offices. There should be week¬ 
ly and daily programmes of work and in case when a 
particular assessment cannot be undertaken on the pre¬ 
viously appointed day, the assessee should be informed 
just on appearance and at the appointed hour so that 
he may not have to wait to know at the end of the day 
that his case cannot be taken up. 

On the question of agreement, on facts between the 
assessee and the Department at Income-tax Officers level, 
the Chamber considers that this would largely depend 
upon the framing and the wordings of the law and the 
rules. The more these can be made objective, the less 
shall be the scope of difference of opinion about facts 
even. The difference largely arises because of ambiguities 
in the law and the rules. It has also been experienced 
that the Income-tax Officers are not always posted with 
the facts in the business and therefore cannot agree with 
what the assessee may say. To obviate this difficulty, 
the advice and guidance of the Senior Officers should be 
more readily available and it may also be considered 
whether responsible men having knowledge of business 
conditions and facts may be associated in any manner 
with the Assistant Commissioners for consultation about 
facts. 

Question 98.—Procedural Changes. 

(i) Issue of Notices. —The Chamber considers that 
the present provisions do not require any change. The 
Chamber would, however, like to mention that in the 
Amendment Bill for 1951, there were provisions for serv¬ 
ing notice on any member' of the Hindu Joint Family or 
on any shareholder of a private limited company in res¬ 
pect of the assessments of the family or the Company. 
The Chamber considers that any such provision would 
be unjustified in so far as any member other than the 
Karta in the Hindu Joint Family is not in charge of 
management and in the case of a private limited Com¬ 
pany the shareholders can in no wise be expected to be 
aware of the day to day position of the Company. More¬ 
over, under the provisions of the Company Bill intro¬ 
duced in the House of the People, every private limited 
company shall compulsorily have at least two Directors. 
Therefore, a notice should be served on such Directors 
or the Principal Officer of such Company. 

(ii) Simplification and filing of Returns. —As already 
mentioned, the recent return forms appear to be simpler 
than previous ones. Regarding filing of returns, the 
Chamber generally agrees with the recommendations 
made in paragraphs 196-200 of the Report of the Income- 
tax Investigation Commission. 

(iii) Penalties. —About penalties, the Chamber agrees 
with the Income-tax Investigation Commission that per¬ 
sons who do not submit their returns should not be dis¬ 
entitled from claiming statutory reductions of certain 
kinds as any automatic penalty of the kind would operate 
inequitably. The imposition of the penalty should be 
applied very judiciously as was recommended by the In¬ 
come-tax Investigation Commission and all encourage¬ 
ment should be given to honest defaulter to come forward 
and get himself assessed and with this object in view, 
the penalty should be leniently applied. The Chamber 
should also like to mention that penalties under the In¬ 
come-tax law should be kept limited to fines only. 

(iv) Recovery of Tax already paid. —The Chamber 
considers that the provisions in the law for recovery of 
the tax are quite adeo.uate in respect of all sorts of delin¬ 
quencies, avoidances and evasions. The real difficulty in 
recovery arises from delay in assessment, and sometimes 


The Chamber is not in a position to give any authori¬ 
tative opinion as to the exact reasons for which such 
delays are made. It appears that the Income-tax Officers 
for one reason or the other, do not exhibit much eager¬ 
ness to complete the assessments in time and sometimes 
it also appears that they feel to be shaky in taking deci¬ 
sions about acceptance of facts as stated by the assessees. 
This may be due to the lack of knowledge and facts as 
also to the fear of being Departmentally rebuked. In the 
opinion of the Chamber, the rules and orders should be 
made clear and objective and greater confidence should 
be shown by the Income-tax Officers in completing assess¬ 
ments promptly according to his best decisions. Even if 
such assessments leads sometimes to improper assess¬ 
ments, whether from the point of view of the assessee or 
of the Government, there may be adequate provisions in 
the law for revision and review at the initiative of either 
party. 

Question 100.—Excess Profits Tax or Special Business 

Taxes. 

In the opinion of the Chamber, Excess Profits Tax 
can never be looked upon as a feature of peace-time taxa¬ 
tion. In other countries also, this complex type of tax 
has been brought into existence only in abnormal times 
of War or semi-War emergencies. The idea of excess 
profits is a relative idea and it is always difficult to decide 
what may be considered as excess at any particular point 
of time. In the USA, this tax was practised during World 
War I and World War II but on the expiry of the War 
emergency, the tax was abolished. After the Korean War 
again, the tax was re-introduced in 1950. The basis for 
such taxation is “ invested capital ” method or “ base 
period ” method. But under both these methods, in¬ 
numerable difficulties have been experienced with the 
result that just on the expiry of the emergencies the tax 
had to be given up. In this connection the Chamber may 
just quote the observation that was made by the Secre¬ 
tary of the Treasury of the U.S.A. Government in his 
Annual Report for 1920 in respect of Excess Profits Tax 
of 1917-18. The observation was—“ the tax does not 
attain in practice the theoretical end at which it aims. 
It discriminates against conservatively financed organisa¬ 
tions and ip favour of those whose capitalisation is ex¬ 
aggerated ; indeed many over-capitalised Corporations 
escape with unduly small contributions. It is exceedingly 
complex in its administration, despite the fact that it is 
limited to one class of business concerns—Corporations 

The Chamber has strong objection to the introduction 
of any tax like Excess Profits Tax in a peace-time 
economy. This tax acts as a disincentive for risk-taking 
and expansion, it penalises the firms with fluctuating pro¬ 
fits, and it interferes with the very function of profits in 
stimulating the flow of investment. 

The Chamber is opposed to any special business tax. 

Questions 101 & 102.—Death Duties. 

Though the Estate Duties Act has been made 
effective, the Chamber would like to reiterate that this 
measure of taxation has been most inopportune at the 
present stage of development. 

The Chamber is not in favour of any differentiation in 
the matter of the rates chargeable on self-acquired pro¬ 
perty and property forming the Estate of the deceased. 
In the opinion of the Chamber such differentiation would 
be complex and in cases it may be found almost impossi¬ 
ble to decide which portion of the property left by the 
deceased was inherited and which portion acquired. 

PART III.—COMMODITY TAXES. 

IMPORT DUTIES. 


in the intervening period the tax paying capacity of the 
assessee undergoes vital change making it impossible for 
him to make the payment when the assessment is com¬ 
pleted. The Chamber believes that tax collection can be 
much improved by reasonable and prompter assessments 
than by anything else. 

(v) Appellate Procedure and Machinery. —The Cham¬ 
ber would reiterate that the Appellate Assistant Commis¬ 
sioners should be dissociated from the Income-tax Depart¬ 
ment so that it may be possible for them to take more 
judicial views than at present. Inspite of the fact that 
Government still seems to hold that the Assistant appel¬ 
late Commissioners have been showing commendable 
degree of judicial attitude, there is a feeling among the 
assessees that it is not practically possible for them, con¬ 
sidering such Officers to be after all, human beings having 
in them a desire for improvement of their prospects in 
the Department. 

Question 99.—Undue Delay in Assessment. 

The Chamber has often brought to the notice of 
the Income-tax Authorities that undue delays are made 
in the assessment proceedings. It has been found that 
assessments are delayed for 3 or 4 years and at the end 
of the limitation period, assessments are rushed through, 
which appear to the assessees to be capricious. 


Question 103.—Revision of Indian Customs Tariff. 

In the opinion of the Chamber, the Indian Customs 
Tariff Schedules, both Import and Export, require revi¬ 
sion, for reasons indicated in (ii), (iii) and (iv) in the 
question. 

The Chamber emphasised the question of revision of 
the Indian Customs Tariff Schedules with Shri P. M. 
Mukherjee, who was appointed by the Government of 
India during 1952-53 as a Special Officer for undertaking 
revision of the Import Trade Control Schedule. The 
Chamber would recommend that an independent enquiry 
should be undertaken about the work of revision in de¬ 
tails, when suggestions as to the classification and the 
nomenclature of the specific items should be invited from 
all commercial interests. 

At present, the Import Tariff Schedule is divided into 
22 Sections with 87 broad Groups, the different Groups 
being again sub-divided into a large number of sub- 
Groups. The sub-divisions and the nomenclature are 
often broad and do not conform to the present pattern 
of trade. 

Particular problems arise in respect of the classifica¬ 
tion and nomenclature of the protected items. When an 
industry is protected, by a high rate of duty, some parti¬ 
cular products of such an industry may not be manu- 
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factured in the country but the duty becomes applicable 
to all such items also. By way of illustration, it may be 
mentioned that Outboard Motors and Petrol Powerine 
Engines of below 7 H.P. at present come under the same 
item as Diesel Engines in the Schedule. But these two 
specific types of engines are not manufactured in the 
country and are being at present considered 10 be very 
useful for development purposes especially for remoter 
areas. Similar observations may be made in respect of 
items like Ball Bearings, several Motor Vehicles parts, 
Machinery parts, Cnemicals, etc. Extreme difficulties are 
being experienced in respect of classification of mixed 
woollen fabrics wherein the descriptions of the items do 
not conform to the changed practice of manufacture in 
the supplying countries. Similar difficulties are also ex¬ 
perienced in respect of Paper items, Spindle oil etc. 

In the Export Tariff Schedule also, difficulties are 
experienced in respect of the classification of articles 
like Khaki Water Proof Cotton Canvas, Hospital Rubber 
Sheetings with textile base, etc. 

At the present moment, the Import trade has become 
much wider in respect of commodities and the Customs 
Tariff Schedule should be suitably adapted to the changed 
pattern. 

The lacunae in the classification and nomenclature in 
the Customs Tariff Schedule also affect the administra¬ 
tion of Import Control and the merchants are put in an 
embarrassing position. 

Question 104.—Considerations for Fixation of the Rates 
of Import Duties. 

(i) By and large, the rate of Import duty depends 
upon the nature of the product, its importance in Lhe 
industrial development of the country, its availability 
within the country, the nature of the demand for the pro¬ 
duct etc. 

At the present stage of economic development, it seems 
that Import duties shall have to be relied upon for the 
purpose of revenue and therefore, the above considera¬ 
tions have to be adjusted to the revenue consideration 

also. 

Generally speaking, the rate of duty on industrial 
raw materials, plants and machineries and the spare 
parts which are not manufactured in the country, should 
be kept low, with drawback arrangements in case the 
products made out of such imported raw materials are 
exported out of the country. In case certain materials 
subjected to revenue import duty are consumed by indus¬ 
try as also by others refund may be given to the con¬ 
suming industries. 

The duties on luxury consumption goods should be 
higher, but it should not be made prohibitive so as to 
stop the import altogether. By way of illustration, it 
may be mentioned that import duties on a large number 
of items were increased very high early this year, and 
in several cases imports have not been possible with such 
high rates of duty. For example, the duties on cotton 
fabrics falling under Item 48(3) etc. were steeply increas¬ 
ed with the result that inspite of liberalisation of the 
Import Control Policy, it has not been possible to effect 
import because of the high load of taxation. 

Regarding duties that are imposed for protecting an 
indigenous industry, the Chamber would prefer to reply 
on the Tariff Commission in specific cases and such pro¬ 
tective duties should not be applied on those specifica¬ 
tions of the items, the manufacture of which are not 
immediately undertaken by the indigenous industry. 

(ii) In the light of the considerations indicated above 
duties on items like Outboard Motors, Powerine Engines 
below 7H.P., Ball Bearings and Motor Vehicles parts 
which are not manufactured by the indigenous industry, 
should be lowered in the interest of the industries con¬ 
suming or using these articles. The duty on raw mate¬ 
rials like Plastic Mould Powder is required to be lowered 
enabling the Plastic Industry to develop export markets 
on competitive lines. The Committee also feels that the 
principle of allowing “ Token Imports ” in order to pro¬ 
mote improvements of quality of the indigenous products 
would get impeded if the rates of duties on items of such 
token imports are kept at the increased level to which 
these were raised early this year. The cases of cotton 
fabrics and manufactured cotton goods, artificial silk 
piecegoods, woollen manufactures, etc. would fall in this 
Group. Similarly, the present high rate of duty on 
Betelnuts which has been working to be roughly 100 per 
cent, of the value of the goods, should be lowered in the 
interest of the consumers. 

(iii) It appears that high Import duties on articles 
like Betelnuts which are available in Pakistan provide 
incentives for smuggling. A high duty on articles which 
carry high value in small bulk may also provide incen¬ 
tives for smuggling and such smuggling puts the bored 
fide trade to disadvantage. It is true that smuggling 
eannot be justified nor should the duties be lowered 
simply on the apprehension of smuggling if there is other 
good reasons for high duty. But the Chamber feels that 


the fact has to be faced, and the Import duties on the 
products of the neighbouring countries should be fixed 
with an eye to the possibility of smuggling because of 
high duty. In this connection it may also be mentioned 
that even if Export duty is continued on several items, 
fixation of the duty at a high rate may provide strong 
incentives for smuggling the goods out of the country 
to the neighbouring States, if these goods have ready 
markets there. There were complaints about such things 
in respect of cotton textiles when the rate of duty on 
the different qualities was kept high at 25 per cent. 

(iv) No comments. 

(v) As have been mentioned in reply to (ii) above, 
the rates of duties on several semi-luxuries, the imports 
of which were partially liberalised in early 1953, may be 
said to be yielding diminishing returns, especially be¬ 
cause the Importers have not been utilising the permis¬ 
sion for imports because of the high rates of duties. It 
may be difficult, however, to fully assess the position, as 
most of these items have been subjected to strict import 
control during recent years and there have been increase 
in indigenous supp.y also in several cases. 

Question 105.—The Relative Merit of Ad Valorem and 

Specific Duties. 

The issues involved in the relative use of ad 
valorem and specific duties in the Indian Customs were 
thoroughly examined by the Fiscal Commission of 1921- 
22 ( vide Chapter XIV) and the Fiscal Commission of 1949- 
50 also referred to this examination by their predecessors. 

The Chamber generally agrees with the analysis of 
the Fiscal Commiss.on of 1921-22, regarding the compara¬ 
tive advantages and suitabilities of ad valorem and 
specific duties in respect of import tariff. That Commis¬ 
sion recommended that “ while the Indian Tariff must 
continue as at present ad valorem and specific duties 
and tariff valuations, the system of specific duties and 
tariff valuations rmght be extended cautiously”. 

The Chamber would not recommend much extension 
of specific duties without greater elaboration of the 
Customs Tariff Schedule in terms of grades, qualities and 
varieties of the items. Specific duties would not be suit¬ 
able for those items wherein such specification of the 
different qualities and varieties may not be possible. 

The Chamber is aware that in a phase of falling prices 
ad valorem duties may be advantageous to the trade, 
but it would like to stress that the application of ad 
valorem duties creates two difficulties for the importer, 
viz., (a) it brings in an “ undesirable character of specu¬ 
lation to import transactions,” if the rate is not applied 
on the basis of taiiff valuations, (6) difficulties arise in 
respect of the assessment of the value on which the rate 
is to be applied in cases where there is no tariff valua¬ 
tion. The Chamber would therefore, recommend tariff 
valuation on a more objective basis as indicated subse¬ 
quently, in respect of all possible items where ad valorem 
duty is per force tc be applied. 

Regarding protective duties, the Fiscal Commission of 
1949-50 recommended that “ the system of ad valorem 
duties would seem to offer the best guarantee of protec¬ 
tion to indigenous industries ”. The Chamber generally 
agrees with this view, but would recommend automatic 
tariff valuations o' the items wherever possible. In 
respect of revenue duties also, the Chamber would state 
that it is in favour of the extension of tariff valuation 
method bn objective standards for the purpose of appli¬ 
cation of ad valorem duties. The application of specific 
duties in unavoidable cases and ad valorem duties on 
the basis of tariff \aluations generally, would contribute 
more to the stabilis ition of the Government revenue, and 
trade contracts. 

Question 106.—Asse ssment of Duty on the Basis of Tariff 

Values. 

(i) & (ii) The Fiscal Commission of 1921-22 exa¬ 
mined the question of tariff valuation for the purpose of 
Customs duty in Para. 273-274. The Chamber considers 
that use of tariff values (wherever possible) as the basis 
of assessment of Import duties in respect of those items 
for which ad valorem duty is used, would be better than 
relying on “ real value ” basis. The Chamber would 
generally prefer extension of the tariff valuation scheme 
in all possible case > where ad valorem duties are to be 
imposed. 

(iii) As to the method of determining the tariff valua¬ 
tion, the Chamber s not satisfied with the present pro¬ 
cedure. At preser t the provisional tariff values are 
annually determined by the Director General of Com¬ 
mercial Intelligence & Statistics and before finalisation 
the Chambers of Commerce at the ports are taken into 
consultation. In a communication to the Chamber this 
year, the Director General explained that the provisional 
tariff values are determined “ on the basis of ex-duty 
average wholesale market monthly prices at the main 
importing centres ;n India during the twelve months 
ending June weighted by the relative importance of the 
trade in each particular article in each of the principal 
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importing centres and modified, where necessary, in con¬ 
sideration of the proposal made by various Collectors of 
Customs and Central Excise Authorities in India, and 
also in consideration of the probable future trend in 
prices.” It would be clear from this explanation that too 
much of subjective elements are brought into the picture 
and therefore the Chamber feels that the fixation of the 
tariff values under the present procedure has become a 
matter of compromise and almost a gamble in estimates. 

It would suggest that the basis should be more 
objective and in this regard the automatic valuation 
method suggested by the Fiscal Commission of 1921-22 
appears to merit careful consideration. Under this 
Scheme, the tariff values are to be automatically fixed 
every year on the basis of the prices of the preceding 
2/3 years, and the Government should publish the 
monthly prices which would afterwards form the basis 
for the valuation. The Chamber generally endorses the 
observation made by the Fiscal Commission of 1921-22 
“ that a scheme of this nature goes so far in the direction 
of combining the advantages and minimising the dis¬ 
advantages of specific and ad valorem systems that the 
Tariff Board might be directed to examine the feasibility 
and desirability of the extended use of a system based on 
this principle 

Question. 107.—Fixation of “ real value ” under Sea 
Customs Act. 

Under Section 30 of the Sea Customs Act, the “ real 
value” for the purpose of assessment would be the whole¬ 
sale cash price less the trade discount for which the goods 
of the like kind and quality are sold or are capable of 
being sold at the time and place of importation or ex¬ 
portation as the case may be, and “ without any abate¬ 
ment or deduction whatever of the amount of the duties 
payable for the importation thereof ” or where such 
price is not ascertainable, the costs at which the goods 
of like kind and quality could be delivered, or the landed 
cost. In the opinion of the Chamber, the Fiscal Commis¬ 
sion of 1949-50 rightly observed that there may he 
administrative problems involved in the appraisal of 
value for Customs purposes. It has been experienced 
that sometimes difficulties are created by putting values 
at arbitrary figures and assessing the duty on the basis 
of such values. For example, if a merchant buys certain 
article on forward contract basis, at a time when the 
prices were low in the supplying country, and subse¬ 
quently when the goods are shipped or arrive in India, 
the market might have gone higher, the Customs have 
been found to disbelieve the lower invoice price and 
have attempted to put the higher market price in India 
or the reported market price on the date of shipment in 
the supplying country, as the “ real value ” of the con¬ 
signment. This really cuts against forward contract 
which would be naturally very common with the gradual 
stabilisation in international trade. 

In the opinion of the Chamber, therefore, automatic 
tariff valuation method on the basis of published monthly 
prices as suggested before would be better. If the prices 
of the imported items are collected monthly and are pub¬ 
lished, then these being known to the Importers that m 
case of doubt the ruling price on the date of the contract 
or shipment may be used as the real value, the tendency 
for under-valuation would be conquered. Even where 
fixation of “ real value ” would be necessary, if the ianded 
cost is not relied on, the market price in India and in 
the supplying country on the date o} contract and not 
on the date of shipment should be used for determination 
of the “ real value ”. 

II the automatic tariff valuation method mentioned 
before is adopted, that would counter the tendency and 
scope of deliberate under-valuation to a large extent. In 
respect of residual items, tendency for under-valuation 
may be there only in cases where there is no tariff value 
and where the Import duty is very high. 

The methods of valuation for Sea Customs Act if 
modified on the lines suggested above, would also be suit¬ 
able for land customs. Moreover, as the Chamber has 
suggested above, the rates of duty on items which pass 
through Indo-Pakistan border may be kept lower and 
in that case, the tendency for evasion on the part of the 
trade would be largely minimised. But fixation of such 
differential rates of duty seems to involve many other con¬ 
siderations and the Commission may examine the feasi¬ 
bility of this suggestion. The Chamber would also 
suggest collection and publication of monthly prices of 
items which pass through such borders and in that case, 
the subjective element in the valuation would be less. 

Question 108.—Special Exemption or Reductions in 
Import Duties. 

(1) Re: Raw materials used by essential indus¬ 
tries, the duty should be low and in case the products 
made out of such raw materials are exported, refund 
should be granted expeditiously. Provision for such 
refunds have been made by the Ordinance promulgated 

in October, 1953, by the President of India. 


(2) Some provision for refunds on materials used for 
scientific research should be made. By a Press Note 
issued on 20th August 1953, the Government have de¬ 
clared to consider such refunds on ad hoc basis. It is 
restricted to materials supplied free to Government Re¬ 
search Institutions. This should be extended to other 
Research Institutions also, maintained in the Private 
Sector. 

(3) It may not be administratively feasible for giving 
special exemptions or refunds on materials imported for 
charitable and humanitarian purposes, because there 
may be evasions through it and the established trade 
may be unduly affected through such loopholes. In 
exceptional circumstances only, the Government may give 
such refunds after careful examination of each case on 
merits. 

(4) The Import duty on materials imported for 
approved development schemes, if made with the specific 
prior permission of the Government, may be refunded 
partially in order to lower the costs of such develop¬ 
ment. But such refunds should be available for the 
schemes both in the Public and the Private Sectors. 
Such refunds may be made in terms of Section 23 of the 
Sea Custom Act. 

(5) Necessaries of Life .—It would be difficult to dis¬ 
tinguish between essential necessaries, conventional 
necessaries, semi-luxuries and luxuries and therefore the 
Chamber feels that excepting foodgrains, exemptions or 
refunds on necessaries may hot be possible. 

Question 109.—Sacrifice of Revenue for Bilateral or 
Multilateral Fiscal Arrangements such as G. A. T. T. 

Except in the case of Pakistan, Ceylon and other 
neighbouring countries, on which India may have to rely 
for selling many of her manufactured articles, it is not 
likely to be advantageous to sacrifice much revenue in 
the interest of bilateral and multilateral arrangements 
such as G.A.T.T. or Commonwealth Preference, in such 
agreements, however, revenue cannot be the major con¬ 
sideration. Generally speaking, it appears that the con¬ 
cession received in respect of India’s exports have not 
proved very advantageous to this country when related 
to India’s export trade. The value of the exports cover¬ 
ed by the direct concessions received in respect of India’s 
exports constituted 18 per cent, of the total value of ex¬ 
ports from the country in 1947-48, 12 per cent, in 195ft- 
51 and only 13-5 per cent, in 1951-52. The value of ex¬ 
ports to countries covered by direct and indirect con¬ 
cessions was 28 per cent, of the total value of exports 
from India in 1947-48 and it dropped to 22-4 in 1951-52. 
These show that India’s exports to signatory countries did 
not increase during the years of operation of the G.A.T.T. 
Various industries are also coming into existence in India 
and are progressing, and therefore at this stage it may 
not be feasible to enter into long commitments in respect 
of giving concessions regarding Import duties. It has 
been observed that in respect of certain types of Ball 
Bearings and Provision Items, Tallow, Lithophone, Dyes 
and Coal-tar and Coal-tar Derivatives, certain Drugs, etc. 
the present commitments in respect of Import duties are 
proving disadvantageous to indigenous industries. 

The Chamber would reiterate that special customs 
tariff arrangements may be entered into with Pakistan 
and other neighbouring countries provided similar con¬ 
cessions are received from them in respect of India’s 
exports. In this connection, the Chamber would invite 
the attention of the Commission to the recent action of 
the Burma Government who have abolished all preferen¬ 
tial tariff in favour of Indian articles. 

Question 110.—Import Duty versus Import Quota as 
measure of Protection. 

The Chamber would generally prefer the use of 
Customs duties to restrict imports, rather than quota 
system. From early 1953, Import Policy has been liberal¬ 
ised in respect of a number of items and the rates of 
duties have been increased. The Chamber prefers this 
policy. 

In respect of non-protected items import quotas may 
be used only on considerations of foreign exchange and 
on a short-term basis. 

The issues involved in this question were examined by 
the Fiscal Commission of 1949-50 and the Chamber agrees 
with the Fiscal Commission that for purposes of protec¬ 
tion customs tariff should be more relied on than Import 
Control. Every measure of import restriction provides 
an indirect protection to indigenous industries. But it 
should not be looked upon as the principal lever for pro¬ 
tecting an indigenous industry. The Fiscal Commission 
rightly referred to the question that quantitative restric¬ 
tions sever the connections between the price levels of 
the home country and the outside world, introduces on 
element of rigidity in the balance of payments and tends 
to increase Government interference in foreign trade. 
Moreover, in the case of quantitative restrictions the pro¬ 
fits from the resulting increase in internal price of the 
article goes to a few private individuals whereas under 
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restrictions emanating from Customs duties the benefit 
of the resulting increase in prices goes to the Public Ex¬ 
chequer. ■ 

Question 111.—Use of ‘ drawbacks ’ and ware-bousing to 

assist export of manufactured goods involving use 

of imported raw materials. 

The Fiscal Commission recommended the use of 
drawbacks on imported raw materials for assisting export 
of manufactured goods. The Chamber welcomes the 
recent legislation in this regard and it would emphasise 
that such drawbacks should be given most expeditiously 
and irrespective of whether such raw materials might 
have been imported directly by the manufacturers or 
might have been purchased in the internal market from 
the trade. 

Question 112.—Administration of Sea and Land Customs 

Act. 

Under the present law, the classifications of items 
under the Customs Tariff can be legally made by the 
Appraisement Authorities only after the landing of the 
goods and the pre-classification that may be made by 
them on the request of the importers have no legal vali¬ 
dity. In the opinion of the Chamber, such pre-classifi¬ 
cation should be binding on the Customs authorities in 
cases where the articles have accepted standards or trade 
marks, or where the importer may deposit with the 
Customs samples of the goods to be imported. Secondly, 
the Customs classification of import and export items 
often appear to be arbitrary and contrary to trade ideas 
and practices. There have been persistent complaints 
received by the Chamber in this regard about mixed 
Woollen Fabrics, Fents, Rubber Sheetings, Waterproof 
Canvas, Paper items, etc. 

In respect of settlement of disputes difficulties often 
arise in respect of short landed goods and there are too 
much complexities in settlement of such disputes. Then 
again, the time limit for filing claims proves sometimes 
too short for collecting all the documents which the Cus¬ 
toms require in cases of appeals. Too much delays are 
also reported in disposal of claims. It has been brought 
to the notice of the Chamber that there is a tendency 
among the Customs authorities to avoid claims in various 
ways. 

Under the present law, the penalties often cause too 
much hardship on the importers. For example, if an im¬ 
portation is considered to be un-authorised for the time 
being, then the goods are confiscated but it is not usually 
taken into due consideration that sometimes such im¬ 
portations become technically unauthorised due to the 
complexities of the Import Trade Control regulations. 
Secondly, if such goods are confiscated the goods are 
offered to the importer at an enhanced price as the cost 
of the goods. Such penalties should not be considered 
as penalties and the Customs should clearly declare these 
as sale-price of the goods so that it may be allowed by 
the Income-tax authorities as the purchase price of the 
goods. If such goods are auctioned by the Customs 
Authorities, and if any buyer other than the importer 
purchases it, then these are accepted by the Income-tax 
Authorities as the purchase price of the goods. This 
anomaly should be changed. 

There should be an Appellate Tribunal for Sea 
Customs disputes on the lines of the Income-tax 
Tribunals. 

EXPORT DUTIES. 

Question 113.—Circumstances for Export Duties. 

In recent years, export duties appear to have been 
much relied on as a source of revenue. In the opinion of 
the Chamber, export duties can be imposed only under 
the following exceptional circumstances and should never 
be relied upon as a source of revenue: 

(a) If the country has an absolute monopoly in respect 
of any item and such duty does not lead to retaliatory 
action in the buying countries on which India may depend 
for import of her requirements. 

(b) Special emergencies like war ; or the duties may 
be imposed for temporary periods on revenue considera¬ 
tions if due to any currency depreciation there may be 
some temporary ‘ excess gain ’ secured by a limited num¬ 
ber of exporters in the country. 

Under the normal conditions and particularly in res¬ 
pect of commodities which have to face foreign competi¬ 
tion in the international markets, the Government should 
withdraw from the field of export duty. Under the pre¬ 
sent circumstances when India has programmed to diver¬ 
sify her exports by increasing the export of manufac¬ 
tured articles and when the country hardly holds any 
monopoly in respect of any item, the present circums¬ 
tances are unsuitable for continuing export duty on any 
item. The emergence of a buyers’ market in inter¬ 
national trade would justify the abolition of export duties. 
Such abolition is particularly required in respect of Vege¬ 
table Oils and Products, and Cloth. The duty on Jute 
. manufactures should be further lowered to rehabilitate 


the position of the Indian Jute goods in the world market. 
In the opinion of the Chamber small rates of Export cess 
on some products may be levied for securing funds to be 
spent specifically for promotion of markets for particular 
products. 

Question 114.—Flexibility in Rates of Duty. 

In the opinion of the Chamber, it would be virtually 
impossible to bring abo rt the desired measure of flexibi¬ 
lity in the rates of duty to adjust with the changing con¬ 
ditions of the export market. The experiences during the 
last four years in respect of export duties on jute goods, 
cotton cloth, oils etc., have definitely proved that it 
would not be possible to sufficiently adjust the export 
duties with the changing conditions. There would remain 
inherent administrative difficulties in making such ad¬ 
justments at proper time and in adequate measures. 
These were pointed out by the Chamber in the prelimi¬ 
nary Memorandum and in the course of replies to Part 
I of the Questionnaire. The Chamber therefore would re¬ 
iterate that the Government should withdraw from the 
field of Export Duty. 

Question 115.—Funding of Export Duties. 

The Chamber is opposed to the imposition of 
export duties except under abnormal circumstances. 
Even under such emergency circumstances if export 
duties are levied, then a portion should be funded, for 
use at a time when export subsidies or bounties may be 
necessary, or for financing schemes for promotion of the 
export trade. By way of illustration, the Chamber would 
mention that if the Government considered it justified 
to draw out a substantial portion of the profit made by 
the exporters during recent years, due to international 
factors and due to de\ aluation of the Indian Rupee, a 
portion of such export duties ought to have been kept 
funded for assisting the export trade of the country now, 
when the articles are facing serious competition in the 
foreign market due to rigidities in the cost-price struc¬ 
tures in India and lower international prices. 

Question 116.—State Trading for Revenue Purposes. 

The issues involved in the State Trading in the 
field of foreign trade were examined by the State Trading 
Committee of 1949-50. That Committee, made certain 
recommendations only in respect of a few of the commo¬ 
dities and considered foreign trade as too risky a job for 
the Government to undertake under the present condi¬ 
tions in India. The Chamber is definitely opposed to the 
very principle of State Trading, and it feels convinced 
that except under abnormal circumstances, any effort for 
State Trading would mean loss of revenue rather than 
increasing revenue. 

Questions 117-123.—Central Excise Duties. 

As was observed in the Preliminary Memorandum of 
the Chamber it appears that with the lowering adjust¬ 
ments in the income-tax, import and excise duties are 
likely to continue to play a still more prominent part in 
the Central Revenues. The Chamber also feels that there 
may be some scope for expanding the orbit of excise 
duties, though re-adjurtments in some of the existing 
ones are considered necessary. The impact of excise 
duties is upon the industries or the trade, although their 
ultimate incidence maj be considered to be on the con¬ 
sumer in the long run. While expanding the orbit of 
excise duty, on revenue considerations, this aspect re¬ 
quires to be kept in view in the selection of the items 
as also in the determination of the rates. The impact of 
Sales-tax in the different States needs also be considered 
in determining the coverage and level of excise duties in 
order that the total burden of these commodity taxes 
may not unduly restrict consumption. 

In respect of the selection of the commodities, the 
Indian Fiscal Commission of 1921-22 mentioned a number 
of considerations, viz., that— 

(1) “ excise duties should generally confined to 
industries which are concentrated in large factories 
or small areas, (2) they may properly be imposed for 
the purpose of checking consumption of injurious 
articles and especially on luxuries coming under this 
category, (3) otherwise, they should be imposed for 
revenue purposes only, (4) while permissible on com¬ 
modities of generil consumption, they should not 
press too heavily c n the poorer classes, (5) when an 
industry requires protection, any further necessary 
'axation on its products may, if the other conditions 
are fulfilled, take the form of an excise duty plus 
an additional import duty. The latter should fully 
countervail the fc rmer and may be pitched at a 
higher rate ”. 

The Chamber generally agrees with these considera¬ 
tions in selecting the commodities for imposition of 
Central Excise Duties. It would, however, like to add 
that the industries whi :h may be developed under protec¬ 
tion may be specially selected for levy of excise duty 
when such protection s no longer necessary but import 
duties on competitive goods are continued on revenue 
considerations. The level of excise duties in such cases 



should be a little lower than the import duty to com¬ 
pensate for consumer prejudice. 

The Chamber would also like to observe that under 
the existing conditions in the country, there would be no 
way out than to impose excise duties on as many con¬ 
sumption commodities as may be possible without much 
distinction being made between the so-called luxuries, 
semi-luxuries, conventional necessities or essential neces¬ 
sities. The convenience of collection and yield would, of 
course, have to be taken into consideration. 

The method of collection should be made as simple as 
possible and the articles which are used wholly as indus¬ 
trial materials should be generally exempted from excise 
duties and the duty on others should be refundable when 
used by an industry on the finished products of which 
there may be excise duty. 

While imposing any excise duty on protected industry, 
the required adjustments in import duty should also take 
into consideration the consumers’ prejudice against indi¬ 
genous products. 

Subject to these general observations, the Chamber 
would like to indicate their views on the questions raised 
in the Questionnaire. 

Question 117.—Selection of Commodities. 

Among the Central excise duties, the collection 
from Tobacco and Cotton cloth have been contributing the 
major share during recent year. In 1951-52, out of a total 
of excise duties of Rs. 85-78 crores, Tobacco and Cotton 
cloth contributed Rs. 51-9 crores. In the Revised Esti¬ 
mates for 1952-53, Rs. 46 crores would be contributed by 
these two items in a total Central excise of Rs. 80 crores 
in the Budget. For 1953-54, as much as Rs. 56 crores is 
proposed to be realised from these two heads out of a 
total provision for Rs. 94 crores as Central excise. Among 
the excise duties now levied, the incidence of those on 
Kerosene, Matches, Tobacco (partially), Tea, Cotton cloth 
and Sugar may be considered to be partially borne by 
the common people also, who are outside the orbit of 
direct taxation. 

As already mentioned, the Chamber feels that when 
items like Matches, Kerosene, Cloth or Sugar are sub¬ 
jected to excise duty, Salt and some other necessaries 
of life can also be subjected to excise duty. The Chamber 
also would like to mention that the Commission may 
examine whether raw Tobacco and manufactured Tobacco 
should be both subjected to excise duty. Similarly, it 
may be examined whether hydrogenated Vegetable pro¬ 
ducts and the Vegetable oils consumed by the Vanaspati 
Industry should both be subjected to the excise duty. 
The idea of the Chamber is that the same commodity 
should not be subjected to two or more excise duties, 
once on raw materials and again on the finished products. 
This may be avoided if refunds are granted when the 
raw material subjected to excise duty are consumed by 
an industry, the finished products from which are also 
subjected to the excise duties. 

Question 118.—Rates of Excise Duties. 

(i) It has been complained that the burden of 
excise duties on mill-made Cotton cloth has been proving 
too heavy for the industry and the trade to bear, and it 
has been found difficult to shift the incidence on the 
consumer under the prevailing conditions in the market. 
Secondly, the cummulative effect of the import duty on 
Raw Cotton and Sales-tax and excise duty on cloth, 
appears to be restricting the consumption of Cotton cloth 
within the country. 

Particular complaints have been made against the 
rates for fine and super-fine cloth. It has been also 
complained that mill-made Cotton cloth has been sub¬ 
jected to two excise duties, viz., general excise duty plus 
the additional excise duty for aiding the Handloom Indus¬ 
try, the Dhoties being subjected to yet another excise 
duty at a graduated scale if the production of the mill 
exceeds the permissible quota of 60 per cent, over the 
1951-52 production. 

Complaints have also been made against excise duties 
on Motor Spirit, which has been stated to be largely con¬ 
tributing to the high price of this essential fuel, the mate¬ 
rial being subjected to special Sales-tax in the different 
States. The rate of Sales-tax on Motor Spirit is 6 as. per 
gallon in West Bengal in addition to the Central Excise 
duty of 15 as. per gallon. 

(ii) Ad Valorem Rates : 

At present excise duties on most of the items are at 
specific rates with an admixture of ad valorem basis in 
respect of Matches and Tobacco. The rates of excise 
duties on cloth were originally on ad valorem basis of 
fine and super-fine and on specific basis on medium and 
coarse qualities. Subsequently, the basis was changed, 
and the excise duty on fine cloth, for example, was ranged 
from 7 pies to 11 pies per yard on Grey and Bleached 
varieties and from 9 pies to 12 pies on Dyed and Printed 
varieties, with the option to the mills to pay the duty at 
the rate of 5 per cent, ad valorem. From the beginning 


of 1953-54, this alternative basis was changed to specific, 
fixing the rate at 39 pies per yard on super-fine quality 
(recently scaled down to 24 pies), 15 pies per yard on 
fine, the rate on medium and coarse being continued as 
before. This change in the basis has increased the re¬ 
pressive character of the duty on different varieties of 
fine cloth, the present specific rate along with a uniform 
additional rate of 3 pies per yard, works out to ad 
valorem rates varying from a little below 10 per cent, 
on some varieties of fine cloth to even 30 per cent, on 
others. The application of specific rates on mill-made 
cloth which considerably varies from mill to mill, even 
in respect of the same variety and the same broad group 
quality, seems to be unsuitable, especially when the rate 
is considerably high. 

The Chamber is not aware of any specific complaint 
regarding the valuation where ad valorem rates are 
levied. 

Question 119.—Excise on Tobacco. 

The Chamber would not make any comment on 
this question, excepting that complaints have been heard 
from small manufacturers manufacturing Cigars that 
rates of excise duty on Raw Tobacco coupled with the 
duty on manufactured Cigars, has been proving burden¬ 
some for them. It has also been complained that the 
preferential lower import tariff on Burmese Cigars is 
putting these manufacturers under a comparative dis¬ 
advantage because of this high excise duty. 

Question 120.—Excise on Match 'Industry. 

No Comments. 

Question 121.—Procedural Matters Re: Assessment and 
Collection of Excise Duties. 

No Comments. 

Question 122.—Earmarking of a part of Excise Duties for 
Expenditure on Research and Development etc. 

Generally speaking, the excise duties generally 
levied on revenue considerations on commodities of gene¬ 
ral consumption should go to strengthen the general 
revenues, particularly when many development projects 
are being financed out of the current revenues of the 
Central Government. At present, however, there are 
special excise duties (or Cesses) levied on items like 
Copra, Oils extracted from Oil seeds crushed in any Mill, 
Coal, etc., under special Acts and for specific purposes. 
The Chamber would generally prefer consolidation of 
excise duties on industry, and in that case portions of 
such consolidated duty may be earmarked for specific 
purposes like research and development, improvement of 
quality and marketability of the products. 

The Chamber would, however, like to emphasise that 
it is strongly opposed to the principle of levying excise 
duty on one industry and its earmarking for the benefit 
of another industry, such as the imposition of additional 
excise duty on mill-made cloth for the benefit of the 
Handloom Industry or the application of Cess on Oil Mills 
for the benefit of the ‘ Ghani ’ Oil industry. 

In case of any earmarking of a part of any excess 
duty, the earmarking can be made only for the benefit 
of the particular industry subjected to the duty. The 
“ Benefits Received Principle ” should be strictly followed 
in this type of taxation. 

Question 123.—Imposition of Excise Duties vis-d-via 
Development of Industries and Exports. 

As already pointed out in the previous questions, 
high rates of excise duties on Cloth, Hydrogenated Oils, 
Motor Spirit, etc., are stated to have affected the parti¬ 
cular industries, and also other industries depending upon 
Motor Spirit. In case of Hydrogenated Oil, provision was 
made in 1948 for exempting it from the duty if these 
are used for industrial purposes. If such schemes are 
extended by arranging the refunds of excise duty in all 
cases where the products are consumed in another indus¬ 
try, then the restrictive effect on the consuming indus¬ 
tries may be avoided. In the case of Cloth, the duty is 
stated to be restricting consumption. 

So far as export is concerned, there is already pro¬ 
vision under the Central Excise and Salt Act for refund 
of excise duty in case the excisable products are exported, 
if the Government so desired. The Chamber has, how¬ 
ever, received complaints that rules regarding refunds 
are complex and the refunds cannot be obtained easily. 
It becomes particularly difficult to obtain the refunds in 
the case when the goods are exported by the merchants 
out of the market stocks. In effect, therefore, exports 
get impeded by the burden of excise duty. An effective 
arrangements should be made for speedy refund of 
excise duty, almost on a routine basis, whenever the 
goods are exported out of the country. Such refunds 
may be made to the exporter on production of export 
documents. 

Question 124.—Re-imposition of Salt Duty. 

The question of re-imposition of Salt duty is brist¬ 
led with many considerations other than economic. The 
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Chamber is conscious of the political aspect of this duty, 
but it feels that in the changed circumstances of the 
country and when the Governments are undertaking 
many welfare services, the re-introduction of the Duty 
should be considered justifiable. It is needless to re¬ 
iterate that the duty conforms to the time-honoured 
canons of taxation and its incidence would be very small 
on the individual consumer. The previous Taxation En¬ 
quiry Committee estimated the per capita burden of Salt 
Duty at 3 pice on the basis of an average consumption of 
half a seer of Salt per month. In 1946-47 the rate of the 
duty was Rs, 1-9 per maund and the yield of the duty 
was roughly a little over Rs. 9 crores. The majority of 
the prevailing import and excise duties do not touch the 
rural population and the income groups outside the orbit 
of income-tax. A small rate of excise duty on Salt may 
give substantial revenue to the Government and through 
this duty, the entire population may be made to contri¬ 
bute to the development of the country. The burden on 
any individual would be small. 

If the Government feel that the public psychology 
may still be affected, then the receipts from the duty may 
be kept earmarked for some specifically approved social 
services. 

In this connection the Chamber would recommend 
that if excise duty is re-imposed on Salt, the recent levy 
of as. 2 and as. 3-6 per standard maund in cases of 
removal of Salt from the licensed Salt Factories or from 
the Central Government Factories, should be abolished. 
Secondly, the Salt consumed for industrial purposes, 
should be exempted from the duty as in the case of 
several specifications and items of Motor Spirit and 
Hydrogenated Oils, etc. 

SALES TAX. 

Questions 125-134. 

All these questions appear to have been framed on 
the fundamental assumption of continuing the Sales-tax, 
and with as much adjustments as may be possible to 
diminish its restrictive effects on industry and trade, and 
to make it as much equitable as may be considered prac¬ 
ticable. Before proceeding to indicate the views of the 
Chamber regarding the specific issues raised in these 
questions, the Chamber would like to request the Com¬ 
mission to carefully examine the desirability of replacing 
the Sales-tax by a Purchase tax. 

The Sales-tax in India was introduced under the 
Government of India Act of 1935 and was made a provin¬ 
cial subject. From the beginning it was intended to be a 
tax essentially on consumption. The impact has been on 
the industry and trade. The liability of payment of tax 
has been on the seller and the buyer has no legal obli¬ 
gation to pay the tax. The Sales-tax has therefore been 
a tax on the margin of the manufacturer or the dealer 
though there has been a natural process of shifting the 
incidence to the consumer whenever and wherever possi¬ 
ble. The Purchase tax on the other hand, would be a 
direct tax on the buyer, though the legal obligation of the 
seller may be continued in the matter of collection and 
payment to the Government. In a scheme of Purchase 
tax many of the prevailing difficulties in respect of inter¬ 
state trade would not be there. There would be no 
Constitutional amendment necessary as the States are 
authorised under the Constitution to tax either purchase 
or sale of goods. The explanation given to Article 286(1) 
of the Constitution empowering only the consuming State 
to levy Sales-tax also seems to presume that the burden 
of the tax is being borne by the buyer and therefore the 
Exchequer of his State should get the benefit of the tax. 
The Chamber would therefore request the Commission 
to examine the possibility of this change. As the Com¬ 
mission must be aware, in several other countries Pur¬ 
chase tax has replaced the Sales-tax. 

With the widening of the States’ functions, leading to 
pressing revenue needs and inelasticity of the older 
sources of revenue, the States in India have been looking 
more and more to Sales-tax as the most flexible source 
of revenue. The State Governments seem to be almost 
intolerant of any suggestion regarding Sales-tax, pre¬ 
sumably due to the apprehension that such suggestions 
may result in any decline in revenue from this source. 
This apprehension is understandable from the fact that 
while the revenue from Sales-tax contributed 11 per cent, 
of the revenues of the Part A & B States in 1947-48, it 
rose to 22-5 per cent, in 1950-51. There was a little drop 
during 1951-52 and subsequent years, due to the consti¬ 
tutional prohibition on col’ection of Sales-tax on inter¬ 
state commerce which was being collected by almost all 
the States except West Bengal upto 31st March 1951. 
To cope with the situation, the several State Govern¬ 
ments have been trying to increase the yield by changing 
the basis of Sales-tax, introduction of differential taxa¬ 
tion and modification of the list of exempted articles and 
by various other means. The laws have been thus made 
more and more complicated, increasing the restrictive and 
discriminatory effects of Sales-tax on the industry and 
trade and adding to the burden of the business activities 
on account of the increase in operational costs. 


At the other end, the impact of the tax has been be¬ 
coming more onerous on the industry and trade with the 
increasing difficulty in shifting the incidence to the buyer. 
During the abnormal conditions of the war, and the post¬ 
war inflationary markets with high prices and profits, 
and larger purchasing power with the common man. the 
undesirable effects of Sales-Tax on prices and industry, 
were not so glaring as have been during recent times. 
For example, when the prices were very high and the 
margin of trade was ten, twenty or even twenty-five per 
cent., the relative impact of Sales-tax at 9 pies in the 
rupee or 4-68 per cent, was less than it is now when the 
trade margin has come down to two, three or four per 
cent, and there is consumer resistance in the matter of 
prices. 

While the ultimate incidence of Sales-tax may be con¬ 
sidered to be on the consumer in the ultimate analysis, 
and on a long-term view, the deleterious effect of the tax 
on industry and trace is much more pronounced than on 
purchasing power or consumption. 

The difficulties regarding Sales-tax arise in respect of: 
(a) Widely differing burdens of the tax in different 
States. —The per capita tax at Saurashtra works out to 
as. 8 per year and it is Rs. 2-4 for West Bengal, Rs. 12-12 
for Madras, and Rs. 3-4 in Bombay. In U. P. the annual 
per capita tax is a little more than as. 12 and is equal 
to that in Assam. The people in West Bengal have to 
bear a burden of Sales-tax of Rs. 2-4 per head per year 
whereas their neighbours in Assam pay as. 12 and those 
in Bihar as. 13 and in Orissa a little over as. 8. Though 
such per capita division of Sales-tax is not very accurate 
to indicate the burden of the tax, yet the relative posi¬ 
tion in the different States may be indicated by this 
means. 

(b) Different basts of Taxation. —In the majority of 
the States, the tax is collected at one point whereas in 
States like Madras, Travancore-Cochin, Mysore and lately 
Bombay, the tax is collected at every point of sale. 
There is again combination of both single-point and 
multiple-point taxing in several States like U.P. 

(e) Difference in Rates. —The rates vary from 6 pies 
in the rupee to 2 annas in the rupee even among the 
States which levy Sales-tax on a single-point basis. 
There is again uniform rate of tax as in West Bengal 
and Delhi, and differential rates on different commodities 
in most of the States. 

(d) Deflection of Trade. —Sales-tax in West Bengal is 
at the rate of 9 pies in the rupee and it works out to 
roughly 4 : 68 per cent. The transport cost from Bombay 
to Calcutta for many of the articles like Motor parts, etc. 
do not exceed 2 per cent. Thus, for a Transport Company 
requiring these parts for consumption in West Bengal, 
finds it cheaper to bring the goods from Bombay rather 
than buy these from the local market and West Bengal 
has not attempted as yet to realise the tax from the 
extra-territorial selling dealer in Bombay. 

(e) Pre-Constitution realisation of Sales-tax by most 
of the State Governments from despatch of goods out¬ 
side the State and the post-Constitution efforts to realise 
sales-tax by several State Governments from dealers or 
consumers in other States. 

(/) Ineffectiveness of Article 286 of the Constitution 
in freeing the inter-State trade transactions and exports 
and imports, and taxation of commodities which have 
been declared by the Parliament as articles essential to 
the life of the community, from the octopus of the diver¬ 
gent and complicated Sales-tax laws of different States. 

(g) Complications of the laws and rules .—In eager¬ 
ness to increase the yield of Sales-tax, higher rates, 
sometimes on differential basis, have been brought in and 
thereafter various sorts of adjustments are intended to 
be made. The result has been that complicated rules and 
procedures have been introduced and the cost of com¬ 
pliance has been increased, particularly for the ordinary 
dealers. 

The restrictive effect of the present scheme of Sales- 
tax in West Bengal, may be said to arise from: 

1. Scope of evasion due to the continuance of the 
system of registration (and, therefore, point of collection) 
on turnover basis rather than on the ‘ category of busi¬ 
ness ’ basis and the scope of imports by Unregist ered 
Dealers. 

2. Uniform rate of tax on all types of articles at the 
high rate of 9 pies in the rupee. 

3. Taxation of a number of raw materials and other 
articles which have been declared recently by Parlia¬ 
ment as articles essen" ial to the life of the Community. 

4. Complicated and long procedure in assessment of 
tax and examination of books, hearing of appeals, etc. 

5. Lack of proper understanding and co-operation be¬ 
tween the Taxing Authorities and the taxable Dealers. 

The bond fide trade has been complaining for some 
time past that due to the evasion of the tax, the honest 
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dealers have been experiencing serious comparative dis¬ 
advantages. 

As to the directions for modifications, (if Sales-tax is 
continued as such), the Chamber would urge tor— 

(a) Centralisation of Sales-tax by amendment of the 
Constitution, the yield being allocated among the States 
on agreed basis ; 

(b) If complete centralisation is not possible, all inter¬ 
state transactions should at least be taken out of the pur¬ 
view of the State Legislations, these being subjected to 
Sales-tax by the Centre or Purchase tax should replace 
Sales-tax at least regarding such transactions. There 
should be no extra-territorial jurisdiction of any State 
to realise tax from dealers in other States. The jurisdic¬ 
tion of a State to levy tax should be limited to those who 
deal in the State and not with the State ; 

(c) Standardisation of Sales-tax coverage and rates in 
the different States, on a model plan, if the levy ol 
Sales-tax with the State continues to remain as State 
subject ; 

(d) Standardisation of the Schedule of exempted 
articles in terms of the Essential Goods Act and modifi¬ 
cation of the list in order to include all industrial raw 
materials and those goods on which the Centre levies 
high rates of excise duties ; 

(e) Introduction of a single-point sales-tax system in 
all the States ; 

(j) Securing effective exemption from Sales-tax of 
transactions in the course of export-import trade of India. 

In the light of these, the views of the Chamber in 
respect of the specific questions raised in the Question¬ 
naire are indicated as under: 

Question 125.—Sales-tax on Services and Stock Exchange 
Transactions etc. 

(i) Imposition of Sales-tax on services would be 
virtually taxation of income and the Chamber is opposed 
to the extension of sales-tax on such services enumerated 
in the first part of the Question, like Goldsmith’s services, 
Painter’s services, Photographer’s services, etc. The 
sales-tax should be only in respect of the goods trans¬ 
ferred and not on the charges made in respect of services 
rendered. In West Bengal, tailoring charges or printing 
charges, etc. are not subjected to tax if the cloth or the 
paper is supplied by the customer and the vailor or the 
painter maintains separate accounts for such cases as dis¬ 
tinct from those where the cloth or the paper may be 
supplied respectively by the tailor or painter himself. 
In the opinion of the Chamber, in these latter cases also, 
a portion of the total turnover should be exempted from 
Sales-tax to ensure that the services do not get taxed. 

(ii) The transactions in the Stock Exchanges and the 
Futures Market should not be considered as transfer of 
goods and therefore should not be subjected to sales or 
purchase tax. Moreover, such transactions already bear 
heavy stamp duty and registration fees. 

Question 126.—Sales-tax on Advertisement in News¬ 
papers. 

As was pointed out in reply to Q. 34 (f) in Part I 
of the Questionnaire, the Chamber is opposed to taxa¬ 
tion of the sale or purchase of newspapers and any tax 
on advertisement. The sales-tax on advertisement would 
add to the business costs and the burden of other taxes 
and fees is already very high on business activities. 
Moreover, various Municipalities are already subjecting 
advertisements under different imposts. The Corporation 
of Calcutta has framed rules for realising fees for issue 
of licenses both to advertisers and other Agencies under¬ 
taking advertisement on behalf of others. This would 
be virtually an advertisement tax, in addition to the trade 
license fees that are collected by Ihe Corporation. The 
Committee also agrees with the reasons indicated in the 
question itself regarding Sales-tax or newspapers. 

Question 127.—Sales-tax vis-a-vis Excise, Octroi' and 
Customs. 

The Chamber does not consider it feasible to merge 
Sales-tax, Excise duties. Octroi and. Customs as raised in 
the Question. Separation of Sales-tax from the other 
commodity taxes has been necessary as a measure of 
adjustment in the Federal Finance of the country which 
cannot be upset. Sales-tax is a State subject, while 
the principal excise duties and terminal taxes are 
Central subjects. The Octroi duties are in practice 
used only by local Bodies. Moreover, Sales-tax becomes 
payable only when the sale is effected whereas, all the 
other levies are made either on production or on the 
entry of the goods into the respective areas. This 
difference is of considerable importance to the industry 
and trade. 

The Chamber would, however, like to stress that 
some sort of co-ordination is required between Sales- 
tax, Excise duty, and Import duty so that the cumu¬ 
lative burden of all these imposts on the same commo¬ 
dity may not prove to be too burdensome and restrictive 
of consumption. The Chamber is opposed to terminal 
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tax and Octroi duty, and the goods already subjected 
to Excise or Import duty and State Sales-tax should 
at least be specifically excluded from the orbit of 
Terminal tax or Octroi. 

Question 128.—Computation of Sales-tax on aggregate 
Turnover Basis and a Sales-tax on Federal Basis. 

The Chamber agrees with the view that Sales- 
tax should be levied in terms of the aggregate turnover 
of the dealer during given periods, rather than on 
individual transactions. At present, however, the 
assessing Officers do check individual transactions at the 
time of assessments and for which the dealers have to 
keep themselves prepared for such check up. The 
present Scheme of turnover basis of assessment, should 
therefore be made categorical so that the smaller dealers 
who do not find it posisble to maintain Cash Memos 
and other records for individual transactions, may not 
have to face difficulty on this count. Generally 
speaking, the present system of turnover assessment 
should continue. 

(b) On principle, the Chamber is not in favour of 
imposing sales-tax on different commodities by different 
specific laws. Such a method makes it difficult for a 
dealer to have composite business. There is hardly any 
commodity which is dealt with at present on exclusive 
basis. Petrol is at present taxed in West Bengal at a 
specific rate whereas the general Sales-tax is on ad 
valorem basis. This is possible because of the special 
procedure through which the article is sold. 

Question 129.—Multiple Point tcvsus Single-Point Tax. 

(1) The Chamber is in favour of the single-point 
tax system on the West Bengal pattern, but with the 
following adjustments, so that the basic assumption of 
the West Bengal Scheme that every article must pass 
through at least one registered dealer before it reaches 
the consumers, may be effectively secured : 

(a) All Importers of taxable goods into a State 
should be required to get registered without any turn¬ 
over limit. At present imports into West Bengal upto 
Rs. 10,000 a year from other States is permited through 
Unregistered Dealers. This provides a loophole and 
large stocks of goods enter into the State by unregis¬ 
tered importers and such goods remain wholly outside 
the orbit of taxation within the State and this puts 
the registered dealers in the State at a comparative 
disadvantage. 

(b) All manufacturers in a State falling within the 
purview of the Factories Act should be registered with¬ 
out any turnover limit, and for this the existing limit 
of Rs. 10,000 for registration of manufacturers in West 
Bengal should be abolished. All new factories should 
be required to get registered within one month from 
the date of registration. 

(c) Such co-ordination should be established between 
the Sales-tax authorities and the Carrier organisations 
as would make it impossible for any importer to bring 
any goods into the State without the knowledge of the 
taxing authorities. 

(d) Registration of Dealers should be made on a 
stricter basis to guard against mala fide registrations 
secured for trafficking in Sales Tax Certificates. Regis¬ 
tration should be provisional in the first instance 
requiring submission of monthly returns and on sub¬ 
mission of such returns for 12 months and after other 
check-ups regarding bond fide, permanent Certificates 
should be issued. 

On the question of whether the realisation of the 
Sales-tax should be at the first point of sale (popularly 
termed as “Collection at Source” System) from the 
importer or the manufacturer, or whether it should be 
at the last point of sale from a registered dealer to an 
unregistered dealer or, a consumer, has proved to be 
controversial among the merchants. If compulsory 
registration of all importers and manufacturers without 
any turnover limit is introduced in the West Bengal 
scheme and if other modifications as suggested above 
are made, then the present scheme of “ last point ” 
collection should be continued. If however, the mala fide 
registration and avoidance by non-registration cannot 
be effectively checked then the collection of Sales-tax 
on single-point basis should be at the first point of 
sale. In the latter scheme, the indigenous manufac¬ 
turers within the State who may not come within the 
purview of the Factories Act would go unregistered and 
it may be difficult to tax the products of such manufac¬ 
turers. The volume of such transactions, however, are 
not likely to be very large. Secondly, the ‘ dealers ’ 
other than the registered manufacturers and importers 
would be at comparative disadvantage relative to such 
registered dealers, in so far as their purchases intended 
for sale to other States would get taxed. Refunds in 
such cases may be too difficult in practice. The 
collection at the first of sale may be simpler and easier 

In the opinion of the Chamber, the yield of the Sales- 
tax in West Bengal would increase if the modifications 
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suggested by the Chamber are accepted. The yield 
trom multiple-point taxation may be larger but re¬ 
gressive character of the tax and its restrictive effect on 
industry and trade are much greater under multiple- 
point system. The cost of collection is also likely to 
be higher under multiple point system. If on the other 
hand, the bad aspects of multiple-point system are 
attempted to be minimised as in the recent Bombay 
Scheme, then the whole pattern bec.omes very much 
complicated adding both to the cost of administration 
and of compliance. 

(2) The comparative merits of multiple point ana 
single-point tax systems have been discussed for long 
in the country and it is presumed that the Federation 
of Indian Chambers of Commerce and Industry would 
be placing all the facts on the experiences of the Sales- 
tax Acts in the different States which have practised 
either of these two systems and their combinations, 
for several years past. 

(3) The Chamber would, however, like to just 
mention in brief their views on the specific points raised 
in the third part of the Question. 

(i) Sales-tax vis-a-vis Consumer : 

In West Bengal, the single-point tax system has 
operated since its introduction in 1941. It is, however, 
felt that there has ben considerable evasion by non¬ 
registration and registration in mofussil areas seems 
to have been very low. The imports through unregis¬ 
tered dealers are also reported to be considerable. Ail 
these have resulted in a lower yield from the tax com¬ 
pared to the high uniform rate ot 9 pies in the rupee. 
The collection of the tax in West Bengal was Rs. 4 3 
crores in 1948-49. Rs. 4-6 crores in 1949-50, and Rs. 48 
crores in 1950-51, (Revised Budget Estimates) and 
Rs. 5-6 crores in 1951-52. The Chamber has considered 
this yield to be rather low compared to the existing 
high uniform rate. 

But this is not due to the system as such. From the 
latest available administrative Report of the Director of 
Commercial Taxes (1949-50), it appears that there were 
only 15,036 firms throughout West Bengal under com¬ 
pulsory registration and 9,436 firms under voluntary- 
registration. Of the total of 24,472 firms only 7,069 
were in the Districts and 17,403 in Calcutta. It may be 
noted here that the present limits for registration are 
on the basis of turnover and these limits work out to 
sales of Rs. 833-1/3rd per month for voluntary regis¬ 
tration of dealers and for compulsory registration of 
manufacturers and importers. The compulsory regis¬ 
tration limit for dealers also works out to a sale ol 
Rs. 4166-2/3rd per month. These definitely indicate 
that there has been avoidance by non-registration which 
must necessarily result in putting a greater burden on 
the consumer than may be accounted foj by the proceeds 
which accrue to the West Bengal Exchequer. 

The Chamber does not consider that the consumer 
has to pay more under the single-point system than 
accrues to the Exchequer. The dealer’s realisation on 
small sales is usually fractions of the standard rate and 
is counterbalanced by non-realisations. 

Under the multiple-point system the position of the 
consumers is worse because the actual burden on a 
consumer would depend on the number of stages 
through which the commodity may be passing in order 
to reach him. Though the rate may be the same, the 
consumers of different commodities have to bear 
different incidence of the tax. The scope of evasion is 
not necessarily minimised under the multiple-point 
system. 

(ii) Sales-tax vis-d-xis the Dealer : 

The registered dealers in West Bengal are at a com¬ 
parative disadvantage with the unregistered dealers 
who sell to the same stream of consumers because of 
the considerable scale of avoidance of registration and 
malafide registration. Under the single-point system 
the necessary adjustment in favour of small dealers can 
be more easily made and the tax has no discriminatory 
effect against the traders as compared to manufacturers 
or against the traders at later stages of the flow of 
goods. Under a multiple-point system there is bound 
to be a tendency to short-circuiting the goods, resulting 
in the elimination of a large number of traders, and this 
would affect employment in the country. Under a 
multiple-point system inter-State trade and export 
trade would also get taxed, which can be avoided under 
single-point system, if the traders having such dealings 
get themselves registered. By way of illustration, the 
Cloth merchants in West Bengal generally purchase 
goods from Commission Agents and thus most of the 
Cloth coming from Bombay and Ahmedabad has to bear 
Bombay Sales-tax in practice though Bombay cannot 
and does not directly levy the tax on exports out of 
the State. 

’ Regarding the simplification of rules and procedure, 
the Chamber would suggest the following with reference 


to the single-point tax system prevailing in West 
Bengal : 

(i) The names of the Registered Dealers should 

be published in alphabetical order and 
Charge-wist. Additions and cancellations 
should be similarly published and circulated 
among the recognised Chambers of Commerce 
within 7 days from the date of each regis¬ 
tration ancl cancellation. At present there 
is a serious lapse in all these respects and 
there has not been any marked improvement 
in these directions in spite of representations. 

(ii) There should be a special Department under 

the Commissioner of Commercial Taxes only 
for dealing with the files of untraceable firms. 

(The Chamber made some suggestions in this 
line to the West Bengal Government in 
July last. The work was assigned to Police 
Depai'tmer t and the Chamber does not con¬ 
sider that the Police Department can secure 
any effe hive improvement in these 
directions). 

(iii) The assessment of taxes should be more 

promptly completed and the assessment pro¬ 
cedures should be less complicated and 
harassing. 

(iv) There should be a Public Relations Officer at 

the Commercial Taxes Directorate for offering- 
correct guidance to Registered Dealers, and 
thus for creating a feeling of co-operation 
between the 1 rade and the Taxing Authorities. 

(v) There should te an Advisory Board consisting 

of the Representatives of the Trade and the 
Consumers to advise about better adminis¬ 
tration of the Sales Tax Law and Rules. 

As already mentioned, the registration of the dealers 
should be also made w.th greater caution. 

So far as the forms are concerned, the dealers have 
not much complaint in West Bengal. 

The rules are howtver complicated and this has 
increased the cost of compliance in various ways. 

In order to make a fresh start, some immunity period 
should be given lor registration without calling upon 
the dealers to produce books and records for the past, 
and all pending cases should be composed within such 
an immunity period if voluntary returns are submitted 
within such immunity period, as was done in respect of 
income-tax. 

(iii) Sales-tax vts-i-xin Industry and Trade: 

As have been observed in the preliminary obser¬ 
vations above, the divergence of Sales-tax in the 
different States have affected the organisation of in¬ 
dustries and trades in t te country. The industries in 
the States with multipit -point sales-tax have to bear 
differential burden of th 3 tax than in the States with 
single-point sales-tax ai.d this differentiation affects 
the location of industries, The multiple-point sales-tax 
has a tendency to e iminate intermediaries,. The 
Schedule of exempted g rods is bound to be shorter 
under multiple-point system than under single-point 
system. Yet another example of the deleterious effect 
of the multiple-point Sales-tax in Bombay has been 
recently provided by the piling up of cloth stocks there 
with the Mills. Had the tax been single-point, the trade 
would have purchased the stocks for sale outside the 
State, for exports etc. without incurring tax liability. 
Thus, the financial burden of holding stocks might have 
been borne by the Mills and the Trade, as has been the 
practice of the business. 

(iv) Sales-tax vis-a-vis Government: 

It has been already pointed out, that administration 
of single-point tax system is bound to be simpler than 
a multiple-point tax system, and the difficulties arising 
out of evasion may be better met under a single-point 
tax system if the suggestion regarding registration etc. 
as indicated above are accepted. 

Question 130.—Differential Taxation. 

Excepting West Bengrl and Delhi where the 
West Bengal system of S; les-tax has been introduced 
with some modifications, differential rates are being 
applied for different articles in almost all the States of 
India. On principle, the Chamber is not in favour of 
different rates of tax leva d on different commodities. 
It would urge for a uniform exemption list of com¬ 
modities whereupon no sales-tax would be charged in 
any State. If such an exemption list is introduced 
there would be no necessity ,of differential taxation of 
different articles. 

The Committee would, however, like to stress that 
if the rate is to be kept uniform it cannot be as high 
as 9 pies in the rupee or 4-68 per cent, as exists in 
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West Bengal. The maximum rate should be 6 pies in 
the rupee with a fairly wide Schedule of exempted goods. 

In view of the observations made above, the Cham¬ 
ber would not favour any special rate or levy higher 
than the ordinary rate for certain articles nor would 
it favour the special rate of levy lower than the ordi¬ 
nary rate for certain articles. 

If however, a high rate of Sales-tax is perforce conti¬ 
nued or levied, even at the level of the present West 
Bengal rate, then the Chamber would suggest the pre¬ 
paration on an all-India basis of a list of commodities on 
which the rate of the tax shall not exceed 6 pies in the 
rupee in any State. 

Regarding the principles to decide the Schedule of 
exempted commodities, the Chamber would suggest that 
the goods declared to be essential for the life of the 
community by the Essential Goods Act of the Parlia¬ 
ment, should be all exempt from the Sales-tax in every 
State. 

Secondly, essential consumption goods, medicines, and 
clothing for the common man (i.e., up to certain price 
limits) should be exempt from Sales-tax. In West Bengal 
items like fruits or firewood are also taxed. The result 
is that the urban population have to bear the burden of 
the tax on these items whereas these cannot be collected 
in the rural areas. Such items should be exempted from 
Sales-tax. Lastly, the items on which there may be 
heavy excise duty of the Centre should be either 
exempted from Sales-tax or should be lightly taxed. 

Question 131.—Uniformity in Sales-tax System. 

The lines of uniformity have been indicated in 
the preliminary observations made in respect of sales- 
tax in general. There should be uniformity in respect 
of the basis of tax, point of registration and collection, 
exemption list, and rates of tax on similar commodities 
etc. As to the courses for securing uniformity, as men¬ 
tioned in the Question, the Chamber would like to indi¬ 
cate their views as under : 

(i) It is true that uniformity may be secured by 
formal or informal convention, but as far as the reports 
go regarding the last Finance Ministers’ Conference and 
subsequent discussions there seems to be not much 
possibility of securing the uniformity by formal or in¬ 
formal convention. If the States can arrive at agreed 
and suitable decisions and if they agree to abide by a 
Convention, then there would be also no objection in 
securing the needed constitutional amendments. 

(ii) Constitutional amendment promoted at the in¬ 
stance of two or more States is not likely to be binding 
on the other States and therefore the difficulty would 
continue. 

(in) If all the points indicated before on which uni¬ 
formity is required, can be secured by putting the sub¬ 
ject of Sales-tax on the Concurrent List in this regard, 
the Chamber may agree to such a procedure. It would, 
however, like to stress that in any case, taxation of 
inter-State transactions should be entirely in the hand 
of the Central Government. 

(iv) No comments. 

Question 133.—Uniformity Secured under Clause 3 of 
Article 286. 

The Essential Goods (Declaration & Regulation of 
Tax on Sale or Purchase) Act, was at last passed by the 
Parliament in 1952 (i.e., after two and half years after 
the inauguration of the Constitution), in terms of the 
Article 286(3) of the Constitution, to secure uniformity 
in the matter of taxation of a number of commodities 
dealered to be “ goods essential for the life of the 
Community The legislation, however, appears to have 
been made nugatory in so far as desirable uniformity of 
taxing the essential goods is concerned. The law has 
been made only prospective and has permitted the conti¬ 
nuance of the tax even on the Scheduled goods, if such 
taxes had been existing before this enactment. The 
result has been that in most of the States, a number of 
commodities declared to be essential by Central Legis¬ 
lation, still continue to be taxed. For example, in West 
Bengal, the following commodities which are scheduled 
in the Central Act as essential commodities, are sub¬ 
jected to Sales-tax even now : 

Sugarcane, Cocoanuts, Vegetable and Flower 
Seeds, Edible Oils and Oilseeds from which edible 
oil is extracted (except Mustard oil, Rape oil or a 
mixture of Mustard and Rape oils). Milk products, 
and Eggs, Coarse and Medium Mill-made Cloth 
above notified prices, Handloom cloth above notified 
prices, Agricultural Machinery, Cotton Seeds, Jute 
Seeds, Sunn Hemp, Mesta, Cotton Thread, Hides and 
Skins. Cattle Feeds, Coal including Coke and Deri¬ 
vatives, Iron & Steel. 

Secondly, the Central Legislation itself has not 
declared a number of commodities, which in the opinion 
of the Chamber, should have been declared as articles 
essential to the life of the Community. For example. 


Vanaspati products, Sago, Cloth of Fine qualities, 
Quinine, Drugs and Medicines, Firewood, Timber, 
Cement. Bricks, etc., should have been included in the 
Schedule of articles of the Central Legislation. 

In the opinion of the Chamber, the Central Legisla¬ 
tion should have made the State laws inoperative in so 
far as the taxation of the Scheduled articles is eon- 
cered. 

Question 133.— Taxation of ‘ Sales outside the State ’ 
and ‘ Inter-State ’ Commerce. 

It has already been pointed out in the preliminary 
observations that inter-State trade has become almost 
impossible because of the extra-territorial jurisdiction 
that has been recognised for the States by the Supreme 
Court, in their judgement given in the case of “ The 
State of Bombay and Another vs. the United Motors 
(India Limited) and Others ”, A dealer in one State 
who despatches goods to another State as a direct result 
of the sale for consumption in that second State, is 
liable to pay sales-tax to that second State. Various 
States have been calling upon the dealers in other States 
to get themselves registered in those States. A dealer 
in Calcutta thus, is being required to get himself regis¬ 
tered under the Sales-tax laws of eight, nine or ten 
different States to which he may be despatching goods 
for the buyers there. It is needless to emphasise that 
it is impossible for a dealer to carry on the trade in 
this way. Such extra-territorial registration of dealers 
in unworkable for the following reasons: 

(a) A seller selling to other States shall have to be 
conversant with the Sales-tax Acts and Rules in all 
other States ; 

(b) Such a seller may be asked to produce his books 
of accounts before the Sales-tax Authorities in different 
States ; 

(c) Such a seller may be called upon to appear per¬ 
sonally in different States to which he might have sold 
goods ; 

(d) He may be called upon to maintain separate 
accounts of his transactions not only with dealers in 
the different States but also with dealers falling under 
the jurisdiction of the different Sales-tax Officers in 
these States ; 

(e) The enforcement of the Sales-tax laws by the 
different States and realisation of the tax from dealers 
outside the State would be impracticable for the State 
Governments and their efforts in these directions can 
only create deadlocks in inter-State trade. 

The difficulties can best be met if Sales-tax is com¬ 
pletely centralised. Alternatively, at least the inter¬ 
state transactions should be centralised for the purpose 
of Sales-tax. There must not be any extra-territorial 
jurisdiction of a State to call upon the dealers of other 
States to pay Sales-tax to it. A State can at best be 
entitled to tax for sales within the State and not sales 
effected in some other State with a dealer of the State. 

It has been suggested that the Sales-tax should be 
substituted by Purchase tax at least in respect of inter¬ 
state dealings. The significance of this suggestion 
appears to be that when a dealer or a consumer buys 
goods from dealers in other States, such a buyer who 
is within the territorial jurisdiction of the consuming 
State should be liable to pay the tax to his State and 
the seller in a different State would not be liable for 
the tax to the consuming State. There appears to be 
no Constitutional bar with regard to this suggestion. 
On the other hand, such partial substitution of Sales- 
tax by Purchase tax in respect of inter-State transac¬ 
tions only and to the exclusion of intra-State transac¬ 
tions, may make the Sales-tax system in every State 
more complicated, particularly if some States continue 
to levy tax on multiple-point basis while other continue 
to levy the tax on a single-point basis. 

The Chamber does not consider it desirable to intro¬ 
duce Purchase tax on some commodities and Sales-tax 
on others within the same State. The Chamber, would 
therefore, reiterate that the whole Sales-tax scheme 
may be replaced by a Purchase tax scheme, if complete 
centralisation of the Sales-tax is not possible. 

Question 134. —Effect of the Lack of Uniformity in 
Sales-tax on Trade. 

The diversionary effect of the divergent Sales-tax 
basis rates, and rules and procedures, has already been 
pointed out by the Chamber in the course of the preli¬ 
minary observations to these Questions and in the course 
of the replies given to the third part of Question No. 129. 
These undesirable results can not be avoided unless the 
measures of uniformity as suggested in the replies to 
the previous questions are secured. 

STATE EXCISES. 

Question 135. —State Excise Duties. 

The State Excise Duties have been one of the 
principal sources of revenue to the State Governments, 
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until recently in some States. So far as West Bengal 
is concerned, the significance of State Excise to the total 
revenue has increased. In 1938-39, the realisation under 
State Excise was Rs. 159 crores in a total revenue of 
Rs. 12-77 crores in Undivided Bengal. In 1946-47 the 
State Excise accounted for Rs. 6-42 crores in a total 
revenue of Rs. 39-9 crores. In 1951-52, the revenue from 
State Excise continued to remain at Rs. 6-72 crores in 
a total revenue of Rs. 3S-39 crores in West Bengal. The 
Revised Budget for 1952-53 estimates the revenue from 
State Excise at Rs. 5-73 crores in a total revenue of 
Rs. 38 29 crores and the Budget Estimates for 1953-54 
keeps the figure at Rs. 5-61 crores in a total revenue 
of Rs. 38 1 crores. In several other States, however, 
like Bombay and Madras, the revenue declined very 
steeply during the years 1950-51 and 1951-52. In 
Bombay, for example, the yield from the duty was 
brought down to Rs. 1-07 crores in 1951-52 and to 
Rs. 0-92 crores only in 1952-53 as compared to Rs. 9-74 
crores of 1946-47 and Rs. 6-17 crores of 1949-50. In 
Madras also, the yield became practically nil during 
1950-51 and 1951-52. Such declines have been princi¬ 
pally due to the adoption of a vigorous Prohibition 
Policy in those States. 

The bulk of the State Excise revenue is realised 


executive orders the rates of import duties, export duties 
and excise duties. As has already been pointed out by 
the Chamber, it considers that it would be impossible to 
adjust the export duties in adequate manner even if 
the executive powers are there for making the adjust¬ 
ments. Such powers have already been there and still 
it has been experiencec that there has remained consi¬ 
derable time-lag between the need for adjustment and 
the actual adjustment. If export duties are continued, 
such executive powers for adjustments of the duties 
would be required, but this should be exercised more 
promptly and at highest levels in consultation with a 
permanent machinery. All such alterations, however, 
should be brought-before the subsequent Session of the 
Parliament for its approval. 

Question 137.—Extension in the Field of Commodity 
Taxation. 

The Chamber considers that with the progress of 
the Five Year Plan, the yield from the different commo¬ 
dity taxes are likely tc increase. Moreover, by better 
administration also the yield from some of the commo¬ 
dity taxes like Sales-lax in West Bengal can probably 
be increased. The Chamber does not consider that 
there is further scope for imposing any new commodity 
tax. 


from duties on liquors and intoxicants and therefore the 
revenue from this head is directly linked up with the 
Policy of Prohibition. The Chamber certainly desires 
that the people in a country like India should be less 
and less addicted to intoxicants like liquors or ganja etc. 
but they would like to stress that mere legislation in 
this regard cannot secure the social objectives in a matter 
like this. While a State can relinquish its revenues by 
illegalising the manufacture or trade or consumption of 
an intoxicant, it does not necessarily follow that those 
addicted to such intoxicants thereby change their habits. 
The result becomes that while the State loses the revenue 
which might have been spent on welfare services and 
for developmental purposes, the social ills go under¬ 
ground and continue there. It would be interesting to 
assess if possible, how far the loss of revenue to the 
States of Bombay and Madras compares with the 
decrease in the actual consumption of the intoxicants 
there. 

Secondly, the Chamber would like to stress that such 
prohibition policies, if followed on State basis, may ulti¬ 
mately result in regional inequities in the matter of allo¬ 
cation of financial resources. If certain States relinquish 
their revenue on State Excise, it would naturally either 
make attempt to make good the loss through other 
measures of taxation which may impede the industry 
and trade or may prove to be equally inequitous from 
the point of view of the people in general. The Bombay 
Government’s efforts to increase the yield from Sales 
tax by introduction of multiple-point tax is a case in 
point. Moreover, if such loss in revenue be replenished 
(directly or indirectly) by diversion of the divisible 
pool of income-tax and Central Excise Duties, then the 
other States get inequitous treatment. The Chamber 
would therefore urge for a uniform policy in the matter 
of prohibition and relinquishment of revenue for that, in 
all the States. 

The Commission may also enquire as to the reasons 
for which the per capita revenue on State Excise widely 
varies from State to State as will be clear from the 
following figures: 

PER CAPITA RECEIPT UNDER STATE EXCISE 

PER YEAR. 1951-52. 

STATE. Rs. 

Pepsu .6-7 

Hyderabad ...... 5-1 

West Bengal.2-7 

Mysore.2-3 

Travancore-Cochin.2-6 

Madhya Bharat.2-2 

Bihar 1-2 

Orissa ....... 1-4 

Uttar Pradesh.1-0 

Bombay.0-3 

Madras . . . . . . . 0-1 

In the opinion of the Chamber, the better course for 
pursuing the Prohibition Policy would be to tax the 
undesirable intoxicants at high rates on a uniform basis 
in all the States, and other conditions about manufac¬ 
ture, ware-housing etc. should be more or less uniform 
in all the States. 


Question 138.—Differential Taxation of “ Luxury 

Articles ”. 

The Chamber considers that it would be extremely 
difficult to single out some articles which may be consi¬ 
dered to be ‘luxury articles’ for all sections of the 
community. It therefore does not favour differentiation 
in commodity taxation lor different items. 

PART IV.—AGRICULTURAL INCOME-TAX, LAND 
REVENUE AN! IRRIGATION RATES. 

Agricultural income- ax, land revenue and irrigation 
rates are all taxes on land. As such, the Chamber does 
not propose to give detailed replies to the Questions 
posed relating to these taxes and levies, except in a 
general way, in so far as these have bearing on the tax 
system as a whole. 

In its preliminary Memorandum submitted to the 
Commission (para. 5), the Chamber emphasised the need 
and justification for increasing the revenues from the 
land taxes. It is only too patent that land revenue and 
agricultural income-tax contribute very small portion 
of the total Indian revenue. 

So far as West Bengal is concerned, it may be pointed 
out that while the land revenue contributed 23 per cent, 
of the total revenue in 1925-26, 25 per cent, in 1938-39 
and a little over 10 per cent, even in 1946-47, it has been 
contributing less than 6 per cent, of the revenues of 
West Bengal during recent years. No doubt, in an in¬ 
dustrial State like West Bengal, the yield from land 
revenue would be less significant in the total revenue 
as compared to the poution in less industrial States. 
Still, it would be found hat in 1952-53, while land reve¬ 
nue contributed 1L7 per cent, of the total revenue in 
Bombay, 14-2 per cent, in Madras, 20-4 per cent, in Uttar 
Pradesh, the proportion in West Bengal was only some 
5-7 per cent. 

Secondly, the per capita levy on account of land 
revenue varies widely from State to State, ranging 
from Rs. 0-4 in Bihar and Rs. 0-8 in West Bengal to 
Rs. 3-2 in Madhya Bharat and Rs. 3 7 in Saurashtra. It 
appears that with the progress of agrarian reform in the 
country, more or less on a uniform principle, the scale 
of land revenue should also be brought at more reason¬ 
able levels of comparability, even though exact uni¬ 
formity may not be possible. 

Agricultural income-tax has been so far introduced 
only in some 8 States and the yield has been contribut¬ 
ing very little to the respective revenues of the States, 
excepting probably Assam and Travancore-Cochin. The 
agricultural income-tax contributed some 1-8 per cent, 
of the revenues in Wesl Bengal, 1-6 in Uttar Pradesh, 
71 per cent, in Assam and 5-1 per cent, in Travancore- 
Cochin in 1952-53. The rates of agricultural income-tax 
varies from State to State and in West Bengal it is a 
progressive rate on slab system, the first slice of 
exempted income being Rs. 1,500 and the maximum rate 
being 0-4-0 in the rupee c n the slab exceeding Rs. 20,000. 
The agricultural income .ip to Rs. 3,000 a year is wholly 
exempted from the tax. It may be mentioned here that 
in the income-tax law, the maximum rate is applied at 
a lower slab (Rs. 15,000) and the rates and the exemp¬ 
tion limits are also different. The entire income of the 
agricultural Companies is taxed in West Bengal at the 
maximum rate of 0-4-0. 

The views of the Chamber regarding the adjustments 


GENERAL. 

Question 136.—Vesting the Administration with Powers 
to Alter Import-Export and Excise Duties. 

The Chamber is not in favour of giving wide 
powers in the hand of the Executive Officers to alter by 


in respect of agricultural income-tax have been indicated 
in reply to Question Nos. 53 and 54 of Part II of the 
Questionnaire. If the integration suggested there is not 
accepted, and the agricultural income-tax is continued 
separately, and at State levels, then the Chamber would 
urge for some sort (f Uniformity in respect of 
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graduation, rates, exemption limit and application of the 
maximum rate. The basis of the tax in that ease should 
also be gross income and some adjustment may be neces¬ 
sary either on the principle of progressive averaging or 
periodical adjustment. 

Regarding Question No. 144, the Chamber would 
only like to reiterate their view that partial collection of 
land revenue in kind should be possible, particularly 
for creating local reserves and/or for financing local 
development through village panchayets. 

Regarding Question No. 151, the Chamber may men¬ 
tion that so far as West Bengal is concerned, there has 
been some diversion of agricultural land in rural areas 
for nan-agricultural purposes, in connection with the 
rehabilitation of the displaced persons from Eastern 
Pakistan. Some lands classed as agricultural also 
appears to have become part of urban areas as a result 
of the expansion of Municipal areas in certain cases. 
In such cases, adjustments in respect of land revenues 
may be necessary. 

Regarding the issues raised in Question Nos. 155-161, 
the Chamber would like to state that while betterment 
levies may not be immediately possible, imposition of 
irrigation rates and small compulsory cess should be 
considered feasible and desirable. As equal facilities in 
respect of water, irrigation etc., may not be available to 
all the lands in a developmental area, consolidation of 
land revenue, irrigation rate and cess may not be desir¬ 
able in the initial stages at least. 

In fine, the Chamber considers that the yield from 
the taxes on land can be significantly increased princi¬ 
pally by revision of the land revenue system and rates, 
and the scope for agricultural income-tax and other 
rates and cesses, are not likely to be of the same signi¬ 
ficance. The agrarian reforms undertaken in the various 
States are also likely to decrease the taxable capacity 
of the agricultural sector, so far as agricultural income- 
tax is concerned. But with the abolition of interme¬ 
diary land interests the revenue from land should sub¬ 
stantially increase. 


PART V—OTHER TAXES (Central and Stale) 

STATE TAXES IN WEST BENGAL. 

The question posed under this Part relate to taxation 
measures directly affecting the finances of the State 
Governments. Before replying to : ome of the Questions, 
the Chamber would like to invite the attention of the 
Commission to the fact that the level of internal taxation 
has been highest in West Bengal during recent years. 
Excluding the receipts from the Centre, either as grants 
or as shares in the divisible pools, the percentage of 
internal tax revenue to the total internal revenue has 
been 82 in West Bengal on the basis of the average 
figures for the years 1948-49 to 1951-52, whereas this 
percentage has been 76 in Madhya Pradesh, 73 in 
Bombay, 66 in Madras, 65 in Uttar Pradesh and Bihar, 
63 in Part B States in the aggregate, 57 in Orissa and 56 
in Assam. The percentage of internal tax revenue to 
internal revenue in West Bengal works out to roughly 
74 even in the Budget for 1953-54. This would indicate 
the dependence of West Bengal finances on tax revenue. 

The general position of finance has also been bad in 
West Bengal and the State has been going on with an 
increasing trend towards deficit Budget. The public 
debts has also been increasing. The public debt of West 
Bengal was Rs. 9-73 crores in 1948-49 and it increased 
to Rs. 24-39 crores in 1950-51. While most of the other 
principal States had accumulated Development Reserve 
Funds during the war and post-war years, West Behgal 
had no such funds on which it could lean for meeting 
any developmental expenditure even partially. In fact, 
West Bengal, the Punjab, and Orissa are the only 
three Part A States which have no developmental 
Reserve Funds. All these explain the efforts of the 
West Bengal Government to increase the revenue of the 
State by widening and intensifying the coverage and load 
of taxation within the State. 

The Chamber would like to indicate below the trend 
in the principal heads of taxation in West Bengal since 
the enquiry made by the last Taxation Enquiry 
Committee : 


STATE TAXES IN WEST BENGAL. 



N.B. —1. Figures 

for years 1925-26, 1938-39 are 

for Undivided 

Bengal. 




2. Figures are in Rs. lakhs. 
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209-9 
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Entertainment Tax . 
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Betting Tax 
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Motor Spirit Sales-Tax 
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General Sales-'J'ax 
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Motor Vehicles Tax . 
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Salt Tax 
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Electricity Duty 


— 
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loo-o 

Stamp Duty 

. 

357-98 

257-77 

292-7 

287-0 

Registration Fees 


38-92 

24*12 

44-S 

42-5 


It would be seen that while the total revenue of West 
Bengal in 1953-54 has been roughly three times of that 
of the revenue of undivided Bengal in 1938-39, the yield 
from land revenue has substantially decreased. Second¬ 
ly, the new items of taxation like general Sales-tax, 
Motor Spirits Sales-tax, and Electricity duty which were 
altogether absent in 1938-39 have become crucially im¬ 
portant in the State revenues. The yield from Motor 
Vehicles tax has increased five times as compared to 
1938-39 and that from Entertainment tax more than 
fourteen times. The Betting tax has increased roughly 
six times. 

Among these taxes, State Excise, the Sales-tax on 
Motor Spirit, and Motor Vehicles tax have been consider¬ 
ed to have affected the industry and trade in general. 
The basis for levy of Entertainment tax has also been 
objected to. The non-tax sources of revenues of the 
State have not been earning any significant portion of 
the revenue during recent years, inspite of the State 


Government’s undertaking of road transport in Calcutta 
and Cooch Behar. 

On the background of the trend;; indicated above, the 
Chamber would give reply to some of the specific ques¬ 
tions posed in this Part. 

STAMP DUTIES & COURT FEES. 

Question 162.—Constitutional position and Question ol' 
- Uniformity. 

It has been complained that the constitutional 
position in respect of the levy of stamp duties and 
diversities among the rates in different States have been 
creating difficulties in cases where the instruments are 
executed in one State and are to be used subsequently 
in another State where the rate of duty may be higher 
than in the first State. The Chamber is of the opinion 
that uniformity in the rates of stamp duty would be the 
best solution. Failing this, at least a ceiling rate may 
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be decided either by Central Government or by 
the State Governments jointly, beyond which no State 
Government should levy stamp duty. 

Question 163.—Stamp Duty on transactions in forward 
markets and on other transactions. 

The Chamber is opposed to substitution of stamp 
duty on transactions in Stock Exchange and Futures 
Markets by any other tax. 

The Chamber has no particular experience about 
the deleterious effects of levying - stamp duties on tran¬ 
sactions in Forward Markets in Bombay. 

Question 164.—Collection of tax through fixation of 
stamps. 

In West Bengal. Entertainment tax is collected in 
the form of stamps. This requires that the exhibitors 
must purchase the stamps in advance before the sale 
of the tickets, involving payment of tax in advance, so 
to say. The Chamber is opposed to any extension of this 
method of collection of taxes on the sale of goods. The 
various license fees are also collected in West Bengal 
in the form of non-judicial stamps. This may be 
continued. 

Question 165.—Evasion or avoidance of payment of 
stamp duty. 

The documents become noil-enforceable if these 
are not adequately stamped. The Chamber therefore 
does not consider that there can be much of evasion of 
the payment of stamp duty. If the stamp duty, how¬ 
ever, is made very high on any category of transactions, 
then there may be tendency to avoid the duty by enter¬ 
ing into informal dealings without legally enforceable 
documents. It cannot, however, be said that such in¬ 
formal transactions are always made with the object of 
avoidance of stamp duty. Such transactions may be 
necessary on purely trade considerations also. 

Questions 166-167.—Kates of Court Fees. 

As the Court Fees are collected in connection with 
the administration of justice, the rates should be just 
to cover the expenses. Moreover, the administration of 
justice should be cheap and uniform throughout India. 
If it is found that the expenses involved in the adminis¬ 
tration of justice differ in different States then also a 
ceiling rate should be fixed by the Centre beyond which 
no State should be entitled to increase the Court Fees. 
It may be also considered that in case of uniformity in 
Court' Fees, whether the States wherein the expenses 
may be higher should not meet the deficits out of other 
sources. 

TAXES ON MOTOR AND OTHER VEHICLES. 
Question 168.—System of Motor Vehicles Taxation. 

The Motor Vehicles Taxation Enquiry Committee 
examined the present system of taxation of Motor 
Vehicles and they pointed out that the tax burden on 
Motor and Motor Vehicles was highest in India and 
that there were too many taxing authorities and multi¬ 
plicity of taxes. That Committee also stressed that the 
basic approach that Motor Vehicles were luxury items 
should be revised. The Chamber generally agrees with 
this analysis of the Motor Vehicles Taxation Enquiry 
Committee. Motor Vehicles taxes should not be viewed 
as luxury taxation, as Motor Transport has significant 
bearing on industry and trade and are in a way essential 
public utility services. The Railway Transport facilities 
are not adequate and the Planning Commission also 
appear to be in favour of developing not only feeder 
road transport but also parallel road transport, to sup¬ 
plement railway transport. The whole system of taxa¬ 
tion should be viewed from this angle. 

Secondly, the Motor Vehicles Taxes should be princi¬ 
pally applied on the benefits-rereived and eost-of-serviee 
principles. The revenue consideration should be of 
secondary importance. 

Thirdly, though Motor Vehicles taxation may continue 
as a State subject, the various State laws should not be 
allowed to impede inter-State transport of goods on 
road. 

In the opinion of the Chamber, the number of taxation 
authorities should be lowered by abolishing the local 
taxes on Motor Vehicles wherever existing, while the 
share of State taxes may be given to the local authori¬ 
ties who are in charge of maintaining the roads within 
their respective jurisdictions. At the present stage of 
development of road transport, too much emphasis need 
not be given on taxation of Motor and other Vehicles 
for purpose of general revenue. As has been indicated 
above, the Motor Vehicles tax was only Rs. 21-9 lakhs 
in 1938-39 and Rs. 34-7 lakhs in 1946-47 in Undivided 
Bengal. It was increased to Rs. 815 lakhs in 1951-52 
and the estimates for 1953-54 has been for Rs. 107-4 
lakhs. The rates on vehicles for carrying passengers 
plying for hire as introduced from 1st July 1951, have 


been considered to be very high and burdensome, and 
the fares on public vehicles have also been increased 
as a result of such high taxation. The rates on the 
vehicles for the transport of goods have also been con¬ 
sidered to be high, increasing the cost of transport to 
industry and trade. 

The Sales-tax on petrol in West Bengal is now 0-6-0 
per gallon and there is a Central Excise duty (or 
import Duty) of 0-15-0 per gallon. The Chamber con¬ 
siders that the total commodity tax on petrol is thus 
very high and should be lowered by proper adjustment 
in these two levies. 

Question 169.—Earmarking of Motor Vehicles tax for 
road maintenance and development. 

The Motor Vehicles Taxation Enquiry Committee 
recommended that a portion representing 7 annas of 
the import duty on fuel collected by the Central Govern¬ 
ment should be earmarked for road development by 
transferring it to thj Central Road Fund. That Com¬ 
mittee also recommended that 4i annas out of it should 
be allocated among ihe different States on the basis of 
consumption of petrc 1. The Chamber agrees with this 
recommendation, and it also holds the view that a por¬ 
tion of the States Sales-tax on Motor Spirit should be 
earmarked for maintenance and development of roads, 
such State pool being allocated among the local autho¬ 
rities. It should be ensured that such funds are actually 
spent for development and/or maintenance of roads. 

Question 170.—Opinion on the recommendations of the 
Motor Vehicles Taxation Enquiry Committee of 1950. 

The Chamber is in general agreement with the 
principal recommends tions of the Motor Vehicles Taxa¬ 
tion Enquiry Commrtee. 

Question 171.—Taxation of Users of Roads other than 
Motor Vehicles. 

The vehicles using roads other than Motor Vehicles 
have to bear certain fees levied by the local authorities. 
The Chamber is not in favour of further extension of 
taxation of these users. 

Questions 172-175.—Entertainment Tax. 

The realisation from Entertainment tax was only 
Rs. 7-6 lakhs in 1938-19 and Rs. 47-0 lakhs in 1946-47 in 
Undivided Bengal and the tax has been made to contri¬ 
bute roughly Rs. 110 lakhs during the last two or three 
years. The present rate of Entertainment tax in West 
Bengal is as under :— 

RATE OF ENTERTAINMENT TAX IN WEST 
BENGAL. 

Price of Ticket Rate 

(Exclusive of Tax.) 

Up to 0-3-0 ...... Nil. 

More than 0-3-0 but 1< ss than Re. 1 . 25 per cent. 

More than Re. 1 but ess than Rs. 3 . 50 per cent. 

More than Rs. 3 ..... 75 per cent. 

This steeply graduated rate was introduced from 
1st April 1949, in place of the previous Schedule of rates 
which divided the tickets into 11 different slabs and the 
tax varied from 6 pies to Re. 1 on tickets up to Rs. 3-8-0, 
the lax on tickets of higher value being l/3rd of the 
price. It would be thus seen that the maximum rate 
was 40 per cent, up to 31st March, 1949, in place of the 
present 75 per cent. The increase in the rates has thus 
been very steep requiring lower adjustments. 

The Committee are not in a position to say whether 
the rates have reached the point of diminishing returns. 

On revenue considerations, the question of uniformity 
in Entertainment tax cannot be pressed for at this stage 
of development of the country. After all. it is an indirect 
tax where the shifting of the incidence is comparatively 
easy. 

Regarding graduation in the rate, the Chamber would 
like to suggest that the rate of Entertainment tax should 
not be as progressive as it is now in West Bengal. It 
would also urge upon Ihe Commission to carefully con¬ 
sider whether it would not be better to replace the 
present graduated rate by a proportional red valorem 
rate, with exemption up to a certain price of the ticket. 
That would also mean higher taxation of those who use 
better facilities for entf rtainment. 

Question 173.—Exemption from Entertainment Tax, 

The object for which the net receipts are applied 
should be the main criterion for exemption. The edu¬ 
cational films should be exempted. The Chamber has 
no objection to exempting the lowest class of tickets 
from entertainment tax. The entertainment that may 
be provided only for children may also be exempted from 
tax. 




TAXES ON CONSUMPTION OK. SALE OF 
ELECTRICITY. 

iuestion 176 

The Electricity duty in West Bengal has been yielding 
dgher and higher revenue to the State coffers. It yield¬ 
'd Rs. 57-6 lakhs only in 1946-47 in Undivided Bengal, 
aid has been increased to yield Rs. 100 lakhs in the 
ludget for 1953-54. 

On revenue consideration of the State, it appears that 
•onsumption or sale of electricity for domestic purposes 
nay be subjected to small rate of tax in all the States. 

The Chamber would, however, urge for exemption of 
ndustrial use of electricity uniformly in all the States, 
iuestion 177.—Distinction for Domestic Use. 

The Chamber considers that consumption of elec¬ 
tricity on Frigidaires, Heaters, Radios etc., should be 
subjected to lower rates of tax. Such consumption is 
ilso charged at lower rates by the supplying companies. 

The Chamber would also like to mention that in 
Vest Bengal, the State Government is extending electri¬ 
city connections for domestic consumption in certain 
areas by taking the energy from private Companies and 
.'or such extension the Government rate is higher than 
:he rate of the supplying companies. In such cases, 
exemption should be given to the domestic consumers 
even in respect of fans and lights. 

Question 178.—Energy Used for Industrial Purposes. 

The Chamber is not in favour of imposing duty 
on industrial consumption of electrical energy. It is a 
tax on production. If, however, the tax is at all conti¬ 
nued, there should be no discrimination between such 
consumption by private undertakings and public under¬ 
takings. Secondly, smaller and newer enterprises should 
at least be exempted from this duty. 

in this connection the Chamber would also like to 
mention that at present in West Bengal consumption of 
15 or lower units is exempted from tax and the rate 
is 6 pies for each unit if the consumption is between 
15 and 50 units. The rate on consumption of over 
50 units is 0-1-0 per unit. The Chamber is not in favour 
of such graduations in the rate of electricity duty. 

Question 179.—Differentiation between Public and 
Private Undertakings. 

The Chamber is opposed to any differentiation be¬ 
tween private and public Undertakings supplying electric 
energy. If, however, a Government Undertaking pur¬ 
chases the 'energy from a private Undertaking, and then 
supplies it to the private consumers, at enhanced rates, 
for covering the expenses of the Government Under¬ 
taking, then there should be no duty on such supply. 

Question 180.—Uniformity among the Different States. 

The Chamber does not consider it feasible except 
that the industrial consumption of electrical energy 
should be uniformly exempted in all the States. 

Questions 181-183.—Betting Tax and Prize Competition 

Tax. 

The yield from the Betting Tax was Rs. 10-3 lakhs 
in 1938-39 and Rs. 117-9 lakhs in 1946-47 in Undivided 
Bengal. The rate of the tax was reduced in December 
1950 from 20 per cent, to 124 per cent, and the yield 
in 1951-52 was Rs. 56-2 lakhs. The Chamber presumes 
that this adjustment in the rate was to avoid the opera¬ 
tion of the law of diminishing returns in respect of this 
tax. The Chamber has no further comment to make 
about evasion of the tax or the advisability of increasing 
the rate. It has been suggested that lotteries, cross-word 
puzzles, riddle solutions etc., may be subjected to some 
sort of taxation. 

PART VI.—LOCAL TAXATION 

The issues involved in respect of local taxation were 
examined by the Local Finance Enquiry Committee. 
Before giving replies to some of the specific questions 
posed by the Commission, the Chamber would like to 
invite the attention of the Commission to the finding 
of the Local Finance Enquiry Committee that the over¬ 
all average of local taxation works out in India to 
roughly Rs. 1-1-0 and as a proportion of the per capita 
National income the local taxes account for less than 
£ per cent. It was also mentioned by the Local Finance 
Enquiry Committee that the burden of local taxes in 
England constituted 2-7 per cent, of the per capita 
National income in 1949-50. 

From the figures collected by the Local Finance 
Enquiry Committee for the year 1946-47, it appears that 
in respect of local Taxation, the burden was Rs. 18-12-3^ 
per head per year in the three City Corporation Areas, 
Rs. 4-11-10 in other Municipal areas and 0-4-1 in District 
Board Areas. It was explained in the Preliminary 
Memorandum of the Chamber (in paragraph 9 on page 
32), that the bulk of the indirect and direct taxes are 
now borne by the urban population and from the figures 
mentioned here it would be found that the local taxes 


oil these very urban population are again considerably 
high in addition to the Central and State taxes. The 
Local Bodies excepting the City Corporations are mostly 
financed out of the State revenues which are collected 
principally from the urban areas. For example, in 
1950-51. of the total Sales-tax of Rs. 5-2 crores collected 
in West Bengal, Rs. 4-2 crores was collected in the City 
of Calcutta ; of Entertainment tax Rs. 72 lakhs in a 
State total of Rs. 105 lakhs ; of Electricity duty Rs. 82 
lakhs in a State total of Rs. 86 lakhs ; and in State 
Excise, Rs. 306 lakhs in a State total of Rs. 620 lakhs. 
Of the other taxes also, Rs. 188 lakhs collected in West 
Bengal in 1950-51, Rs. 155 lakhs was collected in the 
City of Calcutta. The distribution of the taxes between 
the Cities and the Mofussil areas seems to be a little 
more even in the States of Bombay and Madras. In the 
opinion of the Chamber, the whole pattern of local 
finance should be examined by the Commission in order 
that some more funds required by the local Bodies in 
the rural areas may be raised locally. 

For this purpose, wider powers may have to be 
given to the local Bodies for raising such funds, without 
hampering, however, free flow of goods and services 
among different regions within the State. 

The Chamber agrees with the finding of the Local 
Finance Enquiry Committee that the scope ot taxation 
by local Bodies in India is very limited. It appears 
that excepting the three City Corporations, all other 
local Bodies are being generally run principally on the 
doles received from the State Governments. The 
Chamber is in favour of changing this position and of 
ensuring certain sources of income to the local Bodies, 
both by reserving certain items only for local taxation 
and by apportionment of the yields from a number of 
States taxes, like Entertainment tax. Motor Vehicles 
tax. Petrol tax, etc. 

In this connection, the Chamber would also like to 
observe that in a vast country like India, local Bodies 
have to be more relied on and the Directive principles 
of the Constitution also appear to have laid emphasis on 
building up the democracy in India from the bottom 
level of “ Gram Panchayats The local welfare services 
are required to be performed principally by the local 
Bodies and while it must be ensured that these services 
are rendered efficiently, it should be also ensured that 
adequate funds are available on a stable basis and inde¬ 
pendent of the likes and dislikes of the State Govern¬ 
ments. 

The Chamber agrees with the opinion of the Local 
Finance Enquiry Committee that “ wholesale transfer of 
functions from local Bodies to State Governments is a 
retrograde step and should be avoided ”, and that “ in 
the new set-up local Bodies will be used more and more 
as instruments of National policy and there would be 
a steady enlargement of their functions 

Questions 185-199.—Powers of Taxation. 

About these questions relating to the powers of 
taxation of local Bodies, the Chamber generally agrees 
with the recommendations of the Local Finance Enquiry 
Committee about the sources of revenue the net pro¬ 
ceeds of which should be made exclusively available 
for the local authorities. That Committee, however, 
envisaged establishment of convention for securing the 
object. 

The Chamber does not favour the imposition of 
” terminal taxes on goods or passengers carries by 
Railway, Sea or Air ”. If, however, there is any such 
tax, it should be available to the local Bodies as re¬ 
commended by the Local Finance Enquiry Committee. 

As has already been mentioned, the Chamber would 
suggest the allocation between the State Governments 
and the local Bodies of the collections from Entertain¬ 
ment tax, Motor Vehicles tax, Electricity Duty and 
Petrol tax. 

The Chamber has already mentioned that it is not in 
favour of making the local Bodies principally dependent 
upon grants-in-aid irctm the State Governments. 

The Chamber does not favour the imposition of 
Octroi or Tolls by local Bodies and even if these are 
levied, it should be ensured that these do not impede 
the flow of trade and commerce among the different 
regions. So, such levies should be made on a uniform 
basis within a State. 

It is a general complaint that local Bodies often fail 
to make full use of tax resources available to them, and 
before utilising their own sources, they ask for grants- 
in-aid from the State Governments. The Chamber is ot 
the opinion that grants-in-aid should be allowed only 
in the last resort and if the financial resources are once 
scheduled for the local Bodies, then before sanctioning 
any grants-in-aid, a local Body should be required to 
prove that the internal resources have been fully utilised. 

Question 201.—Valuation method for Property Tax. 

The Chamber agrees with the recommendation of 
the Local Finance Enquiry Committee that “ there should 
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be no change from the well-tried basis of rent to the 
more or less uncertain basis of capital value The 
rent should, however, be the actual rent recovered or 
recoverable. This basis should be uniformly followed 
in all the urban areas, and the Municipalities adopting 
the capital value as the basis should also gradually 
change to the rent basis. 

Question 202.—Urban Immovable Property Tax. 

At present this tax is levied only in two States 
of India, znzj., Bombay a|nd the Punjab. The local 
Finance Enquiry Committee recommended that there 
should be obligatory provision for imposition of this tax 
by the City Corporations. The Chamber does not favour 
the imposition of an Urban Immovable Property Tax 
where it is not already existing. It would also suggest 
the scaling down of this tax where it is existing. The 
incidence of tax on property is already high in the Cor¬ 
poration areas of Calcutta and imposition of an Immov¬ 
able Property Tax would prove too burdensome and 
would discourage building activities which are impera¬ 
tively needed. 

If, however, the tax is at all to be levied, it should 
be done by the Corporation. Multiplicity of taxes on 
urban property should be avoided and this is also 
another reason against the imposition of an urban im¬ 
movable property tax in Calcutta or similar other urban 
areas. 

Question 203.—Exemption from General Property Tax. 

In the opinion of the Chamber, properties the 
rateable values of which fall below certain stated 
amounts should be exempted from taxation. This may 
be particularly necessary because of the fact that in 
many cases such properties may be the only source of 
living for the owners who may be widows, or even minors 
or disabled persons. In Calcutta, the Municipal Cor¬ 
poration can exempt from tax, at its option, properties 
the rental value of which does not exceed Rs. 50 per 
year. This limit appears to be rather too low and it 
may be increased to Rs. 250. 

So far as the exemption of the charitable institu¬ 
tions, educational trusts etc. are concerned, the Chamber 
generally agrees with the recommendation of the Local 
Finance Enquiry Committee that the list of such institu¬ 
tions should be subjected to periodical review and each 
municipal body should maintain a list of such exempted 
institutions. In Calcutta, such exemptions require the 
sanction of the State Government. The Chamber, how¬ 
ever, feels that Co-operative Housing Societies should 
not be entitled to such exemptions. The Chamber would 
also like to suggest that the properties used for educa¬ 
tional, charitable, or religious purposes should at least 
be charged at concessional rates even though these may 
not be wholly exempted from the property tax. In 
Calcutta, land or building used exclusively for the pur¬ 
pose of public worship, burial or burning ground are 
exempted from the consolidated rate of the tax, and 
the exemption of land or building used for purposes of 
public charity may be given at the option of the Corpo¬ 
ration. 

On the question of remission for vacancy, the 
Chamber considers .hat the Bombay practice of remis¬ 
sion to the extent o: 2/3rd of the property tax, in case 
the property remains vacant for 60 consecutive days or 
more, should be introduced in all the States. The 
Chamber would particularly like to urge for exemption 
of new buildings during an initial period of at least two 
years from the dace of completion of the building. 
Similar exemption hrs been also given in the Income-tax 
Law in order to encourage building activities 

Question 204.—Progression in Property Tax. 

The Chamber is opposed to any progression in 
property tax. The Local Finance Enquiry Committee 
was not aiso unanimous on this issue. The income from 
property is already taxed progressively. The Income- 
tax Law and the Estate Duty would be another imposi¬ 
tion on succession of property. The Local Bodies again 
should not therefore, go in for applying the principle of 
progression in taxing the properties. In Calcutta, a 
slab system exists for levy of the consolidated rate of 
property tax upon all lands and buildings. The gradua¬ 
tion is as under : 

Annual Value Rate of Tax 

Up to Rs. 1,000 .... 15 per cent. 

Rs. 1,001-3,000 . . . . 18 per cent. 

Rs. 3,001-12,000 .... 22 per cent. 

Above Rs. 12,000 ... 23 per cent. 

It is also provided under the Calcutta Municipal Act 
1951. that where the annual valuation exceeds Rs. 3,000 
the maximum percentage may be increased up to 23 per¬ 
cent with the approval ol the State Government. The 


actual levy of the consolidated rate is determine! 
annually subject 1o the above mentioned graduations 
It has been stated that the Calcutta Corporation loose, 
a sum of about Rs. 15 lakhs a year for the benefits given 
to small buildings. The Commission may, therefore 
consider whether a proportional rate may replace th< 
present progressive rate. 

Question 205.—Authorities to levy Property Tax. 

All categories of local Bodies should have th< 
power to levy property tax within their respective juris 
dictions. But the maximum and minimum rates maj 
be fixed at State levels. 

Question 206.—Procedure of Assessment and Collectior 
of Property Tax. 

The assessment of Property tax has been consi¬ 
dered to be often arbitrary, particularly for local Bodies 
other than City Corporations. The arrears of collection 
have also been -eported to be always heavy. The 
assessment should be made by all the local Bodies within 
a State, on some uniform principle, and better adminis¬ 
tration can only diminish arrears of collection. 

Question 207.—Service Taxes vis-d-vis Properties of 
Public Bodies. 

The Chamber does not consider it objectionable 
to levy service taxes on the same basis as the general 
property tax. In fact, such service taxes like those for 
water supply, street lighting, drainage and conservancy 
etc. may be consolidated with the property tax. If, 
however, the different areas within the same Munici¬ 
pality obtain different treatment in respect of the ser¬ 
vices or if the rate-payers in certain types of properties 
do not get the services as others then the consolidation 
of service taxes with the property tax may reasonably 
be objected to. In such cases the effort should be to 
extend the services on a uniform level rather than 
going in for differential taxation. 

The Chamber does not find any justification for 
preferential treatment towards the properties of the 
public bodies like, the Port Trust, Railways, Central 
Government and State Government. The properties of 
such public bodies should be subjected to the same rate 
of property and service tax as applies to other proper¬ 
ties. 

Question 209.—Oc troi and Terminal Tax. 

The Chamber is not in favour of Octroi and 
Terminal Taxes. The imposition of these taxes creates 
artificial barriers in the free flow of trade. 

Question 210.—Substitution for Octroi and Terminal 
Taxes. 

The Chamber does not favour the levy of sur¬ 
charges on Sales-tax by the local Bodies as suggested 

in the Question. In its opinion a portion of Sales-tax 

may be divided a mong the local Bodies on the basis of 
collection. 

Questions 211-213.—Octroi and Terminal Taxes. 

The Chamber has already pointed out that it is 
opposed to levy of Octroi or Terminal taxes. 

Question 214.—Extension of the Nationalisation of Motor 
Transport. 

The Chamber does not favour further nationali¬ 

sation of Motor Transport. The State Transport Orga¬ 
nisation in West Bengal has been a losing enterprise. 
The Chamber is opposed to the terminal taxes and there¬ 
fore the question of facilitating its collection by nationa¬ 
lisation of Motor transport does not arise. 

Question 217.—“ Pilgrim ” Tax and Taxation of Floating 
Population. 

The Chamber does not like to make any comment 
on “ Pilgrim ” Tax. 

It would, however, like to mention that the question 
of some sort of taxation of floating population who daily 
come to the City areas is very important for the Cities 
like Calcutta. The last Census has disclosed that only 
some 25 lakhs of the people inhabit the City of Calcutta 
in the night whereas it has been estimated that not 
less than two lakhs of people come daily to Calcutta 
through the two Railway Stations alone and the passen¬ 
ger traffic withir the City has been estimated to be 
roughly 45 lakhs. All this vast concourse of people 
put serious strain on the City. The Calcutta Corpora¬ 
tion has to provide amenities for all these floating popu¬ 
lation. The Commission may kindly examine the feasi¬ 
bility of collecting some tax from this floating popula- 
>ion for the benefit of the big cities like Calcutta. 

Question 218.—Poll Tax. 

The Chamber does not consider it feasible to levy 
a Poll Tax in India whether as a form of local and/or 
State tax. A Poll tax is not considered to conform to 



modern concepts of justice in taxation. Within a local 
area, such a tax may secure some contribution from the 
local people for local development and in the U. S. A„ 
the Poll tax gained ground during recent years as a 
revenue raiser for small and medium units of local 
Government. But there too, it has been considered that 
the contribution of the people in general to the Govern¬ 
ment or a local Body may be secured through other 
measures. The Pol) tax being a direct tax on every 
person may also be an unpopular measure, which the 
local Bodies may not like to resort to. A Poll tax in 
rural areas payable either in money or by labour or 
service may however secure the participation of the 
local people in local developmental and welfare activities. 

Question 220— Raising the Constitutional Limit of 
Profession Tax. 

A. The Constitution lays down the limit of profession 
tax in a State at Rs. 250 per head per annum. In view 
of the high load of income-tax. the Chamber does not 
consider that this limit should be increased. 


Question 228.—Contribution of Labour as Payment for 

Tax. 

A. In its preliminary Memorandum submitted to the 
Commision, the Chamber explained that if the services 
of the local people could be secured for local develop¬ 
ment, the revenue needs of the Government might be 
diminished and thus such services might be considered 
as service taxation. The Planning Commission m para¬ 
graph 34 of their Report also emphasises that there are 
a variety of ways in which idle manpower and spare 
hours of those partially employed can be canalised into 
a Nation-wide programme of developmental activities. 
In the digging of canals, repair and renovation of tanks, 
construction of roads, bridges and bunds, rural housing, 
improvement of sanitation, in the imparting of elemen¬ 
tary education'and technical training and in several 
other activities, there is scope for participation ox all 
sections of the population”. The Chamber therefore 
feels that such participation can be made terms 

provision is made for payment of certain taxes in terms 
of manual labour or service. 



BOMBAY CHAMBER OF COMMERCE 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I.—THE TAX SYSTEM 

Question 1.— What, in your opinion, should be the 
objectives of a sound tax policy ? What should be 
the place in such a policy of the following 
objectives : 

(a) reduction in inequalities of income and wealth ; 

(b) encouragement of incentives to work, to save 

and to invest ; 

(c) countering of inflationary and deflationary ten¬ 

dencies ; and 

(d) maintenance of the external balance of the 

economy ? 

In what directions would you suggest modification 
of the Indian tax system having regard to these 
objectives ? 

The main objective of a sound tax policy must be 
to increase production and so raise the standard of 
living. If the main objective is to be realised 

(a) the taxable capacity must be fairly deter¬ 

mined, taxation accordingly imposed, and 
thereafter not increased; certainty and 
stability are essential if capital is to be made 
available for investment in whatever sectors 
of the economy; 

(b) there must be a competent administration ; the 

machinery for the collection of revenue must 
be effective otherwise taxation must be in¬ 
creased beyond the taxable capacity. 

If there is incentive to work, to save and to invest 
there will be an accumulation of wealth by personal or 
community effort and production; from that accu¬ 
mulation the appropriate quantum can be channelled by 
taxation to the revenue. But if accumulations are to 
grow and production expand, the quantum of the 
accumulation left in the hands of the individual or the 
community must be such that the assets with which the 
weaith is created can be maintained in a condition in 
which they may continue to increase. 

Savings and investment must be encouraged by all 
possible means but without direction of savings into 
particular channels ; the risk differential will operate to 
ensure that available resources will be correctly 
employed. The reactions of the natural laws of supply 
and demand will control the inflationary and defla¬ 
tionary tendencies in the economy and it should not be 
the objective of taxation policy, as distinct from mone- 
tary pohcy, to attempt to regulate supply and demand. 
If the inflationary and deflationary tendencies are 
allowed to adjust themselves, the external balance of 
the economy will automatically find its own level. 

It may be necessary, at times, to resort to controls, 
physical and monetary, but corYtroIs should not be 
regarded as an inevitable constitutent of an overall 
State policy. Controls should be used only to deal 
extraordinary circumstances which have disrupted the 
working of the natural economic laws since they are 
usually too late when imposed or revoked to effect a 
cure. 

'In a country dependent upon exports of primary 
products for its external balance of trade, taxation of 
the exportable product must be such that it is not priced 
out of its markets whether by direct internal taxation 
or by export duties. Export duties may destroy the 
competitive power to sell in world markets. The levy 
of an export duty on commodities which enjoy a monopoly 
or near monopoly in source of supply, (e.g., jute and 
manganese) causes overseas buyers to look for sub¬ 
stitutes or to seek alternative sources of supply. The 
first has happened in the case of jute and the second is 
about to happen in the case of manganese. The 
principle should be to sell at the best price obtainable 
in the export market leaving it to well-organised trade 
associations to adjust their production, selling arrange- 
ments and prices m a market which they understand 
and which, for their own benefit, they will do everything 
to preserve. J s 

, the reduction of inequalities of income and 
wealth is desirable it cannot be a primary objective since 

reduc!d re ° Ver ' a11 living standards may thereby be 

Taxes should be levied over the whole population 

acc ? rdmg t0 ability t0 P ay but in So case sd 

I s J° ™ pal . r mcentive ' A sound tax policy 
will not destroy the incentive to work, to save and to 
invest ; the Indian tax system, in the opinion of the 
Chamber, should be modified in a number of wavs as 

ques C t?onnahe the Chamber ’ s re P ]i es to other parts of the 


Question 2.—What criteria would you suggest for deter- 
mining the equity of a tax system ? How far is it 
possible to secure it in the Indian tax system ? 

Question 3.— Does the Indian tax system conform 
adequately to the principle of ability to pay or do 
you think an extension of this principle is desirable 
and practicable ? If so, in what ways ? 

Question 4.— Differing views have been expresed on the 
extent to which the taxable capacity of various 
sections of the community has been used by the 
Indian tax sysla i. What is your view on the 
subject ? 

A tax system should be simple, plain and intelligible 
to all, whether they fall within its incidence or not; 
the imposts should be easy to calculate and to collect; 
liability should be apparent and determinate : evasion 
should be as nearly impossible as human ingenuity can 
devise. The severity of the levy should not normally 
exceed the revenue needs of the State and capital under¬ 
takings should normal y tie financed by loans. Schemes, 
however presently desirable, must tic carefully co¬ 
ordinated to available finances whether from taxation 
or loans. 

So long as incomes from agriculture are exempted 
from charge to income-tax it cannot be said that the 
system conforms adec uately to the principle of ability 
to pay. An extension of the principle is to that extent 
at least desirable anc practicable. 

The present tax system in India developed during 
times when ease of collection was undoubtedly the para- 
consideration. That resulted in a concentration 
'■be tax burden o;i the salaried classes, trade and 
industry. The agricultural and industrial labouring 
classes were disproportionately poor and were largely 
untaxed except in so far as indirect taxes on consumable 
articles (e.g., salt and kerosene) affected them. Agricul¬ 
tural land-owning classes were not subjected to income- 
tax because they paid land revenue which was subject 
to periodic revision at fairly long intervals. In some 
t>tates_ even land revenue was fixed (Permanent Settle¬ 
ment in Bengal and Orissa). The revenue payable was 
in any ease based on an average computation of the 
value of the land and otherwise took no account of the 
value of the produce Horn year to year. The re¬ 
distribution of wealth caused by the effects of war 
on world conditions has resulted in a much greater 
proportion of the national income finding its way into 
the pockets of both tk e labouring classes and the agricul- 
tural popuiation. The latter class have been benefited 
by the. rise in the irices of primary products which 
have risen proportior ately more than the cost of living 

iess U marked aS ’ The :ffect on industrial labour has been 

, Tbe f, ise in P r , ict r ! of primary needs (food, clothing 
and fuel) resulted in labour unrest but, by wage in¬ 
creases, industrial awards transferred a larger pro¬ 
portion of the purchasing power of the country to the 
hands of labour. Industrial labour, which now receives 
about four times tie wages formerly earned is still 
largely unaffected bj taxation which fails mainly upon 
the salaried classes whose incomes are not adjusted in 

hit ? a T e r iT 10 - In \ he result the incidence of taxation 
has fallen disproportionately on the middle class urban 
population. 

T , be , n ? ed , ?°c development and social services has 
felted in higher taxation much of which has not 
touched large sections oi ihe population. The major 
portion oi tax revenue is to be raised in indirect form 
Wh ° , ar ? ta ? c ' d °n y indirectly. The revenue 
levels expanded only by raising their consumption 

incomes which have hitherto escaped 
snould also be ena \ged to income-tax equitably with 
incomes from other sources. 

During and aftei the war, there was clear need to 

i a , su , b , st f t a ! proportion of the inflationary 
p Q®T tlal r t0 bud e id the level of direct taxation was 
raised. A combination.of high prices and high taxation 
des . troye d the e bility to save ; personal savings in 
middle-income groc ps have reached vanishing point 
In upper-income groups constituting an infinite small per- 


hfPiwP P f +J“! e Population, the super-tax limits are so 
ThonPuf H? elr sa Y} l es nave also considerably declined. 
The limit of capacity has been reached. 

Question 5 .—The proportion of tax revenue to national 
income m India is considered small relatively to 
several other countries. Do you think this pro- 
portum can be raised, and, if so, what tax changes 
would you suggest for the purpose ? 
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Revenue can only come from a surplus over subsis¬ 
tence. This surplus in India is much smaller than in 
other countries and therefore a comparison of the pro¬ 
portion of national income taken by taxation in India 
with that of other countries is invidious. The propor¬ 
tion of taxation to the national income can _ only be 
raised by increased production resulting in a higher per 
capita income. 

Question 6.—Do you think that the relative place of 
direct and indirect taxes in the Indian tax system 
is satisfactory ? 

All direct taxation is contributed by only about 
800,000 of income-tax assessees, representing three in one 
thousand of the population. There will be a healthier 
ratio between the two when the number of persons 
contributing in direct form is increased as a consequence 
of raising living standards. 

Question 7.—Do you consider that non-tax revenues are 
likely, in future, to occupy a more important place 
than hitherto in the public revenues of India ? If 
so, please state the sources of non-tax revenue you 
have in view and indicate to what extent they may 
be expected to contribute to the public exchequer. 
It is declared policy that State enterprise should., 
subject to the limitations of a mixed economy, operate 
in a wider field, and accordingly it is reasonable to 
suppose that if efficiently conducted and intended _ to 
produce revenue it will make a larger contribution which 
will however, be in part oilset by a loss of revenue from 
the sphere of private enterprise where that has been 
intruded upon. 

Question 8.—Do you agree with the view that receipts 
from particular taxes should not, as a rule, be 
funded or ear-marked for specific purposes ? 

The Chamber is generally opposed to an appropriation 
of tax receipts to expenditure for specific purposes since 
that may result in uneven and inequitable expenditure 
or its non-use. 

Question 9.— Do you think that it is desirable, under 
certain conditions, to levy cesses for special 
purposes '! 

It is not desirable to levy cesses for special purposes. 
There are special cesses levied on sugarcane, tea, 
rubber and other commodities, the income from which 
is earmarked for specific purposes such as research 
and development. Very littie has been spent for the 
specific purposes and substantial portions have been 
diverted to general revenues. A clear example can be 
found in the case of cess on sugarcane, which is collected 
by U. P., Bihar and Bombay. Collections under the 
li. P. and Bihar Cess of 3 annas per maund (15 per cent, 
of the cost of cane) amount to over Rs. 30 crores while 
the sums spent on cane development have been negli¬ 
gible. In 1948-49 the U. P. Government spent only Rs. 37 
lakhs out of Rs. 3T7 crores collected while in 1949-50 
the Bihar Government spent only Rs. 13 lakhs out of 
Rs. 70 lakhs collected. 

It is still less desirable to levy a cess to subsidise 
another branch of the same industry, thus increasing 
the cost to the consumer. 

Question 10.— State undertakings, commercial indus¬ 
trial, etc, are coming to play an increasingly im¬ 
portant part in the economy of the country. Have 
you, from the point of view of their significance as 
a source of revenue, actual or potential, any com¬ 
ments or suggestions to make on matters such as the 
further extension of State undertakings and their 
policies in regard to pricing, in so far as these may 
be relevant to tax policy ? 

The relevance of State undertakings to tax policy 
can only be considered in the context of the economy 
contemplated by the Planning Commission, namely a 
mixed economy in which the public and the private 
sectors function side by side, fit follows, therefore, that 
if there is to be a correct appreciation of the con¬ 
tribution which these undertakings are making or can 
make to the financial resources of the State, they should 
be taxed on the same basis as private enterprise and 
their accounts should be kept accordingly. 

State undertakings must therefore function in all 
respects on the same terms and conditions and in the 
same ‘ milieu ’ as private undertakings. This is par¬ 
ticularly important when, as in India, the spheres in 
which State undertakings operate do not cover the 
totality of a particular industrial field. Thus, whereas, 
for example, the State is engaged in a particular branch 
of the pharmaceutical industry, sharing the field with 
private enterprise, it is essential that the bases of com¬ 
putation of costs should be the same in order that com¬ 
parable price policies may be followed. The same 
applies to State-owned collieries and power supply cor¬ 
porations which operate side by side with private enter¬ 
prise of the same kind. 

The operations of State undertakings must in all 
respects conform to normal commercial practice ; they 
should be subjected to the same tax burdens as similar 


units operating in the private sector; their accounts 
should be subjected to the same scrutiny by the Income- 
tax Department, and their balance-sheets should be 
available to the representatives of the proprietors (i.fi., 
the Legislature) in the same way as are those.of private 
enterprise. In any other condition the Legislature is 
prevented from exercising proper control and there is 
danger that uneconomic activities will be concealed by 
hidden subsidies. 

Question 11. —Would you suggest that the net surplus 
earned by State undertakings should accrue to 
general revenues or be carried to a fund for 
financing projects of development or be re-invested 
in the undertakings concerned ? 

The State is entitled to receive only the net surplus 
available after meeting taxation and making such appro¬ 
priations as would be considered necessary by a com¬ 
parable unit operating in the private sector. The entire 
surplus should not be transferred to general revenue 
nor to a fund for financing other projects. No cor¬ 
poration operating in the private sector disburses its 
total earnings in the form of dividends. Such a policy 
would inevitably lead the undertaking into difficulties ; 
there is no reason why a State undertaking should not 
set aside reserves against future contingencies and for 
development simply because the method by which its 
capital is raised ( i.e ., by a vote of the Legislature) is 
different from that to which a private enterprise must 
have resort. The funds of the enterprise should be 
employed only for its own development. 

Question 12.— In examining the incidence of taxation 
on various classes of people, which of the following 
factors, singly or in combination, would you suggest 
as the basis of differentiation :— 

(a) income 

(b) occupation 

(c) rural or urban residence ? 

Is there any other basis which may be considered ? 

Income levels alone should be the criterion in 
examining the possible incidence of taxation by Central 
and State Governments on various classes of people. In 
respect of taxation by municipalities or local boards, 
the criterion will normally be the services rendered. 

Question 13. —Do you think that the burden of the 
present tax system Central, State and Local —is 
fairly distributed among — 

(a) various classes of people ? 

(b) different States 1 

The burden of the present tax system, Central, Slate 
and Local, is not fairly distributed amongst various 
classes of people and between different States. In the 
case of Central taxation, the agricultural income is not 
brought within charge to income-tax which is imposed 
on non-agricultural income exceeding Rs. 4,200 and the 
privy purses of ex-rulers of Indian States are exempt. 
As a result of the existing burden of taxation coupled 
with the rise in the cost of living middle-income groups 
are left with relatively much less real income than the 
other two groups. 

In the case of State and Local taxation there is a 
great disparity between different regions. Moreover, it 
must be pointed out that a State that collects higher 
taxes does not necessarily offer proportionately higher 
benefits to its people. 

Question 14. —Have shifts in the distribution of income 
in the community in recent years altered the relative 
incidence of taxation on various classes of people ? 
If so, to what extent ? 

The ground seems to have been covered in our replies 
in earlier questions. 

Question 15. —Do you think that the cost of compliance 
with tax regulations adds materially to the burden 
of taxation ? If so, in respect of what taxes ? 
Please give details. 

The tax laws are complicated and the personnel 
employed in their administration inadequate and fre¬ 
quently inefficient. The cost of compliance does add 
materially to the burden of taxation; for employment 
of considerable personnel is required, in effect reducing 
the surplus available for taxation and consequently 
increasing the tax burden. 

The cost of compliance with Customs and import 
regulations is increased by reason of the lack of co¬ 
ordination between the classification of items under the 
Indian Customs Tariff and the Import Trade Control; 
much time is expended in resolving these differences. 
There is wide scope for simplification and clarification 
in this field. 

The resolving of varying interpretations of the Sales 
Tax Act in different States puts an appreciable financial 
burden on those concerned and particularly on cor¬ 
porations resident in one State but trading all over India 
who are called upon to file statements and produce 
account books before various State authorities. Town 

13 A 
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Duties and Octroi require an administrative expenditure 
which adds materially to the cost of production. 

The cost of compliance with a complexity of tax 
regulations adds materially to the burden of taxation, 
particularly in regard to the maintenance of elaborate 
records and accounts to meet the requirements ot : — 

(i) complicated and involved tax legislation ; 

(ii) varying regulations between different autho¬ 

rities in the methods of assessment; 

(iii) the untrained personnel responsible for their 
administration. 

Question 16 .—Do the benefits accruing from public 
expenditure have a bearing on a consideration of 
the burden of taxation ? If so, how would you take 
this into account in considering the burden of 
Indian taxation ? 

Where an increase capable of assessment accrues as 
a consequence of the expenditure, as in the case of 
irrigation, it would be appropriate to recover a part of 
the income through taxation. 

Question 17 .—Do you think that the tax burden weighs 
particularly heavily on any individual industry or 
occupation ? If so, please furnish the Commission 
with the evidence on which you rely. 


Only when it is clear that the taxes at the existing 
rates are being effectively collected should any increase 
be considered, subject to the law of dimimsmng retums. 

Fresh taxes should be resorted to only when all 
possible methods of broadening the coverage of the 
existing taxes have been explored or to take cognisance 


Question 20.— Under the Five-Year Plan the public 
sector is expected to undertake a larger investment; 
an important place is also assigned to the private 
sector in the development programme. How would 
you devise a tax policy suitable to the development 
programme of the country in both sectors ? 


Question 21 .—What part can tax policy play in stimu¬ 
lating capital formation in the private sector con¬ 
sistently with the needs of the public sector . 


There is a limited pool of available resources for 
which the public and the private sectors must compete. 
So long as the incentive to produce and to save is 1 ° vel ': 
borne by rates o taxation which a, o considered 
oppressive both sectors of the economy will finance 
schemes for development only with difficulty. The in¬ 
centive must be increased by tax relief which will 
create savings exceeding the immediate loss of revenue. 
Reference may be made to the Chamber’s submissions 


made at Part II. 


The tax burden falls particularly heavily on the 
professional class who are denied the benefits of incor¬ 
poration and consequent capital development through 
profit retention, and whose provision for retirement and 
succession must be found from income taxed at high 
rates. Reference may be made to the Chamber’s reply 
to Question 65 at Part II. Another example of dis¬ 
proportionate taxation is the trade in wines and spirits. 

Question 18 .—What role would you assign to taxation 
vis-a-vis various types of borrowing in finding the 
additional resources required for the development 
programme of the country ? 

Ideally where schemes of development are under¬ 
taken for lasting benefit not only for the present 
generation but also for coming generations some balance 
must be struck between the resources to be obtained 
through taxation and through borrowing so that the 
present generation bears only its appropriate share of 
the cost. 

In present circumstances the Government’s policy 
seems to be to obtain as much money as possible through 
taxation because of its anti-inflationary character and 
because the response from the capital market to the 
borrowing programmes of Central and State Gov¬ 
ernments has not been up to expectations. That is to 
say what is not given voluntarily by subscription to 
loans is taken through taxation. If the borrowing pro¬ 
gramme can be adopted to mobilising savings which 
to-day do not flow into the regular investment channels, 
then the present practice of obtaining funds through 
taxation for long-term projects could and should be 
modified. 


Question 22.—(i) Is there evidence for the view that the 
rate of private capital formation in the community 
has been lower in the last few years as compared to 
the pre-war period ? What factors, in your opinion, 
account for the iecline ? 

(ii) Has there been a shift in recent years in the 
sources of capital formation in the private sector 
as between individuals, corporations, and other 
institutions ? 

In the absence of reliable data there is no evidence 
to show that the rate of private capital formation is 
lower ihan in the pre-war period although it is clear 
that there has been £ substantial decline in the number 
of issues for public subscription made since 1946. The 
increase in the volume o£ industrial production would, 
however, appear to support the view that there has been 
a corresponding increase in capital formation in the 
private sector which may very well have been larger 
but for Government policies with particular reference 
to control and regulation, nationalisation, labour and 
imports. Governmen policies apart, the uncertain 
supply position and the high cost of capital equipment 
has been a deterent 3 actor, as also the partition of the 
sub-continent. 

There has been a shift in net income distribution. 
Middle and uper-middle income groups have little or 
no savings whereas only institutional and corporation 
savings from profit retention are available for 
investment. 

Question 23.— Do you think that tax relief in respect of 
persons in the naddle-income group would assist 
the growth of savings or mainly promote 
consumption ? 


Question 19 .—In maximising the resources required for 

the financing of development, what degree of im¬ 
portance would you assign to : 

(a) economy and rationalisation in expenditure, 

(b) prevention of tax avoidance and tax evasion, 

(c) higher rates of existing taxes, 

(d ) fresh taxes, 

(e) development of non-tax revenues ? 

The burden of taxation should not retard the pro¬ 
cesses of development and the administrative machinery 
must be competent to collect the taxes levied ; the pre¬ 
vention of tax avoidance and evasion must occupy a 
place of first importance in measures for maximising 
the resources required for development For, if evasion 
is resorted to on any wide scale the result must inevitably 
be that the taxing authority will seek to increase the 
burden of taxation still further in order to make up 
the shortfall. A snowball effect will result, so that in 
the end the burden of taxation will retard the pro¬ 
cesses of development. 

In order that tax avoidance and evasion be reduced 
to a minimum, it is essential that the tax laws be 
simple, intelligible and precise ; that those administering 
the laws treat assessees with sympathy and under¬ 
standing and last, but by no means least, that assess¬ 
ment work be speedy and up to date. None of these 
conditions obtains to-day with the result that appre¬ 
ciable sums which should have reached the exchequer 
have not, and are not likely to do so. The need for a 
revitalising of the administration cannot be too heavily 
emphasised. 

Once the taxable capacity has been determined and 
the tax collected, it follows that there should be strict 
economy and rationalisation in expenditure. The 
subject is entitled to the utmost care and economy in 
the expenditure of his contribution to the revenue. 


The middle-incom; group includes what were 
formerly known as the lower and upper-middle classes 
both of whom by tradition were accustomed to save. No 
saving is now possiblt either because of the high cost 
of living or of high taxation or a combination of both. 
In any event the incentive to save has been at least 
partly destroyed. At the bottom of the scale there is 
a psychological reluc.ance to save so littie that it 
seems not worthwhile. At the other end the net return 
from the saving’s investment is not adequate compen¬ 
sation for self-denial £ nd the risk of capital. If there 
is a worthwhile saving and a reasonable net return 
from its investment there will be no substantial increase 
in consumption. 

Question 24 .—The Plai ning Commission have given an 
estimate of the rate of progress in regard to national 
income and consumption standards on the assump¬ 
tion of 50 per cen . of the additional output going 
into investment each year after 1956-57. What 
measures in the field of taxation are necesary if this 
assumption is to be realised ? 

A substantial part of the value of the additional out¬ 
put must necessarily be retained and go to increase the 
standard of living of persons who now make little or no 
contribution to revenue through either form of taxation. 
The remainder will accrue to persons and corporations 
whose increased contribution to revenue will auto¬ 
matically follow. Many in the first class may contribute 
through irrigation and betterment levies but it would 
not be unreasonable to increase or extend such indirect 
taxation as affects or will affect this class. 

Question 25 .—Do you accept the view that some 
regulation of consumption standards is desirable as 
a means of releash g larger resources for develop¬ 
ment ? If so, what part, in your view, can tax policy 
play in this process ind what should be the relative 
role of direct and indirect taxes in achieving the 
purpose ? 
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While it is desirable that the largest possible pro- 
>ortion of resources should be available for deyelop- 
nent an increase in consumption may also be desirable 
.vhere the standard of consumption may be judged to 
:e too low. Impetus is thereby added to production, 
if denied the incentive to work may be impaired. 

Question 26. —How far can tax policy help to promote 
the efficiency of the productive system ? Do you 
think that multiplicity of taxes in India in respect 
of the same commodities and their lack of unifor¬ 
mity from State to State affect the allocation of 
resources in the community and hence the efficiency 
of the economy ? Have you any suggestions for 
the rationalisation of the country’s tax structure in 
these respects ? 

Any productive system is just as efficient as the tax 
po’icy will allow. Reference is frequently made at 
other parts of the Chamber’s submission concerning the 
need for a reduction of the multiplicity of taxes and a 
uniformity of tax rates and their point of incidence 
throughout the Union. 

Question 2 7.— How far in your view could the tax 
system be used to secure any order of priorities in 
the development programme in the private sector ? 
The question suggests a taxation differential for 
certain industries. Such a differential already exists 
through Sections 15C and 56A of the Income Tax Act. 

It is the Chamber’s opinion that any increase in produc¬ 
tion is to be encouraged. There should be no 
differential. 

Question 28.— What are the possibilities and limitations 
of tax policy as an instrument for economic 
development :— 

(a) by influencing over all demand, 

(b) by reducing consumption and unessential 

investment, 

(c ) by positive inducements for desirable investment, 

( d ) by redistribution of incomes. 

The overall demand may be increased by a lowering 
of indirect taxation and consumption reduced by its 
being increased. 

Unessential investment is best. regulated through 
monetary controls so that only desirable investment is 
permitted and encouraged through a reduction in direct 
taxation, although the relief must extend also to 
existing industry. A tax policy operating as an instru¬ 
ment for economic development must necessarily tend 
to increase inequalities of income. 

Question 29. —How would you assess the scope and 
efficacy of tax policy as compared to monetary 
policy and direct controls as an instrument of 
planned economic de velopment in India ? 

A judicious blend of tax and monetary policies is the 
only means by which planned economic development 
can be promoted. Without savings, a monetary policy, 
with its concomitant controls, can produce nothing. 

The instrument of direct controls should be used 
only to ensure equitable availability of essential com¬ 
modities at times when the operation of the natural 
economic laws has been disrupted by extraordinary 
circumstances. 

Question 30.—Do you think that the present tax system- 
in India makes for a reduction in inequalities of 
income and wealth ? 

Question 31.—What modifications in the tax system 
would you suggest for securing a larger degree of 
economic equality, consistently with maintaining the 
incentives to capital formation and higher pro¬ 
duction ? 

Question 32.—What place would you assign to public 
expenditure as compared with the tax system in 
achieving a greater measure of equality of income ? 

The present tax system goes too far to reduce in¬ 
equalities of income and wealth. Such is the way to 
economic suicide, for it reduces the industrious subject 
to the common level, hn order to secure a larger degree 
of economic equality the overall living standard is to 
be raised through increased production in a condition 
in which there is incentive to work ; the modifications 
necessary are discussed by the Chamber’s submission in 
reply to Part II of the questionnaire. 

Public expenditure may include the cost of social 
services, having the effect of raising the standard of 
living but not of equalizing incomes. In the Chamber’s 
opinion there is no substitute for the tax system as the 
instrument by which a greater measure of equality of 
income is to be achieved. 

Question 33. —Have you any changes to recommend in 
tax policy in relation to the investment of foreign 
capital in India ? 


It is prerequisite to the attraction of foreign capital 
that 

(a) India should negotiate and conclude agreements 
for the avoidance of double taxation with the principal 
exporting countries ; 

(b) the status of the corporation tax is rendered less 
nebulous by its being credited as a payment of income 
tax made on behalf of the shareholder ; 

(c) the rate of tax suffered by foreign capital on 
profits, interest and royalties should be no greater than 
that imposed on Indian capital; the tax on dividends 
payable by Indian companies to foreign shareholder- 
corporations should be reduced by the allowance of the 
maximum corporation-tax abatements; 

(d) section 23A of the Income Tax Act should not 
apply to a subsidiary or sub-subsidiary of a foreign 
company in which the public are substantially 
interested. 

Question 34. —Article 269 of the Constitution enumerates 
the following taxes which may be levied and 
collected by the Union but the proceeds of which 
are to be assigned to the States ; 

(a) duties in respect of succession to property other 

than agricultural land ; 

( b) estate duty in respect of property other than 

agricultural land ; 

(c) terminal taxes on goods or passengers carried 

by railway, sea or air; 

(d) taxes on railway fares and freights; 

(e) taxes other than stamp duties on transactions 

in stock exchange and future markets; 

(f) taxes on the sale or purchase of newspapers and 

on advertisements published therein. 

How do you assess the possibilities of adding to the 
country's tax resources in respect of the above 
items ? 

Question 35. —Other possible ways of adding to tax 
receipts which have been suggested are taxes on 
capital, reintroduction of the salt duty, surcharges 
on land revenue, betterment levies, agricultural 
income-tax, social security taxes and modification 
of the policy of prohibition having regard to the 
directive principles of the Constitution. What are 
your views regarding the desirability and the 
probable scope of each of these forms of taxation? 
Question 36. —Do you consider it desirable and feasible 
to levy a tax on unearned increments in value of 
land and other property as a result of public 
projects of development ? 

Question 37.— What measures ivould you suggest for in¬ 
creasing the receipts from existing sources of 
revenue ? 

Question 38. —What other new sources of taxation can 

you recommend ? 

The Estate Duty Act recently passed by Parliament 
dearly carries a potential for increased revenue. 
Reference may be made to the Chamber's submissions 
made in reply to other question concerning possibilities 
for additional revenues. The possibility of raising 
revenue through State lotteries was considered and 
rejected some years ago. The potential for increased 
revenue and the saving of the cost of enforcement upon 
resiling from or modifying the policy of prohibition 
adopted toy a number of States is obvious. 

Question 39.—To what extent and as regards what 
taxes should the powers of the Centre to impose 
surcharges under Article 271 of the Constitution be 
used ? 

The Centre should impose surcharges only as may be 
absolutely necessary, and then so that they are operative 
only until the next following 1st April. 

Question 40.— What are the scope and limitations of tax 
policy as an instrument for dealing with inflationary 
or deflationary situations in Indian conditions ? 

In a country whose economy is highly developed tax 
policy can be used as an instrument for dealing with 
inflationary or deflationary situations. But in Indian 
conditions there are serious limitations to the use of 
direct and indirect taxes for their correction. During 
the past decade both direct and indirect taxes were 
used to counteract inflation. Direct taxation was raised 
to a maximum but there was considerable tax evasion. 
Direct taxation in any event affects only a fraction of 
the population, whereas inflationary pressure arises 
from all incomes. 

Indirect taxation as, for example, the multipoint 
sales tax is very definitely inflationary. In a de¬ 
flationary condition, however, a reduction in indirect 
taxation will reduce costs, thereby increasing con¬ 
sumption and stimulating exports. But it has been 
found by experience that fiscal considerations do not 
permit rapid adjustment in taxation, especially in de¬ 
flationary conditions, when revenues from other sources 
are declining. 
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Question 41.— In countering inflationary or deflationary 
conditions in the economy, what part would you 
assign to changes in the folowing: 

(a) direct taxes, 

(b) indirect taxes — 

(i) import duties, 

(ii) export duties, 

(iii) excise duties, 

(iv) sales tax ? 

Until the per capita income is higher and many 
more incomes can be brought within the compass of 
direct taxation, its raising or lowering can have little 
effect on inflationary or deflationary conditions. 

Indirect taxation is a potential for the correction 
of inflation only when jimposed at rates causing !a 
diminution in returns. Any reduction in indirect 
taxation must tend to correct deflation. 

Question 42.—To what extent is it possible to increase 
the inherent capacity of the tax system to counter¬ 
act inflationary or deflationary conditions in the 
economy ? 

In a country where so many live so closely to the 
subsistence level the tax system has barely any potential 
for the control of inflation or deflation. 

Question 43.—What are your views in regard to the 
relative importance of public expenditure policies 
in moderating the forces of inflation and deflation in 
Indian conditions ? 

Public expenditure, whether in the sphere of develop¬ 
ment works or social services is too inflexible an instru¬ 
ment for the effective control of inflation. Neither can 
be readily abandoned or curtailed. On the other hand, 
expenditure on planned public works may be under¬ 
taken as a corrective to deflation. 

Question 44.—Apart from using tax policy to counter 
inflation or deflation in the economy as a whole, 
would you suggest tax changes for dealing with the 
effects of rising or falling prices on particular 
groups of tax payers or sectors of the economy ? 
Quite clearly the effects of rising or falling prices on 
particular groups of taxpayers may be offset by adjust¬ 
ment of the rates of direct taxation at the appropriate 
levels. Similarly the incidence of indirect taxation may 
be increased or reduced by an adjustment of the levies 
imposed on different sectors of the economy. 

Question 45.— How do you assess the present situation 
in regard to the strength of inflationary or de¬ 
flationary influences and what adjustments, if any 
in taxation are indicated in the light of your views ? 
Much of the excess liquidity generated during the 
period of war and in the immediate post-war period 
has been removed. Present high prices, particularly 
of basic necessitities of life like foodgrains, are the 
result of an increase in consumption and of recurring 
shortages ; as a consequence the cost of living remains 
at an unduly high level. The existence of inflationary 
pressures is not thereby necessarily proved ; there is a 
lack of balance between demand and supply of the 
necessities of life. Many economic processes show signs 
of slackening activity; growing unemployment is a 
definite sign of the presence of deflationary influences. 
Owing to the high cost of living and the high incidence 
of taxation, both direct and indirect, personal incomes 
as well as corporate profits have been reduced. That 
will further accentuate the downward trend in the 
economy. Taxation reliefs will go some way to 
correcting the position. 

PART II—DIRECT TAXES 

INCOME-TAX 

Question 46.— Do the provisions of the Income-tax Act 
(Sections 4A and 4B ) regarding the determination 
of residence of various asses sees, viz., individual, 
Hindu undivided family, firm, association of persons 
and company, require any modification ? In parti¬ 
cular, what is your view regarding the retention of 
the category described as “ not ordinarily resident ” ? 
Persons technically ‘ resident ’ or ‘ not resident ’ in 
the taxable territories may at the same time be ‘ not 
ordinarily resident ’. Falling into this third category 
are those whose way of life does not mainly or normally 
lie in the taxable territories. Subject to certain excep¬ 
tions they are free from charge to the tax in respect of 
foreign income There seems to be no reason to abolish 
the category although a clarification of the language of 
its definition is desirable ; the freedom from charge is 
equitable enough and is not inconsistent with the posi¬ 
tion in other countries. 

On the other hand the States are now merged in the 
taxable territories of India and there appear to be 
logical grounds for the proposition that the category 
may reasonably be extended to a company technically 


resident only according to alternative (b) of the defini¬ 
tion of residence of a company at section 4A (c). 
Income accruing or arising abroad not received in the 
taxable territories would be taken out of charge to the 
tax in the case of a company not wholly controlled and 
managed in the axable territories but whose whole 
profits are now brought within charge by the artifice 
of the definition’s alternative which is contrary to inter¬ 
national usage and in effect gives the statute extra¬ 
territorial jurisdiction although under sanction of the 
law. 

The employee of foreign enterprise, whose stay in 
the taxable territories extends beyond the limitation of 
the exemption period prescribed at section 4 (3) (xiv) 
but for less than 182 days in any year, in respect of the 
period by which his stay exceeds 90 days but is less 
than 182 days, or a person coming to India to take up 
employment in a trade or business in the taxable terri¬ 
tories, in respect of a year in which he has not been in 
the taxable territories for 182 days, is to be taxed as a 
non-resident. In case he exercises the option provided 
for at section 17(1), he is to be charged to the tax on 
income accruing, arising or received in the taxable 
territories at the rate applicable to his total world 
income. A person may be not resident and at the same 
time not ordinarily resident but the benefit of the status 
of being not ordinarily resident is denied, by reason of the 
provisions of section 17(1), to the two types of persons 
described. That benefit is enjoyed by persons who have 
come to India for employment or business but whose 
stay has extended to 182 days but not to two years in 
all. There is not such a degree of difference in status 
between the class of person entitled to the exclusion 
from total income of income accruing or arising abroad 
and the class of person not so entitled ; it is thought 
specific provision may be made so that the person who 
has come to India for employment or business and not 
merely on a casual visit may also enjoy the benefit of 
the not ordinarily resident status for so long as he is 
in the taxable territories for less than two years. 

Question 47.— Does, the definition of “ income ” (section 2 
( GC)) require any modification ? 

Section 2 (6C) is not a definition of income nor is an 
exhaustive definition of the term possible. The section 
merely seeks to ascribe the character of income to cer¬ 
tain incomings both real and notional not normally fall¬ 
ing within its conception. What is or is not otherwise 
income must always be a question of law. Reference 
is made at other p iris of this submission to the dividend 
inclusion in income and to the need to bring incomes 
from agriculture within charge to the tax. Subject 
thereto the definition requires no modification except¬ 
ing only to include the notional income to be computed 
according to the prescription at the fourth proviso to 
section 10(2) (vii). 

Question 48.— Are there any receipts or gains which are 
not taxed at present but which, in your opinion, 
should be taxed and vice versa ? In particular, 
what is your view regarding the taxing of capital 
gains ? 

The context of ‘ income ’ at section 2 (6C) of the Act 
includes everythin!, that is or may reasonably be deemed 
to be income. 

Income is a proper subject of taxation ; the tax on 
income is general, y accepted as the most equitable of 
all taxes. Only when all proper subjects of taxation are 
exhausted must the State resort to the taxation of 
improper subjects. 

According to Mills, there is no tax which is not 
partly paid from what would otherwise have been 
saved ; no tax, the amount of which, if remitted, would 
be wholly employed in increased expenditure, and no 
part laid by as an addition to capital. All taxes, there¬ 
fore, are in some sense partly paid out of capital; and 
in a poor country it is impossible to impose any tax 
which will not impede the increase of the national 
wealth. 

A tax on a capital gain is bad in a condition in which 
all of the ordinary kinds of income are taxed to the 
limit of the capacity of the subject leaving no margin 
for savings. 

A capital gain of the kind taxed in the years 1947-48 
and 1948-49 may ii any event be purely illusory in the 
sense that it may be subsequently lost. If that happens 
and losses are to be carried forward only, not back¬ 
wards, or no gain equal in its amount accrues within 
the period of limilation the tax is in effect a surcharge 
on the tax impose i on ordinary kinds of income. 

Question 49. —Hav 3 you any comments on the present 
position regarding taxation of profits, which accrue 
or arise abroad, on their repatriation to India ? 

The total incorr e of a person resident in the taxable 
territories includes 

(a) income accruing or arising abroad during the 
previous year; 
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(b) income which accrued or arose aboard between 
1st April, 1933 and the commencement of the 
previous year which is brought into or 
received in the taxable territories during the 
previous year ; 

subject to the exclusion of Rs. 4,500 having accrued or 
arisen but not remitted. 

The Act has recently been amended so as to exclude 
from total income remittances made out of income which 
accrued or arose abroad between 1st April, 1938 and the 
commencement of the previous year 

(a) unconditionally in his 1951-52 and subsequent 

assessments in the case of a person who was 
not resident in two out of three years 
immediately preceding the previous year ; 

(b) with conditions in the case of a person resident 

not entitled to the benefits of (a). 

For so long as incomes accruing or arising abroad 
attract the tax on both bases (i.e., accrual and remitt¬ 
ance) and the assessee cannot be certain that his identi¬ 
fication of remittance with the corresponding income 
will be accepted by the revenue or indeed the income 
will not be twice taxed there is a psychological impedi¬ 
ment in the way of the remittance of foreign profits 
whether ordinarily or under the provisions intended to 
encourage it. India could with advantage adopt the 
U. K. basis of charge if capital is to be attracted; the 
emphasis is appropriately on the word ‘ capital ’. Only 
remittances should attract the tax and then only limited 
to the foreign income ; remittances subsequently made 
from funds derived from an income source which has 
ceased should he treated as capital. 

Question 50.— What change, if any, is called for in the 
definition of ‘dividend’ (section 2 (6A) ) ; e.g., in 
relation to ‘ bonus shares ’ ? 

Sub-clauses (c) and (d) of the definition constitute 
a negation of the axiom that saving is a virtue and of 
the principle that whatever is saved has become capital; 
it may be observed that it was not thought fit in the 
United Kingdom to deny that principle following appeal 
court decisions against the revenue on question con¬ 
cerning the character of a distribution of assets in a 
winding-up. The tax is a tax on income ; any attempt 
to expand the plain or judicial meaning of the word is 
an offence against the fundamental canon of income 
taxation. The subject is to yield to the State only the 
fruit of the tree, not the tree itself. 

The corporation tax is in reality a super-tax on 
profits saved or retained which are accordingly twice 
taxed by the definition’s artificial device. At the very 
least there should be a spread-over of the charge to the 
tax. The period of six years prescribed at the proviso 
to sub-clause (c) could be appropriately adopted for 
that purpose. 

This Chamber is strongly opposed to any proposal to 
extend the definition to include what is commonly 
known as an issue of bonus shares. By their issue 
nothing is added to the wealth of the shareholder ; on 
the contrary the intrinsic value of each unit in his 
original holding has, by the act of converting the saved 
or retained profits, been reduced. And in any event 
these profits have already virtually borne super-tax. 

Question 51. — Do the provisions of the Income-tax Act 
relating to the taxability of non-residents through 
their business connections in India in respect of 
income deemed to accrue or arise within the taxable 
territories (Sections 42 and 43 of the Income-tax Act) 
affect adversely the interests of persons engaged in 
foreign trade ? If so, what modification would you 
suggest in these sections ? 

The question is concerned only with the trading acti¬ 
vities of a non-resident, not with any investment he may 
have made in India. 

Under Section 42 (1) income, profits or gains accruing 
or arising, whether directly or indirectly, through or 
from any business connection in the taxable territories 
are to be deemed to be income accruing or arising within 
the taxable territories. The section enlarges the scope 
of the statute ; by an artificial device it brings within 
charge to the tax income which, according to normal 
concepts, would otherwise not be taxable. In most other 
countries the income of a non-resident from business is 
taxed only if a trade is exercised within the country so 
that profits in fact accrue from the trade so exercised. 

The third sub-section to section 42 is designed to 
exempt from charge to the tax so much of the profits of 
the non-resident as are attributable to the operations of 
the business (in respect of which there is held to be a 
connection in the taxable territories) not carried out in 
the taxable territories. In case goods are manufactured 
abroad for export to India, the sub-section goes some 
way to restore parity with the taxing laws of other 
countries but only some way. 


Under English law if contracts which entitle the per¬ 
son making them to receive profits are habitually made 
in the United Kingdom by or on behalf of a non-resident, 
he is so exercising a trade in the United Kingdom, even 
though the fulfilment of the contracts takes place wholly 
or in part abroad. On the other hand, if the contracts 
are made abroad, the mere fact that they have been 
secured through canvassing done or that help has been 
given in the negotiation and execution of the contracts 
by an agent resident in the United Kingdom does not by 
itself constitute the exercise of a trade. The English 
courts find unacceptable the argument that a trade is 
exercised in the country in a case where the non-resident 
habitually employs agents to obtain orders and transmit 
them abroad for execution. 

The words ‘ business connection ’ have been accep¬ 
tably defined to mean a continuity of relationship in a 
profit-making association. It is thought that in case that 
continuity of relationship exists between a non-resident 
and a resident to whom has been ceded the sole right 
to purchase for re-sale in India at his own risk the goods 
of the non-resident, the selling organisation of the 
resident can be held to exist for the purpose of selling 
the goods of the non-resident. As a consequence the 
act of the resident who canvasses the re-sale of the goods 
for his own account and risk may be held to be an 
operation of the business in respect of which there is 
held to be a connection between resident and non¬ 
resident, so long as there is an exclusive arrangement 
between the two persons, the third sub-section may not 
altogether exempt the profits of the non-resident from 
charge to the tax although all other operations includ¬ 
ing the making of the contract, the giving of delivery 
of the goods and the receipt of payment are carried out 
elsewhere than in the taxable territories. 

The mere maintenance of a purchasing agency or 
branch in England does not constitute the exercise of 
a trade. It has been held in India, on the other hand, 
that where there is a regular agency established in 
India for the purchase of the raw materials required 
for manufacture and sale abroad there is a business 
connection in India and a portion of the profits of the 
non-resident attributable to the purchase of raw 
materials in India by the agent will attract the tax. 

The fiction of India's section 42 is out of accord with 
the laws of other countries. It creates an artificial or 
notional basis for charge to the tax not easily under¬ 
stood elsewhere. It is not possible, however, to gener¬ 
alise in reply to the question as to whether or not the 
interests of persons engaged in foreign trade are 
adversely affected. 

In the import field smaller traders have lost foreign 
business connections who preferred to abandon the 
trade rather than submit to assessment in India. In 
the case of more substantial business, non-residents 
usually submit to the process of assessment although 
not without exception and not always without surprise 
and resentment. The conclusion that prices are 
increased against India to cover the tax not relieved by 
the exporting country is inescapable. In its application 
to imports section 42 may be thought to be justified by 
revenue considerations but it would seem doubtful 
whether the net accretion, taking account of the increased 
cost of imports, can be substantial. 

So far as concerns exports the Department of 
Economic Affairs of U. N. O. reported in 1950 that 
exemption from certain taxes is in most countries the 
norm for goods sold for export and cites examples of 
exemptions from taxes on manufacture, turnover, sales, 
luxuries and excise. 

It cannot be assumed that the levy of income-tax, 
actual or potential, on a proportion of the foreign 
customer’s profits operates so as to cause him to buy 
elsewhere or to reduce the price he is able or willing 
to pay. Much depends on other duties the traffic may 
have to bear and on alternative profit possibilities. 
There is no certainty that exemption from the tax 
would stimulate exports. 

The objectionable feature of this particular legisla¬ 
tion is the responsibility for payment of the tax put 
upon the person held as an agent under section 43. 
Only in exceptional cases is he able to recover the tax 
paid out of assets of the non-resident under the protec¬ 
tion of the indemnity provided to him at section 65. 
His situation is frequently made the worse because the 
non-resident refuses to co-operate in securing a proper 
assessment and the agent is not able to bring the evid¬ 
ence necessary under section 2(6) for the grant of a 
declaration that the non-resident is a company. In the 
result, the total world income of the non-resident and 
his profit margin are estimated ; the assessment is made 
at the rates applicable to an association of persons. In 
such cases the Department is not sympathetic and the 
estimates of total world income and of profit margin are 
not conservatively made. Interest chargeable under 
section 18A(8) is added although the person treated 
as an agent under section 43 may have had no warning 
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of his impending responsibility at 15th March of the 
previous year and he is in any event in no position to 
tile an estimate of the non-resident’s profits for com¬ 
pliance with section 18A(3). 

In such cases there is real hardship and adversity 
to the persons engaged in foreign trade to the extent 
that the carrying on of their business is attended by 
constant apprehension. There are no means by which 
the business may be arranged so as to keep the non¬ 
resident entirely out ot charge to the tax. If the provi¬ 
sions of sections 42 and 43 are invoked will the non¬ 
resident co-operate in discharging his liability under 
what he regards as an unusual and unjust tax law ? 

The revenue would undoubtedly suffer if the Indian 
trader were relieved of his responsibility for payment 
of the tax. Any sanction imposed, in the alternative, 
upon the traffic between the resident and non-resident 
would be still more unpopular and would not perhaps be 
practicable upon a relaxation of existing controls. 

Under English law, not only must the trade be 
exercised in that country ; there must also be a person 
chargeable to the tax. The parties are able to arrange 
the course of conduct of the business, e.g., as between 
principals, so as to keep the non-resident out of the 
charge. As may be seen from the case law on the sub¬ 
ject, however, not all of England’s foreign trade avoids 
the tax. Nor would all of India’s foreign trade if the 
English law were adopted. That appears to be the only 
possible remedy. 

The second sub-section of section 42 requires no 
amendment. The substance of that sub-section is 
embodied at section 37 of the English Act of 1951. 

In the alternative to adopting the U. K. law, sections 
42 and 43 may be amended so as to define a business 
connection in the language of the United Nation’s Model 
Convention for the Avoidance of Double Taxation 
according to which a non-resident person shall not be 
deemed to have a business connection in the taxable 
territories unless he maintains therein a branch, man¬ 
agement, factory, or other fixed place of business. An 
agent in the taxable territories for a non-resident per¬ 
son shall not be deemed to be a business connection 
unless he has and habitually exercises a general 
authority to negotiate and conclude contracts on behalf 
of the non-resident of keeps a stock of merchandise from 
which he regularly fills orders on his behalf. A non¬ 
resident person shall not be deemed to have a business 
connection in the taxable territories merely because he 
conducts business dealings through a bona-fide broker 
or general commission agent acting in the ordinary 
course of this business as such. A fixed place of busi¬ 
ness or an agency maintained by a non-resident person 
solely for the purchase of goods within and conversion 
or sale without the taxable territories shall not be 
deemed to be a business connection. 

Question 52. —What modification would you suggest in 
the definition of “ agricultural income ” (section 2 
(1) to avoid the contingency of the same income 
being taxed by the Central Government as well as 
the State Governments, e.g., in respect of income 
from forests, dividends from agricultural companies, 
etc.? 

It is the opinion of this Chamber that the scope of 
the Income-tax Act should be extended to incomes from 
agriculture and the requisite amendment of the Con¬ 
stitution and of the Act be undertaken accordingly. 
That being so, the Chamber submits no other reply to 
this question. 

Question 53. —Are you in favour of integrating agricul¬ 
tural income with non-agricultural income for rate 
purposes ? If so, which of the following methods 
would you advocate: 

(i) Aggregation of agricultural and non-agricul¬ 

tural incomes only under the State Acts ; 

(ii) Aggregation of agricultural and non-agricul¬ 

tural incomes only under the Central An; 

(iii) Aggregation of agricultural and non-agricul¬ 

tural incomes both under the State and the 
Central Acts ? 

Please discuss the administrative, contitutional and 
other problems that are likely to arise if any 
of the above alternatives is adopted. 

The question of integration for rate purposes arises 
only so long as agricultural incomes as defined at 
section 2(1) continues to be exempt from the tax. In 
the alternative to extension of the scope of the Act 
so as to bring agricultural income within its charge, no 
variant of the methods of aggregation postulated is 
logical. Any one of them must otherwise result in the 
virtual imposition of an additional tax on the agricul¬ 
tural income of the subject who has non-agricultural 
income also and must accordingly operate to the advant¬ 
age of the subject whose only income is from agricul¬ 


ture. In the opinion of this Chamber nothing short o: 
extension of the scope of the Act to incomes from agri¬ 
culture can result in an equitable distribution of the 
tax burden. 

Question 54. — Would you recommend the abolition, by 
a suitable amendment of the Constitution, of the 
distinction between agricultural and non-agricul¬ 
tural incomes and the taxation of both types of 
income, aggregately under a Central Act. 

The Todhunter Committee of 1924-25 closely examined 
this question and concluded that there was no historical 
or theoretical justification for the continued exemption 
from the income-tax of incomes derived from agricul¬ 
ture. There were, however, administrative and political 
objections to change at that time. Dr. R. P. Paranjpye 
by his separate minute expressed the view that it was 
not possible to delay indefinitely the consideration of 
the vested interests created by the permanent settle¬ 
ment of Bengal and the consequent exemption of con¬ 
siderable incomes from taxation. The Hon’ble Sardar 
Jogendra Singh was of opinion that, if the burden (of 

taxation) were to be equally distributed . the land 

tax must come under the Income-tax Act. The fusion 
would take time. 

The administrative difficulties referred to by the 
Todhunter Committee are not 28 years later apparently 
of such significance as to deter certain States from the 
exercise of their rights under the Constitution. Nor 
apparently has it been found that the political objections 
are insuperable and it may be observed, in passing, that 
the constitutional right has been exercised in parts of 
India where objection to it was likely to be most vocal. 

A tax offends against the canon of equality if its 
burden is not shared by all in proportion to the income 
enjoyed by each under the protection of the State. A 
tax on income should be a tax on every income. This 
Chamber accordingly recommends the abolition of the 
distinction between agricultural and non-agricultural 
incomes and the taxation of both types of income aggre¬ 
gately under the act. 

Question 55. — Is the treatment given to irregular and 
fluctuating income in the present law satisfactory ? 
In particular, should any changes be introduced — 

(i) to average income over a number of years 

where receipts are irregular and fluctuating ; 

(ii) to spread lump sum receipts over a number of 

years ? 

The special provisions recently made for royalties 
or copyright fees go as far as meantime appears neces¬ 
sary for the relief of income of the kind. 

By a recent amendment of the Act death-cum-retire- 
ment gratuities paid by Central Government or a State 
Government are entirely exempted from charge to the 
tax. It is thought that is not a new exemption but the 
amendment merely gives statutory effect to an exemp¬ 
tion always enjoyed by certain civil servants sanctioned 
only by undisclosed convention. Gratuities paid to the 
employees of private enterprise attract the tax as they 
should ; their exemption also not correct the position. 
It is, however, suggested that the spread-over relief for 
such gratuities usually granted und'er section 60(2) 
should likewise be given statutory effect and they be 
taxed by the inclusion in total income over a period of 
eight years by equal instalments. 

Question 56.—Do you think the present provisions 
regarding exemption of charitable and religious 
trusts need any modifications ? 

The Chamber makes no reply to this question. 

Question 57.—(i) Should the business profits of co¬ 
operative enterprises, which are now exempt, be 
charged to income-tax and super-tax ? If so, should 
co-operative societies be treated as companies or 
should a lighter levy be imposed ? In case the 
exemption is continued, should it be restricted to 
certain categories of co-operative enterprises ? 

(ii) Do you agree with the view that the income 
derived by co-operative housing soeities by way of 
rent should not be treated as income from property 
assessable to income-tax ? Would you, in this 
respect, differentiate between tenant co-partnership 
housing s oceties and other types of housing 
societies ? 

(iii) It has been suggested that there are divergent 
decisions by different income-tax authorities in 
respect of assessment of income of co-operative 
societies from sources other than business. If this 
is so, please indicate such decisions and the mea¬ 
sures you would suggest to secure uniformity in 
assessment. 

No consideration of the advantages accruing from the 
institution of co-operative principles or of the admitted 
merits of co-operative societies is necessary nor indeed 
does the question require such a consideration. The 
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Central Government and at least the Bombay and 
Madras State Governments have legislation in force 
designed to facilitate the formation of co-operative 
societies. These co-operative societies are intended to 
promote thrift and self-help among agriculturists, 
artisans and persons of limited means with common 
economic needs and so to create better living, better 
business and better methods of production. It must, 
presumably, be left to the Executive to see that proper 
use is made of the various co-operative Societies Acts. 
In Bombay, for example it is pre-requisite to registra¬ 
tion of a co-operative society that it is formed for the 
object of promoting the economic interests of its mem¬ 
bers in accordance with its co-operative principles. The 
expression “ co-opretaive principles ” is not defined ; it 
is the duty of the Registrar to be satisfied that the pre¬ 
requisite is present. 

Co-operation as represented by the co-operative 
society differs basically from capitalism as represented 
by the joint stock company inasmuch as while co¬ 
operation recognises that capital is entitled to a fair 
interest it refuses to admit any other right attaching to 
its possession, more prtaicularly a claim to a controlling 
voice in the enterprise. It is essentially a type of 
organisation for those with common economic needs and 
it may well be said that (again assuming there is pro¬ 
per executive control over the formation of and adminis¬ 
tration and membership of co-operative societies) it 
would defeat the very objects of co-operation to levy 
taxes upon the societies. On the other hand, it can 
be argued that there is no need and that it is not desir¬ 
able to give co-operative enterprises as full an exemp¬ 
tion as they now enjoy. 

By a Notification issued in 1925, the profits of any 
co-operative society, other than the Sanikatta Salt 
Owners Society in the Bombay Presidency, for the time 
being registered under the Co-operative Societies Act 
1912, The Bombay Co-operative societies Act, 1925 or 
The Madras Co-operative Societies Act, 1932, or the 
dividends or other payments received by a member of 
any such society out of such profits are exempt from 
both income-tax and Super-tax but are to be included 
in the total income of the member. By an explanation 
to the Notification it is provided that the exemption 
does not extend to (a) income from securities taxable 
under Section 8, (b) income from property taxable 
under Section 9, (c) dividends or (d) income taxable 
under Section 12 as income from other sources. 

The Present principles of income-tax made applicable 
to mutual concerns would apply to co-operative societies 
(even if no specific exemption were given) and a co¬ 
operative society would be exempt from tax on its 
so called profits in proper circumstances. Trading pro¬ 
fits would not, however, be exempt. 

The exemption given by Government to dividends or 
other payments received by a member of any such 
society out of its profits does not appear truly to derive 
from the principles of co-operation and might be with¬ 
drawn but presumably the loss of revenue, having regard 
to the income of the type of person concerned, is 
extremely small. 


ciples applicable to the taxation of mutual concerns 
which definitely differ from propositions previously laid 
down by certain Indian High Courts, e-g. The English 
& Scottish Joint Co-operative Wholesale Society Ltd. 
Vs. Madras Income-tax Commissioner (3 !l. T. C. page 
385). 

Question 58.— Are you in favour of continuing the com- 
cessions given to new industrial undertakings under 
section 15C of the Income-tax Act? Have initial 
and extra depreciation allowances made the con¬ 
cessions practically infructuous ? If so, what are 
the directions in which the provisions of this section 
should be modified ? 

These criticisms lie against section 15C and these 
remedies suggested:— 

(a) if it is designed to increase production the con¬ 

cession should extend to existing undertakings 
as does section 56A; that may be done at 
little cost to the revenue since new production 
will usually be subsidised by old ; the difficulty 
of application is not insuperable; 

(b) the concession may be rendered infructuous by 

the initial and additional depreciation allow¬ 
ances which are not in themselves a con¬ 
cession but they are virtually interest-free 
loans; the undertaking should have the 
option to postpone the claim to these allow¬ 
ances at least until the expiration of the five 
year period; in the alternative the grant of 
the concession may run from the year in 
which assessable income first appears ; 

(c) the revenue is committed to the principle that 

the exemptions in each year should extend in 
the aggregate to 30 per cent, of the capital; 
there is no certainty of benefit within the 
five year period whether that runs from the 
commencement of manufacture or from the 
beginning of the year in which an assessable 
income first appears and so the limitation may 
be removed, restricting the concession to 
6 per cent, in each year subject to a maxi¬ 
mum of 30 per cent. 

Question 59.—A suggestion has been made that banking 
profits of foreign branches of Indian banks should 
be given concessional treatment for tax purposes in 
order to encourage the opening of branches abroad. 
What are your views ? 

All business not only that of banking, should be 
encouraged to extend the scope of its operations to 
foreign countries. A special case may be made for 
banking on the grounds that it cannot easily compete 
with institutions already established abroad but the 
same may be said of insurance or, indeed, any other 
business. Exports of goods and services would be 
stimulated if the foreign profits of business resident in 
the taxable territories were taxed at lower rates but the 
concession must necessarily apply only to profits brought 
in. The possibilities of a shift of capital and a diversion 
of profits are obvious. Checks would necessarily be 
employed. 


There is no reason why business profits of co-opera¬ 
tive enterprises should continue to be exempt from 
income-tax and super-tax except in so far as they would 
in any event be exempt having regard to the principles 
applicable to mutual associations. As regards the rate 
of tax, they should be treated on the same footing as 
companies, because, having regard to the source, there 
is no reason for any distinction. In case the exemption 
is continued it should be restricted to categories of co¬ 
operative enterprises which are quite clearly associa¬ 
tions of poor persons formed for their common economic 
good. 

There is no reason why there should be any exemp¬ 
tion from charge to the tax under section 9 of the Act 
in the case of co-operative housing societies. There is 
no exemption now and, while it may be an excellent 
thing that persons who are perhaps unable to build 
individual dwelling places should associate themselves 
for the purposes of building and maintaing dwelling 
houses more economically, there is no reason why they 
should not pay income-tax on the annual value of such 
property in the normal way. There is no ground for 
any differentiation between tenant co-partnership, hous¬ 
ing societies and other types. 

It is not known what are the divergent decisions in 
respect of the assessment of the income of co-operative 
societies from sources other than business referred to 
but, even with the present exemption, the question of 
applying the general principles governing mutual con¬ 
cerns to co-operative societies still arises in the case of 
co-operative societies register abroad, or for the pur¬ 
poses of deciding whether the surplus accruing to a co¬ 
operative society is to be included in its total income to 
determine the rate of tax applicable to its total Income; 
in the case of The English & Scottish Joint Co-operative 
Wholesale Society Ltd. Vs. The Commissioner of Income- 
tax, Assam, the Privy Council laid down certain prin- 
1 tec/55 


Question 60.— Should any liberalisation be made in the 
present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds ! 

Although the general price level and consequently 
vages have multiplied in the meantime the exemption 
imit has in the individual case remained static at one- 
iixth of total income subject to a maximum of Rs. 6,000 
since 1939. The value of the abatement, which is for 
ncome-tax only, was actually reduced in 1950 when 
here was a reduction in income-tax rates, slightly off¬ 
set in 1951 and subsequent years when the 5 per cent, 
iurchage was imposed ; and it may be noted that earners 
n the upper-income brackets were doubly penalised in 
1950 when the revenue loss of income-tax was recouped 
tv a cnrresDonding increase in the super-tax rate. 


All of the arguments favouring a substantial increase 
in the abatement are so widely known as not to require 
repetition. Attention is, however, directed to the find¬ 
ings of the recent U. K. inquiry into the quantum and 
effect of the investment of insurance companies funds. 
Insurance companies are the largest investors in 
Government loans and in addition invest a substantial 
part of their funds in private enterprise which they do 
not seek to control. The State enjoins on the subject 
the need to save but Pelion in the shape of higher rates 
of taxation coupled with reduced reliefs is piled on the 
Ossa of higher living costs ; there is no margin for sav¬ 
ing and indeed the incentive to work and to save is 
destroyed. There is no better form of saving than that 
which is canalised to State loans and private enterprise 
through insurance companies and provident funds ; that, 
once embarked upon, it acquires an element of com¬ 
pulsion makes it better still. This is a wrong to be 
righted as quickly as possible. There must be a sub¬ 
stantial degree of liberalisation. 
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Question 61.—(i) Do you favour the grant of larger 
depreciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they 
be given — 

(a) by larger depreciation allowances on new 
assets ; 

(b) by revalorisation of existing assets; 

( c) by treating the excess of replacement cost 

over original cost as revenue expenditure ; 

(d) by any other method ? 

(ii) What is the justification for assistance from 
public resources to certain classes of tax-payers 
only by way of covering partially the excess of re¬ 
placement cost over original cost of old assets? 

(iii) In case adequate justification exists for assis¬ 
tance by Government in the form of tax concessions 
to meet the situation, what safeguards should be 
prescribed to see that the funds so made available 
are utilised for the purposes for which they are 
intended. 

Although most o t the damage caused by inflation has 
been done and cannot easily be undone, there is still a 
strong case for increased depreciation allowances. 

The cost of buildings, plant and machinery during 
the eight or nine years preceding 1939 were relatively 
stable. During the war costs increased steadily but there 
were price controls and in any case new buildings, plant 
and machinery were not readily acquired. After 1945 
costs increased very steeply until well into 1952. A pre- 
1939 cost index of 100 increased in 1945 to 175 and in 
1953 to over 300. In the result, industry which has 
depreciated fixed assets on the basis of pre-war cost and 
based the prices of its products accordingly, has dissipated 
assets and lost capital. 

Prudent industry has included in costings a depre¬ 
ciation charge based on the replacement cost of assets 
and has built up depreciation reserves. That, however, 
is not sufficient; a further provision must be made to 
cover the excess of the cost of replacement over original 
cost so that, in addition to a depreciation provision equal 
to the full book value of the assets, there is a further 
reserve for replacement. 

That procedure, provided profits permit, would set 
aside the finance necessary for replacement in due 
course if it were not that taxation confiscates about half 
the provision made in excess of the standard income-tax 
wear and tear allowances which are based rigidly on 
original cost and diminish progressively being calculated 
on written-down values. In that condition, in order to 
provide fully for the replacement at present day prices 
of an asset purchased in 1939, industry must reserve or 
write off six times the normal depreciation. One half 
is taken by tax leaving as net provision three times the 
original cost to cover the inflation factor and provide a 
reserve for future replacement. Not all industry is in 
a position to provide out of profits depreciation and fixed 
assets replacement reserves at six times original cost ; 
as a result capital has been dissipated over the years 
since 1939. 

Most of the damage has been done and it would not 
now be financially possible, even if the principle were 
accepted, for the revenue to make good the excess tax 
collected. The finance necessary for replacement has to 
be found from other sources (additional capital from 
share-holders or the public or bank borrowing) in cases 
where adequate reserves have not been made in the 
past. The position could even now be remedied to an 
extent if there were depreciation allowances based on 
the replacement cost of assets. That would best be done 
by means of a revaluation but the difficulties of such a 
procedure, coupled with the possibilities of dishonest 
practices, would make detailed revaluations impracti¬ 
cable. In any case, the records of many concerns would 
not provide sufficient data. It should, however, be 
possible to base a relatively simple formula on the 
assessment record. Thus 

(1) the value of assets purchased up to 31st Decem¬ 

ber 1940, as shown by the income-tax returns, 

should be trebled ; 

(2) the value of assets purchased between 1940 and 

1945 should be doubled ; 

(3) the value of assets purchased between 1946 and 

1949 should be increased by 50 per cent. 
From the aggregate so ascertained should be deducted 
the total depreciation allowed in taxation assessments to 
date and a revised written-down value derived, on which 
to allow future depreciation. 

In the alternative the existing written-down values 
could be increased by the same factors instead of apply¬ 
ing them to original cost. 

Any allowance by itself, in whatever form, does not 
entirely meet the case. Capital has already been dis¬ 
sipated by a combination of inflation and confiscatory 
tax. The problem now is to find the finance for the 
replacement of assets. Initial allowances, although in 


effect only interest-free loans, taken in conjunction with 
a revaluation on the lines indicated would be a great 
help. The finance must be found. But that would 
derive from the reliefs arising out of the initial allow¬ 
ances following the replacement of the assets. To this 
end, the initial allowances should be as high as revenue 
can afford. Even an initial allowance of 100 per cent, 
(t.e., treating the replacement costs as revenue expendi¬ 
ture) would not be out of the way considering the 
present difficulties of certain industries. 

The treatment as revenue expenditure of the excess 
of replacement over original cost would probably be 
impracticable ; in view of technical developments it Is 
very unlikely that an asset purchased 20 years ago 
would be replaced by an exactly similar asset. 

The justification for assistance from public resources 
lies in the damage that has been done to the industrial 
structure by the combination of inflation and taxation 
of profits necessarily reserved. Plant wears out and 
has to be replaced ; even buildings in time have to be 
replaced, although admittedly there is less justification 
for particular consideration in the case of buildings. 
Other classes of taxpayers are not in the same case at 
all. Even though there may have been a time lag, the 
effects of inflation in the case of other taxpayers have 
been off-set by larger emoluments. 

Any form of concession introduced may be condi¬ 
tioned by requiring its investment or deposit with a 
scheduled bank pending its reinvestment for the purpose 
for which it is intended. 

Question 62.— Are any changes called for in the classi¬ 
fication of assets for purposes of depreciation, rates 
of depreciation and methods of computing the 
allowances ? 

No change appears to be called for in the classifica¬ 
tion of assets for the purposes of the allowance for 
depreciation. It is the general consensus of opinion 
that the rates are too low for application to the written- 
down value. Slightly lower rates applied to original 
cost would be preferred. The objection to the basis of 
original cost on account of the difficulty of annual 
identification of the asset is not entirely valid. When 
the asset is sold or scrapped the year of its being brought 
into use is to be determined for the purpose of comput¬ 
ing the balancing charge. Attention is however directed 
to the difficulties of the electricity supply industry by 
reason of the different statutory rates of depreciation 
prescribed under the Income-Tax Act and under the 
Electricity (Supply) Act, 1948. 

Question 63.— Should any tax concessions be given to 
encourage development of mineral resources ? If 
so. What form should they take ? In particular. 
should depletion allowance on wasting assets be 
allowed ? How should it be computed for different 
kinds of assets you have in view ? 

The Acts provisions relating to the taxation of 
income from mining are in accord with the principle 
that the cost of raw material for conversion by a manu¬ 
facturing process is a revenue expenditure but the cost 
of the mining site or the right to mine is an expendi¬ 
ture of capital just as much as the cost of machinery 
or buildings. 

The provisions of section 56A may reasonably be 
extended to any enterprise engaged in the development 
of mineral resources. In addition there should be pro¬ 
vision for allowance of the amortization of the cost of 
mining rights and other expenditure of a capital or 
quasi-capital nature not entitled to any allowance for 
depreciation. 

Question 64.— In what form would you provide for 
personal and family allowances — 

(i) exempting the first slice of income from tax; 

or 

(ii) providing specific allowances for family ana 

dependents ? In the case of (i), do you con¬ 
sider that the first slice —Rs. 1-1,500 — should 
be revised ? In the case of (ii), what treat¬ 
ment would you give to the Hindu undivided 
family ? 

The present individual exemption limit of Rs. 4,200 
is excessive, judged only by India’s general standard of 
living. Judged otherwise, as by political considerations 
or difficulties of assessment and collection, it may be 
expedient. However that may be the need for personal 
and family allowances is adequately taken care of by 
the absence of charge on the first Rs. 1,500 and by the 
imposition of less than the standard rate of tax on 
incomes not exceeding Rs. 15,000 in a country where 
marriage is almost universal and large families the rule 
rather than the exception. 

Question 65.— Should the present law regarding admis¬ 
sible expenses (section 10(2)) be altered ? If so, 
please indicate, with reasons, the items of expenses 
(i) which are not now admissible but, in your view, 
should be admissible and (ii) which are now 
admissible but, in your view, should not be admis¬ 
sible. 



The expenses to be admitted in computing the profits 
of a business, profession or vocation are specified at 
clauses (i) to (xv) of the second sub-section. After 
providing for certain expenses which by their special 
character require separate specification, general pro¬ 
vision is made for any expenditure (not being in the 
nature of capital expenditure or personal expenses of 
the assessee) laid out or expended wholly and exclusively 
for the purpose of the business, profession or vocation. 

It has not been found necessary, practicable or expedient 
to attempt a specification of all the kinds of expenditure 
to be allowed and indeed, if that were attempted, there 
would be no end to discovering that something had 
been omitted. 

In general, there are two kinds of expenditure, capital 
and revenue. Capital expenditure is to be disallowed 
but, whereas the section provides for the annual allow¬ 
ance of the loss in the value of buildings, plant, 
machinery or furniture by depreciation and all expendi¬ 
ture truly of a revenue character is to be allowed there 
is another kind of expenditure for which, by reason of 
its quasi-capital character, there is no allowance either 
upon its being laid out or over the period of years to 
which the expenditure may be related. There is an 
exception to that general rule. Specific provision is 
' made for the allowance of expenditure incurred on 
research even if that expenditure is of a capital nature. 

The post-war establishment and development of a 
number of industrial units has been made possible by 
association with industry in other countries. The 
foreign industrial unit has been established for many 
years and is possessed of all of the technical knowledge 
which the industrial unit in India is to acquire, alter¬ 
native to its ready-made purchase, only by much 
expenditure on research and costly experiment or by 
the employment of foreign technicians. A number of 
such units have accordingly contracted with foreign 
industry for the grant of a licence to manufacture and 
the provision of technical assistance. The consideration 
paid for that licence and that assistance is described by 
the revenue as an expenditure for enduring benefit, a 
description having no legal sanction. In the event, the 
expenditure is disallowed although so much as was 
estimated to be attributable to the cost of the continuing 
technical assistance has been allowed in appeal in one 
case and the department has not contested the decision 
of the appellate authority. 

The licence to manufacture is granted for a limited 
period of years, which may be as short as five, after 
which it may be revoked. Its cost is just as much an 
expenditure laid out or expended wholly and exclusively 
for the purpose of the business as is the cost of research. 
At the least it is entitled to the same treatment. 
Because of its quasi-capital character, being a fixed sum 
paid in cash or by a free allotment of shares, its allow¬ 
ance is inadmissible under clause (xv) of section 10(2). 
The Legislature have thought fit to make specific pro¬ 
vision for the allowance of expenditure of a capital 
nature on scientific research; the like provision should 
be made for the cost of a licence to manufacture with 
which is combined technical assistance related, however, 
to the term of the contract under which it is paid. 

There are other kinds of expenditure of a quasi¬ 
capital nature for which specific provision should be 
made including the cost of mining rights to which 
reference is elsewhere made and a premium paid for 
the lease of land or of buildings. 

In a reference made under section 66, the High Court 
may make an order as to costs. The Income-Tax 
Appellate Tribunal has no such discretion nor has the 
Appellate Assistant Commissioner. On the other hand 
the costs incurred by the assessee in taking an appeal 
are not admissible as an expenditure. The revenue 
point of view that the Department bears its own costs is 
irrelevant; the tax-payer provides the revenue and so 
in effect bears the costs on both sides. Provision should 
be made for the allowance of the assessee’s costs in 
the same ratio as his success in appeal. 

In a state of inflation and increased taxation there 
is little or no individual saving. As consequence the 
practice of rewarding the services of executives by the 
provision of a retirement benefit has become almost 
universal. The executive may be a member of his cor¬ 
poration-employer in which case the retirement benefit 
serves to augment savings made through profit reten¬ 
tion. The cost is an admissible deduction from pro¬ 
fits for the purpose of income-tax assessment usually 
under the sanction of section 58R. In case the whole 
cost is borne by the employer, there is no conflict with 
the provisions of section 15 by which the exemption of 
provident fund contributions and life insurance pre¬ 
miums is-restricted. 

Individuals or partners in firms who are members 
of professional bodies engaged in the practice of a pro¬ 
fession are denied the advantages of incorporation and 
of saving through profit retention. They suffer the 
double disability that, not being employees, as are the 
executives of a corporation, the cost of provision of a 
retirement benefit is not an admissible deduction in 


income-tax assessment. Nor can they realise the value 
of goodwill acquired by purchase or created by hard 
work since high prices and high taxation leave no sav¬ 
ings in the hands of their successors to pay for it. In 
the result persons with professional qualifications now 
prefer employment in business or industry ; in the next 
generation only those temperamentally unsuited to 
business or industry or who have inherited means or for 
whom the work is a vocation rather than a profession 
will be found in the practice of the professions. That 
is already the position in England and in the U. S. A. 

Any logical basis for the distinction no longer exists 
in a condition in which the professional man’s remunera¬ 
tion, after deducting his expenses and taxation, is only 
a living wage ; but the distinction subsists only because 
he is a casual worker not in the service of any one 
employer. That is no warrant for its continuing. Pro¬ 
vision should be made in the assessment of incomes from 
the professional for the deduction of the cost of pro¬ 
viding retirement benefits. The savings in a private 
company through profit retention may extend to some 
22J per cent, of income. The allowance for which 
provision should be made may extend to one-third of 
the income so as to include also the cost of contributions 
to an approved superannuation scheme. 

The section calls for no amendment so far as con¬ 
cerns expenses which should not be allowed. 

Question 66.—(a) Are you in favour of combining 
income-tax and super-tax into a consolidated levy ? 

(b) What are the merits or demerits of such a 
step from the point of view of (i) assessees (ii) 
administration ? 

(c) Are you satisfied with the degree of progres¬ 
sion in the present rate structure (both income-tax 
and super-tax) especially in regard to its economic 
effects ? 

(d) In case you consider a change is necessary, 
what alternative rate structure wOuld you recom¬ 
mend ? 

(e) Should the rate of surcharge levied under 
Article 271 of the constitution also be graduated ? 

The questionnaire has elsewhere invariably referred 
to the super-tax on companies as the corporation tax. 

It is assumed that this reference is made to the super¬ 
tax on personal incomes only since also the corporation 
tax is not shared with the States and accordingly must 
continue to be a separate levy. 

There appears to be no great objection to a consolida¬ 
tion of the two taxes and in fact their combination is 
desirable if those reliefs presently granted in respect of 
the income-tax only were then to abate the consolidated 
tax. The consolidation would in a number of ways 
reduce clerical work in the administration without 
reducing essential statistical data. 

The degree of progression in the super-tax scale is 
too steep. At the lower end of the scale no savings are 
left to a large class accustomed to save and to invest 
in government loans and industry. At the other end, 
the microscopic net return does not warrant putting the 
capital at risk. At the same time the super-tax exemp¬ 
tion limit may be too high in a poor country. Those in 
the range of Rs. 20,000 to Rs. 25,000 receive the full 
benefit of the allowance for earned income and are per¬ 
haps in a relative sense least taxed as a consequence. 

No criticism lies against the degree of progression 
in income-tax rates which, combined with the exemption 
limit, takes care of those factors for which no specific 
allowance is made. If, however, the expenditure of the 
State is to be financed not entirely by taxation but also 
through savings and if conditions in which industry may 
look to public subscription to provide funds for its 
expansion are to be re-created, there must be a less 
rapid progression in the super-tax incidence. In the 
suggested scale the first Rs. 20,000 would be exempt, the 
next Rs. 5,000 would bear half an anna, the next 
Rs. 5,000 one anna, the next Rs. 10,000 one and a half 
annas, the next Rs. 10,000 two annas ; each subsequent 
Rs. 10,000 up to Rs. 1,00,000 would arise by one anna 
to seven annas and the balance charged at eight annas. 

It is hoped the surchage is not a permanent institu¬ 
tion. It need not be graduated but its incidence should 
be equal in the same proportion as the tax. 

Question 67.— Have you any change to suggest in the 

exemption limit for individuals (Rs. 4,200) and for 

Hindu undivided families (Rs. 8,400) ? 

The present exemption limits are generous if not, 
indeed execessive. While it is desirable that every sub¬ 
ject should contribute according to his means and so 
made conscious of his responsibility to the State (an end 
to be achieved by a lowering of the limit combined with 
levy of a reduced rate of tax on the income brought 
within charge), that may be inexpedient by reason of 
the difficulty of assessment and collection. 

Question 68.—(a) Are you in favour of a distinction 

being made between earned and unearned incomes 7 

What is the economic justification for such a dis¬ 
tinction ? 
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(b) Is the present definition of “earned income" 
in section 2 (6 A A) of the Income-tax Act adequate 
in this respect or would you suggest a,ny modifica¬ 
tion ? 

(c) Should the quantum of relief now afforded be 
extended or reduced ? If so, to what extent ? 

This Chamber approves the distinction between earned 
and unearned incomes, economically justified since it is an 
incentive to work which is the basis of all productivity 
and it affords a measure of recognition of the principle 
that there must be an allowance for the depreciation of 
the capital assets of the earner, i.e., his physical and 
mental capacity to work as well as for expenses of a 
personal character including transport, for which there 
is no other allowance. If the need for a distinction is 
admitted it must logically extend throughout the entire 
range of incomes and abate the super-tax also ; other¬ 
wise it is not what it purports to be but is merely a 
relief given to smaller incomes. It is observed in pass¬ 
ing that the earned income allowance has now been 
increased in the U. K. 

The definition of earned income at section 2(6AA) is 
considered adequate. 

Question 69 .—Have you any changes to suggest regard¬ 
ing the principles followed in valuing stocks of a 
business for assessment purposes ? 

The stocks of a business are to be valued for assess¬ 
ment purposes at either cost or market value whichever 
is the lower. Subsidiary thereto the principle may be 
applied unit-wise in the preparation of the stock inven¬ 
tory. It is thought that if profits are to be correctly 
determined the same mode of valuation must be em¬ 
ployed at the end of each accounting period and accord¬ 
ingly there is no sanction for any variation in practice 
in making a determination of what is cost. There are 
three variants of that practice : 

(a) the average cost of accounting period may be 

taken ; 

(b) it may be assumed that the materials or articles 

remaining in stock are those most recently 
purchased ; or 

(c) it may be assumed that the materials or articles 

remaining in stock are those purchased at the 
outset of the accounting period. 

Prices are now relatively stable ; a consideration of 
the question is perhaps now of more academic than real 
significance. It was not, however, academic in the 
period of inflation which set in in 1938. Prices gradually 
increased until 1945 and increased thereafter with 
greater impetus, aggravated by the outbreak of war in 
Korea. If, however, there is now to be a recession in 
prices as a consequence of more settled world political 
conditions the question may again become of very real 
concern to all business. 

If, when prices are rising, the stock inventory is not 
valued according to the principle that the materials or 
articles most recently purchased are deemed to have 
been first consumed or sold the profit & loss account 
will not, it is thought, disclose the true profit of the 
business. The converse applies equally when prices 
are falling. 

If the original capital is to remain intact the profit 
inclusion in the selling price must be doubled to take 
care of the false profit factor ; the inflationary condition 
is accordingly given added impetus. Reserves may 
admittedly be made although without allowance of any 
income-tax deduction but, the higher the tax, the greater 
the difficulty of preserving the capital intact. 

It is thought that the principle of valuing stocks at 
cost or market value whichever is the lower should 
equitably be rendered less inflexible so as to permit 
a valuation by reference either to average cost or the 
cost of materials or articles most recently purchased or 
the cost of materials or articles earlier purchased, giving 
the assessee the option in each year to employ any of 
these variants. 

Question 70 .—Do you consider that any change is called 
for in the method of assessment of the Hindu 
undivided family ? If so, in what respects ? 

The Chamber makes no reply to this question. 
Question 71. —Should exemption from income-tax be 
allowed in respect of voluntary surrender by 
managing agents of the whole or a part of managing 
agency commission ? What safeguards should be 
laid down against misuse of such a provision ? 

The question is so phrased as to suggest that the 
commission of a managing agent voluntarily waived or 
surrendered is presently included in the managing 
agent’s assessable income and asks what safeguards 
should condition its exclusion if provision is so made. 
The implications, however, seem clear. The commission 
of the managing agent is frequently voluntarily waived 
or surrendered. In the majority of cases that is done 
for good consideration as when the company is in its 
infancy or conservation of its resources is necessary for 
its survival. There may be other cases where there has 


been waiver or surrender and the good consideration 
referred to was not present; the managing agent there¬ 
by avoids both income and super-tax and gains by the 
tax-free increment to the value of his holding in the 
managed company. 

As to whether the commission of a managing agent, 
voluntarily waived or surrendered in whatever circums- 
stances, attracts the tax is a question to be resolved by 
reference to the facts and perhaps not without difficulty. 
The element of receivability must be present and the 
method of accounting employed by the managing agent 
may be significant. However that may be, no objection 
may reasonably be taken if the definition of ‘ income ’ 
at section 2(6C) is expanded to include or the Act is 
otherwise amended to bring within charge to the tax 
the commission of a managing agent voluntarily waived 
or surrendered only to avoid or reduce his own liability 
to the tax. 

Question 72.— On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 
xn the absence of any convention with another 
country income which accrues or arises abroad is 
presently entitled to a unilateral relief. That relief 
does not extend to income which accrues or arises 
abroad but is deemed to accrue or arise in India brought 
into charge to the tax by artificial device of section 42(1). 
So far as concerns this second class of income a non¬ 
resident may get no relief in his own country for the 
tax paid in India ; the aggregate tax incidence may con¬ 
sequently exceed the income. 

Even at the cost of some immediate sacrifice of 
revenue, it is desirable in the long-term interest of 
India’s trade and international relations and as well 
to create a better climate for the attraction or 
foreign capital that double income-tax avodiance agree¬ 
ments be concluded with other countries. Such agree¬ 
ments should be in the form of United Nations Model 
Convention for the Avoidance of Double Taxation 
adopted by members of the Commonwealth, the U. S. A. 
and a number of European countries. 

Question 73.— Is the present law relating to determina¬ 
tion of “ bona fide annual value ” of property and 
deductions allowed from it satisfactory ? If not, 
please give any alternative proposals you have in 
this respect. 

Section 9 charges income from property not occupied 
by the subject for the purposes of any business, pro¬ 
fession or vocation carried on by him the profits of 
which are assessable to income-tax. The income is to 
be notionally determined as the bond fide annual value 
with deducted therefrom certain allowances for repairs, 
insurance, interest or other annual charge, land revenue, 
costs of collection and vacancies. 

The annual value is to be deemed to be the sum for 
which the property might reasonably be expected to be 
let on rent, reduced in case the property is let, by the 
tenant’s liability to taxes levied by any local authority 
borne by the owner notionally determined. 

It may be correc t to hold, as did the Investigation 
Commission, (paras. 336/9), that there can be no allow¬ 
ance for the depreciation of property not occupied for 
business but it is surely illogical to apply municipal 
taxes as a deduction in a determination of the annual 
value having the effect of reducing the allowance for 
repairs, vacancies and possibly collection charges. Nor 
is it logical to fix the deduction for municipal taxes at 
one-half of such taxes or one-eighth of the annual value 
whichever is the less; regardless of the liability of owner 
and tenant respectively for their payment. 

The prescribed allowances should include the muni¬ 
cipal taxes payable by the owner. 

Question 74.— Is any change required in respect of pro¬ 
visions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
ward in case of cessation of business ? 

The period of years over which losses may presently 
be carried forward is approximately related to the 
periodicity of the advance and recession of the trade 
cycle. In theory at least, however, the six year period 
is inadequate ; the profits earned at the outset of the 
cycle’s advance may not cover the losses suffered in the 
first years of the recession. By ordinary standards, 
however, business cannot survive such a condition and 
it may be of no practical consequence that losses can¬ 
not be carried forwi rd indefinitely. 

A loss is to be se off against income under any other 
head in the same year and to the extent it is not so set 
off, it is to be carried forward. In a subsequent year, 
however, it is to be set off only against profits in the 
same business. That is objectionable. There seems to 
be no logical reason why, if a loss in business can be 
set off against income from investments or from another 
business in the year in which the loss is suffered, there 
should be a denial of the principle so far as concerns 
the excess of the loss over income under another head. 
Typical of much business is the company engaged to 



industry and having part of its capital or reserves 
invested. The income from investments is taxed as 
income from securities or from other sources. The 
excess of the loss in business over that other income 
in the year in which the loss is suffered is not, failing 
the facility for a set-off against income from business, 
to be set off against the income from securities or other 
sources in the subsequent year. That position arises 
also in the case of life insurance business whose liabilities 
in its formative years usually exceed the fund and there 
is a deficit. The income from securities required to be 
held under section 27 of the Insurance Act of 1938 to 
cover the shortfall between the assets of the fund and 
liabilities is not income from the business of life insur¬ 
ance but is income from securities. The loss_ of the 
inter-valuation period is not to be set off against the 
income from investments in the subsequent year. 

Income tax is a tax on the person not on business as 
was the excess profits tax. It is the net income of the 
person which is to be taxed. The restriction on the 
carry forward and set off of a loss is an offence against 
the fundamental principles of the taxation of incomes 
and is entirely unwarranted. 

The tax laws of the U. S. A. include provision for 
a carry-back of loss. There is a general desire for such 
a provision in India also but it is thought that the time 
for giving expression to that desire is not now oppor¬ 
tune. The success of India’s Five-Year Plan and the 
hopes business may entertain for a taxation relief in 
this particular form are closely co-related. In case 
there should be a trade recession the absence of revenue 
will prejudice the success of the Plan. It would be most 
unrealistic to contemplate the further embarassment of 
the State in case tax collected in preceding years were 
to be repaid. 

There is, however, a case for a carry-back of loss 
if a business is discontinued. The surplus distributed 
by a liquidator in a winding-up attracts the tax through 
the definition of a dividend if it derives from the profits 
of the preceding six years. In case losses have been 
suffered during the like period resulting in a loss of 
capital there is hardship if these losses are not carried 
back at least to the extent of the capital lost. The sur¬ 
plus in a winding-up is not income excepting by the 
definition’s artificial device. It is part of the proprie¬ 
tors’ capital. If the appropriation of that capital to 
the State revenue is at all warranted, to the same extent 
is a repayment of the tax paid during the like period 
so far as that is related to the capital lost. 

Question 75.— Do the provisions relating to the payment 
of advance tax under section 18A of the Income- 
tax Act need any modification ? 

There is need for amendment of sub-section (2). It 
is open to an assessee to lodge an estimate and to pay 
the tax by equal instalments on such of the prescribed 
due dates as have not expired. The department has 
already by executive instruction extended the date for 
lodging an estimate to enable that to be done even some 
days after a due date and for paying the instalment due 
according to the estimate although the due date has 
passed. That relief was found necessary in case a 
demand made under sub-section (1) was served on or 
so close to the due date as to give the assessee no 
reasonable time within which to exercise his right under 
sub-section (2) ; the relief may be imported into the Act 
by giving the assessee fifteen days from service of the 
notice of demand within which to file an estimate under 
sub-section (2) and the like extension of time for pay¬ 
ment of the instalment. 

Sub-section (6) has recently been amended to give 
the executive power to reduce or waive the interest 
payable by an assessee in such circumstances and in 
such cases as may be prescribed. The intention remains 
undisclosed since there is apparently as yet no notifica¬ 
tion on the point. If at all there is need to relieve 
cases falling under sub-section (6) there is clearer 
need still to relieve certain which fall under sub¬ 
section (8). 

In case a person resident is treated under section 
43 as the agent of a non-resident he is caught by the 
section’s machinery although the section 43 notice was 
not first served on or before 15th March of the previous 
year of assessment. If for example a section 43 notice 
is served for the first time on 31st March, 1953 the right 
to file an estimate of the income of the non-resident 
may have already prescribed at 15th March 1951. 
Although there may have been no reasonable grounds 
for apprehending action under section 43 nor any cer¬ 
tainty as to its outcome if such action were taken, the 
person held as an agent is rendered liable for interest 
from 1st April, 1952 and to penalties under section 28 
in respect of any tax found payable in 1951-52 and 
1952-53. Not only is the onus of discovering new 
section 42(1) assessees thereby in effect transferred to 
the subject but the Statute is in this respect so utterly 
unrealistic as to assume that a section 43 agent is 
able to estimate the income if a non-resident or that 
the non-resident will co-operate in the preparation of 
an estimate in advance of the institution of any proceed¬ 


ings under Section 43. It is apparently the view of the 
department that the estimate may be accurately made 
even without the non-resident’s assistance. Any attempt 
at such an estimate must be pure speculation. 

The section must be amended so, as entirely to 
exclude assements made under sections 43 and 42(1) 
and as well to make the power of substitution provided 
at the third proviso at sub-section (1) (a) mandatory. 

Question 76.— Do the principles underlying the assess¬ 
ment under section 34 of the Income-tax Act need 

any modification ? 

Section 34 was extensively amended in 1939 because 
in its old form it had proved to be very much on the 
side of the evader. The amendment had the approval 
of the honest assessee although it was thought that the 
four years limitation period prescribed for cases falling 
under clause (t>) of sub-section (1) tended to offend 
against the canon of certainty. So long, however, as 
there was no sanction even after further amendment of 
the section in 1948 for revision of an assessment merely 
to correct a mistake in law discovered within the four 
year period there was no great objection to it. Unfor¬ 
tunately, the position has been rudely disturbed by the 
recent decision of the Calcutta High Court in Raja 
Benjoy Kumar Sahas Roy v. C. I. T. reported at (1953) 

24 I. T. R. 70 according to which information as to the 
true state or meaning of the law derived freshly from 
an external source of an authoritative character is 
definite information within the meaning of clause (b) 
of sub-section (1) of the section. If such an interpreta¬ 
tion of the statute was possible before its amendment in 
1948 it is still more so now that definite information 
need not subsequently be discovered. 

The assessee has precisely thirty days within which 
to take an appeal against his assessment. If within 
that time he is not aware of the fact that he has 
grounds for appeal but he is so within one year of the 
passing of the order, he may apply to the Commissioner 
under section 33A(2) for revision of his assessment but 
he has no right of appeal against the Commissioner’s 
order. If the assessee has erred in his view of the true 
state or meaning of the law the remedies available to 
him are exhausted upon the expiry of one year from 
date of the assessment order. 

What are the remedies available to the revenue in 
the same condition ? The Commissioner’s powers of 
revision under the old section 33 were abrogated when 
the Income-tax Appellate Tribunals were set up simul¬ 
taneously with the enactment of section 34 in its present 
from but these were later re-introduced. Under section 
33B the Commissioner may revise an assessment within 
two years of the passing of the order but only in case 
the order is in his opinion prejudicial to the interests 
of the revenue. The assessee admittedly has a right' of 
appeal against the Commissioner’s order under section 
33B but it is objectionable that the revenue should have 
the protection of a two years limitation period while 
the assessee has only one year in which to discover he 
has been over-assessed. The Commissioner cannot 
exercise his powers under the two years prescription in 
favour of the assessee. 

The Commissioner’s powers under section 33B were 
restored because it was thought that re-assessment under 
clause (b) of sub-section (1) of section 34 did not 
extend to a case where the assessing officer had made 
a mistake in law ; certainly not to a case where the true 
state or meaning of the law derived freshly from an 
external source of an authoritative character. Section 
34(1) (b) must now be amended so as to exclude re¬ 
assessment in such a case and its limitation period 
reduced to two years so that the honest assessee may 
the sooner have a certain determination of his liability 
to the tax. At the same time the limitation of time for 
the passing of an order under section 33B must be 
reduced to one year or in the alternative the limitation 
of time under section 33A be increased to two years ; 
the revenue may be expected to know the true state or 
meaning of the law just as well as and no less timeously 
than the assessee. 

Question 77.—What measures would you suggest for 
simplifying the procedure of assessment in order 
to reduce the cost of compliance with tax regula¬ 
tions ? 

The procedure of assessment is not at all complex 
and requires no great expenditure of time or money so 
long as the assessee keeps clear accounts and his return 
of income timeously filed, is accompanied by all neces¬ 
sary supporting data. 

Question 78.— It has been suggested that the Appellate 
Tribunal should have powers to enhance assess¬ 
ments in the same manner as Appellate Assistant 
Commissioners have. What is your opinion ? 

The Commissioner has power to revise an assessment 
prejudicial to the interests of the revenue and in addi¬ 
tion section 34 provide powers of re-assessment which, 
as is now held, extend so as to enable the executive 
to correct a mistake in law. The Appellate Tribunal 
is not an executive authority and it is the final arbiter 



104 


so far as concerns a question of fact. If powers of 
enhancement are given to the Tribunal what provision 
is to be made for an appeal against an order made on a 
question of fact ? There is no merit in the suggestion. 
Powers of enhancement should vest only in the execu¬ 
tive and must be appealable. 

Question 19.—Do you recommend that an element of 
progression should be introduced in the corporation 
tax ? 

Question 80.— Would you advocate different rates for 
different types of corporate enterprises, e.g., 

(i) small industries; 

(ii) cottage industries; 

(iii) private limited companies or what may be 

termed proprietary companies ; 

(iv) holding companies ? 

Question 81. —There is a demand for the exemption of 
intercorporate dividends from corporation tax. Do 
you consider this justified and, if so, why ? 

Question 84. —Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

These are connected questions and are more con¬ 
veniently discussed in the same context. 

The corporation tax is of American origin where it 
was first imposed on corporations possessing certain 
advantages or privileges as a consequence of the con¬ 
ferment of a government franchise or monopoly. The 
profits earned were greater than were required to attract 
capital and to maintain production ; the tax was designed 
to absorb the excess and it was accordingly regarded as 
a tax on surplus. In its contemporary form in the 
U. S. A. it is a tax on capital and on dividends paid and 
it is described at the charging section of Article 9 of the 
Tax Law of the State of New York as a tax payable by 
a corporation for the privilege of exercising its corporate 
franchise. It is not a tax on income. 

There was a tax on corporations in the U. K. from 
1920 to 1924 when it was abolished to further the 
development of trade. While in force it was charged 
at 5 per cent, of the profits of corporations other than 
public utility companies and building societies. 

The tax was first devised when most business was 
carried on with unlimited liability. The corporation, 
it was thought, should be made to pay for the privilege 
of limited liability and juristic personality. Today, the 
corporation is the normal not the abnormal; the limiting 
of liability, the right to sue and be sued in its corporate 
name and the facility of perpetual succession are no 
longer regarded as privileges but they are in fact indis¬ 
pensable to the provision of finance for the promotion 
of trade and industry. 

The Todhunter Committee in 1925 described it as 
an impersonal tax ; they were of opinion that it was 
inequitable that income be taxed twice and recommended 
that the exemption limit be abolished and that 
thereafter the corporation tax should be allowed as a 
deduction in the income-tax assessment. 

According to Article 366(6) of the Constitution the 
corporation tax means any tax on income so far as that 
tax is payable by companies in the case of which the 
following conditions are fulfilled : 

(a) that it is not chargeable in respect of agricul¬ 

tural income; 

(b) that no deduction in respect of the tax paid 

by companies is, by any enactments which 
may apply to the tax, authorised to be made 
from dividends payable by the companies to 
individuals; 

(c) that no provision exists for taking the tax so 

paid into account in computing for the pur¬ 
poses of Indian income-tax the total income 
of individuals receiving such dividends or in 
computing the Indian Income-tax payable by 
or refundable to such individuals. 

Although not a tax on incomes falling into the pool 
of revenue divisible between the Centre and the States, 
it is brought within charge by section 55 of the Indian 
Income-tax Act as a super-tax payble in respect of the 
income of a company by way of an additional duty of 
income-tax. 

What is the corporation tax ? Although charged by 
section 55 of the Income-tax Act by way of an additional 
duty of income-tax that is apparently done only for 
.convenience of assessment and collection. It has none 
of the characteristcs of the income-tax payable by cor¬ 
porations ; the rate of its incidence is varied by a 
scheme of abatements and it is not treated as the income 
of the shareholder to be added to his dividend and 
-charged to the personal super-tax. 

Is it a tax on privilege ? If so, there is no warrant 
for the differential in the form of the scheme of abate¬ 


ments since all corporations enjoy the privilege in the 
same ratio as income. That it is not an impersonal tax 
of this character is suggested by the absence of any 
provision for its allowance in the assessment to income- 
tax. 

There is already an element of progression to the 
extent that there is a scheme of abatements regulated 
only in the case of smaller corporations by reference to 
the income quantum and in other cases by reference to 
the territoriality of the dividend declaration and accord¬ 
ing to the ownership and control. The maximum abate¬ 
ment of public companies whose income do not exceed 
Rs. 25,000, the distinction made between public and 
private companies, the minimum abatement allowed to 
certain foreign companies and its total denial to others 
associated, as they are, with the amendment by the 
Finance Act, 1948 of Explanation (3) to section 4 by 
which certain dividends declared abroad had theretofore 
been deemed to be income accruing or arising in British 
India, suggest tha ! the corporation tax is designed to 
recoup the super-lax otherwise payable by the share¬ 
holders if all profits were distributed as dividend in 
the taxable territories. If that is indeed the character 
of the tax the charge must logically be abated according 
as the profits of a corporation are not retained but are 
distributed and the progressive element more correctly 
introduced in that form. There should be the optimum 
abatement when all profits are distributed. 

If the corporation tax is neither a tax on privilege 
nor a tax on retained profits but it is an additional duty 
of income-tax, there is a case for its being grossed up 
and credited according to the provisions of sections 16(2) 
and 18(5) in the assessment of the shareholder as is 
the first or ordinary charge of income-tax. 

There is no case for any rate differential for different 
types of corporate enterprise if the tax is a tax on 
privilege since all enjoy the privilege in the same ratio 
as income. If a tax on retained profits the present 
additional abatement of one anna for small industries 
( i.e., units whose income does not exceed Rs. 25,000) 
and possibly also the reduced abatement for private 
companies is perhaps logical. If it is an additional 
income-tax there may be grounds for a differential in 
favour of smaller and cottage industries. 

For so long as the corporation tax and the income- 
tax are different taxes and no provision is made either 
for the exemption of the shareholding corporation to its 
charge or for its credit in the assessment of that cor¬ 
poration the same porfits are doubly charged to the 
same tax. Its douole incidence is accountable for the 
restraint almost to the point of complete elimination 
of the logical development of trade and industry through 
specialised companies otherwise to be sponsored by the 
parent company for the purpose of carrying its sub¬ 
sidiary policies irito effect. In England and in the 
U. S. A. the parent company has provided much of the 
finance and initiative for the expansion of industry. 
All argument is in favour of and none against the 
exemption of inter-corporate dividends from charge to 
the tax. 

It is an offence against the fundamental principle of 
taxation that the same income should twice bear the 
same tax and it is accordingly urged that just as the 
income-tax paid by a company is credited to the share¬ 
holder, an inter-corporate dividend must be corporation- 
tax-free to the shareholder-corporation which now pays 
the corporation tax a second time in its own asssesment. 
The case of the individual shareholder and his liability 
to super-tax is not completely analogous. The super¬ 
tax has a different intent and is payable at an increasing 
scale. There is no case for exemption. If. however, the 
corporation tax is an additional duty of income-tax, it 
also should be included in the income of the share¬ 
holder and credited to him as tax paid on his behalf. 

This Chamber is of opinion that there is pressing 
need to render the status of the corporation tax less 
nebulous. That is best done by ascribing to it the 
character of an additional duty of income-tax designed 
to recoup the super-tax otherwise lost to the revenue if 
profits are not distributed and, consistently therewith, 

(a) grossing the part of the dividend which has 

borne the tax for inclusion in income accord¬ 
ing to section 16(2) ; 

(b) crediting the corporation tax inclusion in the 

income under section 18(5) as a payment of 
income-tax made on behalf of the shareholder, 
having the effect also of exempting the cor- 
poration-snareholder so long as the rate in 
the year of assessment is unchanged and the 
two corporations have the same status in the 
scheme of abatements. 

Question 82. Do you think that any special provisions 
are necessary for the assessment of — 

(a) bank; and 

(b) investment companies ? 

Do existing rules relating to assessment of insur¬ 
ance companies, especially mutual insurance associa¬ 
tions, require any change ? If so, in what respect ? 



The Chamber offers no comment so far as concerns 
banks. The exemption from the charge of corporation 
tax presently enjoyed by investment trust companies 
under sanction of the notification of 9th December 1933 
should be continued but it would seem desirable that 
the exemption be sanctioned by statutory amendment 
rather than by notification, as should all exemptions 
sanctioned under the powers vested in the executive 
by section 60 before its amendment. 

The Schedule to section 10(7) of the Act requires 
very extensive emendation. The alternative basis of 
charge prescribed for the business of life insurance is 
objectionable not only by reason of its uncertainty but 
because of the definition of gross external incomings, 
the limitation of expenses and since, on a change of the 
basis to charge, Rule 4 operates so as in the one case to 
preclude credit for part of the tax paid or deducted at 
the source and in the other to allow credit for more 
than has been paid or deducted in the aggregate. 

There can be no equitable charge to the tax on a 
basis which may change from one year to another 
especially when the basis yielding the more revenue is 
to be employed. Over a period of years this must 
operate against the company. 

The cost of procuration commonly includes the com¬ 
mission of the agent. The commission received upon 
re-insuring all or part of a risk is nothing more in the 
hands of the original underwriter than a recovery of the 
commission paid in the same proportion as the risk is 
re-insured yet it is included in gross external incomings 
by virtue of the definition at Rule 5(ii) ; a recovery of 
commission is logically to be deducted from commission 
paid. 

The limitation of expenses is in principle wrong. 
In the computation of what is income, the exclusion of 
allowance for any expenditure which by the canons of 
income taxation and by the statute itself is allowed the 
status of a revenue expenditure is unwaranted. 

Rule 4 provides that where an assessment is made 
in accordance with the annual average of a surplus, 
credit is not to be given under section 18(5) for the tax 
paid or deducted at the source during the previous 
year but for the annual average of the tax so paid or 
deducted during the intervaluation period. In case the 
basis of charge changes from that of the annual average 
of a surplus to that of gross external incomings less 
expenses and that occurs in the assessment next follow¬ 
ing a triennial valuation and there is no subsequent 
reversion to the original basis of charge, credit for two- 
thirds of the tax paid or deducted at the source during 
the intervaluation period is precluded ; so much of the 
tax is lost to the company. Upon the reverse happening 
the revenue suffers in the same proportion. 

The need for a single basis of charge is clearly 
suggested without a limitation of expenses. 

The Insurance Act, 1938, as now amended requires 
all life insurance companies to make a valuation at least 
once in every three years. This amendment has adver¬ 
sely affected companies whose practice it was to make a 
valuation every five years. The involuntary shrinkage 
of the intervaluation period has caused numerous com¬ 
panies substantial loss by reason of the exclusion of 
credit for tax paid or deducted at the source to the 
extent of one-fifth in some cases or in others two-fifths 
of the tax so paid or deducted during the preceding 
quinquennium. Neither Act nor Schedule provide any 
remedy ; the revenue is apparently indifferent to the sub¬ 
missions made on the point. It is no answer for one 
department of Government to say that the loss caused 
to life insurance business as a direct consequence of an 
amendment of the law sponsored by another department 
of the same Government derives from one of the several 
anomalies inherent in the Schedule by which the revenue 
also may suffer. It should be a matter of some concern 
to Government which in other ways is commendably 
anxious to secure the development of life insurance on 
a sound footing. The remedy lies in a refund to the 
company, either in one instalment or two, of the tax 
excluded from credit, subject to the deduction of any 
credit for tax in excess of that actually paid or deducted 
which the company has at any time enjoyed either as 
a consequence of a change in the basis of charge or 
by reason of an extension 1 sou motu ’ of the intervalua¬ 
tion period. 

Question 83.—Do you think that differentiation should 
be made between distributed and undistributed 
profits of companies for tax purposes ? If so, on 
what grounds ? What change would you suggest 
in the present quantum of differentiation in favour 
of undistributed profits ? Should the concession in 
future be restricted to particular industries ? 

If Hie tax concession in favour of undistributed 
profits is allowed to continue as at present or in 
a modified form, what measures would you suggest 
to ensure : 

(a) that retained profits are not used as a device 
by shareholders of private limited com¬ 
panies to evade super-tax; 


(b) that retained profits are actually applied for 
productive purposes ? 

In particular, are the provisions of Section 23A of 

the Income-tax Act satisfactory ? If not, what 

changes would you suggest ? 

There is a close connection between the purpose 
underlying the differentiation and the condition in which 
trade and industry must conserve their resources and 
so survive. The differentiation is designed to go some 
way to counteract inflation. A policy of dividend limita¬ 
tion is to be observed if provision is to be made for the 
replacement of capital assets, materials and merchandise 
expended during the inflationary period. The former 
encourages the latter and so the two are complementary. 
It is accordingly thought that the differentiation 
between distributed and undistributed profits must con¬ 
tinue for so long as no alternative adequate relief is 
provided for the replacement of assets. If at all changed 
the abatement of Income-tax allowed since 1948 must be 
increased. 

The private sector is to make an important contri¬ 
bution to India’s 5-Year Plan. That contribution is not 
to be made only by the industrial undertakings to which 
sections 15C and 56A of the income-tax Act apply but 
it is to be made also by undertakings established before 
1st April, 1948 and by industries other than those 
specified. There is no case for a restriction to particular 
industries. Nor is there better assurance for the 
employment as a contribution to the Plan of any higher 
dividends paid as a consequence of denial or restriction 
of the differentiation. 

The private limited companies referred to at the 
second part of the question are presumably those to 
which section 23A applies. The word ‘ evade ’ at 
question (a) is presumably intended to be read as 
‘ avoid 

There is in fact no direct connection between the 
retained profits of private companies and the income- 
tax abatement referred to as a concession in favour of 
undistributed profits. Under section 23A the quantum 
of the dividend to be paid is virtually regulated and 
compelled. It is not appropriate to ask how, having 
been encouraged to observe a policy of limitation by 
the grant of a concession, there may be assurance that 
there is no super-tax avoidance. 

Section 23A permits a private company to save some 
22J per cent, of its income and its shareholders to escape 
super-tax in the same proportion. Is it implicit In the 
question that only a public company must reserve a part 
of earnings against the hazards of an uncertain future 
or for development of its undertaking ? So long as sav¬ 
ing is considered a virtue and the tax is payable only 
on what is income, the super-tax must be avoided to the 
shareholder to the extent that the private company does 
not distribute all of Its earnings for so long as the 
saving is less than the capital. 

In the wider sense the retention of profits is by itself 
productive to the extent that there is a saving available 
for investment. It is not true to say that profits saved 
and reserved primarily for the protection of capital and 
not employed to increase the productive capacity of the 
existing unit are not applied for a productive purpose. 

These criticisms lie against section 23A :— 

(a) it should not apply to a company in which 

more than 50 per cent, of the voting power is 
controlled directly or indirectly by one or 
more companies in which the public are sub¬ 
stantially interested; 

(b) the liability of the shareholder may be uncer¬ 

tain for so long as six years after the dividend 
is declared : there should be a time limit for 
certainty which may conveniently be ninety 
days after the date at which the time for 
taking any appeal against the company’s 
assessment has prescribed and no appeal is 
pending; 

(c) the profits to be distributed for the avoidance 

of its provisions should be only one-half of 
the remainder after the payment of taxes, 
leaving one-half for saving; very few public 
companies distribute so large a proportion as 
60 per cent, of the residue; 

(d) account should be taken of losses subsequently 

suffered so far as these are ascertained before 
the date of the passing of any order when 
the shareholders may have lost all or part of 
their capital; 

(e) account should also be taken of distributions 

in preceding years exceeding 60 per cent, of 
the residue; these should be carried forward 
and set off against any short-fall appearing 
in the year under review ; 

(/) the company should have opportunity to dis¬ 
tribute the shortfall from 60 per cent, after 
the assessment is final; 

(g) income of a notional character such as that 
brought within charge by sections 42(2) and 



10(2) (vii) should be excluded from the 
assessable income; 

(h.) profits whose remittance is blocked should be 
excluded from assessable income ; 

(i) a sum paid for a licence to manufacture or for 

technical assistance whether in cash or in 
shares being in the nature of capital or 
deferred revenue expenditure and so not 
admissible as a deduction under section 10(2) 
and other expenditure of a quasi-capital 
nature laid out to acquire or exploit a wasting 
asset should be treated as a deduction from 
assessable income to the extent to which it is 
charged against the profits of the year ; 

(j) sums reserved for the payment of retiring 

gratuities to workers and for the rehabilita¬ 
tion or replacement of assets should be treated 
as a deduction from assessable income ; and 
finally; 

( k ) the executives are variously interpreting the 

decisions in Sir Kasturchand Ltd., and Ezra 
Proprietory Estates Ltd.; the department 
should publish an official interpretation so 
that private companies may know what treat¬ 
ment to expect; it is of no consequence and 
there will be no grounds for complaint if a 
conflicting or over-ruling judgement later 
appears 

Question 85.— Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken 
by the Centre, the States and Local Bodies should 
be required to contribute, from their earnings in 
the way of income-tax or in other ways, to general 
revenues ? 

As a general rule the income of all State or Local 
Government enterprise should be charged to the taxes 
on income ; the measure of efficiency in its conduct is 
not otherwise to be properly disclosed and unfair com¬ 
petitive capacity is added against the private sector in 
the same sphere. There are exceptions to that rule. 
Certain services are virtual monopolies of the State as 
railways, posts and telegraphs and the provision of 
ordance and of local Governments as the supply of 
water. On the other hand, the income of State or local 
Government enterprise which is also in the sphere of 
the private sector or which operates in the same field 
as private enterprise should not be exempted from the 
charge. Notable examples are power and road trans¬ 
port, the supply of milk, brewing and distilling and the 
manufacture of anti-biotics. 

Question 86. —What measures would you suggest for the 
greater use of the services of Chartered Accountants 
for assisting in the determination of the taxable 
income of assessees ? What obligations should be 
placed on a Chartered Accountant when he certifies 
a statement of accounts of an assessee for purposes 
of income-tax assessment ? In particular, with a 
view to minimising evasion of tax, would you 
recommend that the certificate of a Chartered 
Accountant should invariably accompany the return 
for business income over a certain limit ? If so, 
would you suggest that a form of certificate should 
be prescribed indicating the scope of the check that 
should be exercised by Chartered Accountants who 
render the certificate mentioned above ? Do you 
agree that fees payable by asses sees to Chartered 
Accountants for such certificates should be restricted 
to a schedule to be prescribed by Government ? 

The question appears to contemplate and propose 
amendment of the Act so as to require (a) every busi¬ 
ness assessee to employ a chartered accountant and 
(b) a chartered accountant so employed to certify the 
assessable income. Even in cases where the accounts 
are presently audited and certified for compliance with 
the relative provisions of the Companies’ Act, perform¬ 
ance of the audit does not necessarily require that degree 
of research necessary for the computation of the assess¬ 
able income or, at the least, for the disclosure of expendi¬ 
ture not to be allowed as a deduction under the Income- 
tax Act. The accounts of business are designed to dis¬ 
close a true and correct view of the state of the business 
according to and consistant with normal commercial 
principles and practice and the statutory law, not includ¬ 
ing the income-tax law. They are not designed to dis¬ 
close the assessable income. The proposal is considered 
wholly impracticable and accordingly the further ques¬ 
tions as to how it may be carried into effect do not arise. 

Question 87.—What changes would you suggest in the 
present law relating to the representation of 
assessees before Income-tax authorities (section 61) 
in order to ensure — 

(i) effective representation of assessees at reason¬ 

able fees ; 

(ii) a minimum level of proficiency on the part of 

representatives regarding the subject of in¬ 
come-tax law, rules and regulations ? 

The question in its first part, appears to suggest that 
the assessee is not now effectively represented for a 


reasonable fee ; if that is so it is a state of affairs for 
which the assessee is himself responsible. Adequate 
representation at moderate cost is available to the honest 
assessee; is it possible that the scale of the representa¬ 
tive’s remuneration varies in direct ratio as the degree 
of evasion practised by the assessee ? Sub-section (3) 
of section 61 should be amended to provide more 
rigorous penalties for misconduct on the part of a 
representative. 

Question 88.—Will it assist in checking evasion if the 
names of the persons who are penalised for conceal¬ 
ment of income are published ? 

At the least the publication of the names of persons 
penalised for evasion will not encourage its practice. 
So long, however, as public opinion is insensitive and 
unresponsive only the least odium will attach to the 
person whose name is published. If evasion is to be 
checked section 52 should privide for rigorous imprison¬ 
ment for a longer term without the option of a fine and 
sub-section (2) of section 53, giving the Inspecting 
Assistant Commissioner power to compound the offence, 
should be repealed. 

Question 89 .—Do you think that the present practice of 
excluding, from taxable profits, perquisites given to 
employees of business undertakings results in con¬ 
siderable loss of revenue ? If so, please state the 
perquisites you have in mind, and how they should 
be dealt with for the purposes of taxation. 

The allowance to be made in computing the profits 
of business are specified at section 10(2) and include 
(clause xv) any expenditure laid out or expended wholly 
and exclusively for the purpose of the business. The 
exclusions from taxible profits are both in law and 
in practice only the allowances specified at section 10(2). 
There is no sanction for the allowance of a perquisite as 
such although anything which may come within its 
meaning in the hands of the employee may be admissible 
as a deduction under section 10(2) as an expenditure laid 
out or expended wholly and exclusively for the purposes 
of the business. That test is invariably applied when 
computing the profits of business. 

Question 90 .—In the case of a company under liquida¬ 
tion, ivhat steps if any would you suggest for safe¬ 
guarding payment of tax dues before any payments 
are made to shareholders ? 

This question is 'losely concerned with that put at 
No. 95 and possibly also that put at No. 94. It Is pre¬ 
requisite to recovery of the tax in all cases that both 
assessment and recovery proceedings be Instituted with¬ 
out delay. 

The question is not too happily conceived. The 
State has precedence at common law in respect of 
income-tax arrears over unsecured creditors. Under 
the Companies’ Act the State enjoys a substantial degree 
of priority in respect of taxes which have become due 
i P a ^ a .^ e . within one year before the commencement 
of the winding-up or the date of the winding-up order 
according as it is a voluntary or a compulsory winding- 
up. If the completic n of assessments has been delayed 
and orders are pass 2 d and demands issued only after 
the company has be;n taken into liquidation the State 
has no priority in respect of such demands. The 
question of safeguar ling recovery once the company is 
m liquidation arises only if it is contemplated that the 
department may neg ect to file a notice of claim or that 
the liquidator may alienate assets which have come to 
his hands. No form of safeguard should be necessary 
to protect the revenue against the first contingency. If 
assets are alienated the liquidator renders himself per¬ 
sonally liable for the loss to the revenue under the 
provisions of the Companies’ Act. 

Question 91. Do yo i think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them ? 
In particular, should powers to search premises and 
seize documents and books of accounts be given to 
Income-tax authorities ? If so, what is the lowest 
grade of officer on whom you would confer these 
poivers ? 

The reference to avoidance in the same context as 
evasion is inappropriate. The subject is entitled so to 
arrange his affairs as to avoid the tax or reduce bis 
liability to it so long as that is not done in breach 
of the law. The powers conferred by the Act if 

honestly, vigorously and intelligently applied, are 

already adequate for the detection of evasion Any 

encroachment on tie liberty of the subject as the 
question contemplates would be intolerable and it is 
thought unlikely, in any event, that the dishonest 

assessee who practices evasion by concealing his tran¬ 
sactions will keep accounts and documentary evidence 
where they are likely to be discovered, if at all he 
keeps them. The investment of further powers in the 
executive officers of the Department has no popular 
sanction- judged by me fact that the Select Committee 
amended the Bill of 1952 by requiring the previous 
approval of the Commissioner for the exercise of the 
power to require submission of a statement of wealth. 
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Question 92.— What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity—a trust or a private limited company or a 
partnership , especially family partnership—either 
for avoiding payment of income-tax or for frac¬ 
tioning of income to escape higher rates ? Would 
you recommend the use of penalty rates of tax to 
minimise such practices ? 

The expression “ artificial legal entity ” is a novel 
one and its meaning somewhat obscure. Reference is 
presumably intended to cases where the existence of a 
partnership is held out where none, in fact, exists hut 
one or more of the partners are real and the others 
bogus or where a trust claiming to escape the mischief 
of sub-section (3) of section 16 has been created but 
the settlor continues to enjoy the income or a company 
formed with capital subscribed by nominees of the 
person providing it who alone is in receipt of the 
dividends paid. In such cases it is for the executive 
to register the partnership or not, to tax the trust 
income as the income of the settlor if the beneficiaries 
do not enjoy the income and to tax the dividends as 
the income of the real owner in case the nominees are 
not able to show that they acquired the shares from 
their own monies and they have received the dividends 
for their own account and advantage. When application 
is made for registration of a partnership the onus of 
proof is upon the persons making the application. In 
the other classes of cases the onus of proof is on the 
Department. 

'In all such cases the person seeking to avoid or 
reduce his liability to the tax should be liable under the 
Act’s penal provisions if he is not now so liable. 

Question 93.— In the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

This Chamber is against any proposal for recovery 
of the tax from a person or persons not enjoying the 
income. 

Question 94.— Are present arrangements relating to 
recovery of income-tax adequate ? Would you 
advocate the Income-tax Department having 
separate machinery for enforcing the recovery of 
arrears of tax ? 

The existing provisions for the recovery of arrears 
are quite adequate and no separate machinery is 
necessary. The question at its second part refers speci¬ 
fically to arrears of tax but there would be less non- 
recovery if assessments were timeously completed. That 
the question should at all arise appears to suggest only 
that assessments are not made nor is action for re¬ 
covery taken in time. 

Question 95.— What provisions should be made to ensure 
timely collection of tax from private limited com¬ 
panies ? Do you consider that liability for pay¬ 
ment of tax in such cases should be placed upon 
shareholders of the company in proportion to their 
shareholdings ? 

Timely assessment is pre-requisite to timely collection 
of the tax. Assesment proceedings must be rigorously 
instituted especially in cases where no payment has been 
made under section 18A or no provisional assessment 
made. While regretting that evasion of the tax may 
be posible by an alienation of assets this Chamber is 
strongly opposed to any proposal designed to transfer 
the liability for its payment to the members of the 
company. Such an alienation of assets is a fraud on 
the revenue; it is for the department to see that suit¬ 
able provision is made for its punishment if indeed such 
provision does not now exist. 

Question 96.— If income from any property is included 
for assessment purposes in the hands of a person 
other than the ostensible owner, would you agree 
to the tax so assessed being also made recoverable 
from such property ? 

It is assumed that what is envisaged here is an 
amendment to the Act providing for attachment of pro¬ 
perty for the purpose of recovery of tax from an 
assessee who has included in his return income from 
that property although the property stands in the name 
of another. Presumably such an amendment would be 
on the footing that the fact that the income was included 
in the assessee’s return is evidence of his beneficial 
ownership of the property. This would not appear to 
be objectionable. If a person enjoys the income from 
any property it seems reasonable that the property 
should be security for the tax payable. A provision 
would however have to be made for trust property. If 
the assessee merely had, say, a life interest it would not 
be proper for the trust fund to be destroyed. If action 
was being taken on the lines suggested it would also be 
necesary to make provision for the assessee or any other 
person interested to prove that the property did not 
in fact belong beneficially to the assessee. 

Question 97.— What concrete measures should be taken 
to improve the relations of the Income-tax Depart¬ 
ment with assessees, especially in regard to — 
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(i) provision of free advice to small assessees on 
the following points : 

(a) maintenance of accounts in a form acceptable 

to the Income-tax Department; and 

(b) matters such as filling returns of income, 

claiming refunds, facilities for tax pay¬ 
ment, expeditious disposal of assessments, 
etc.; 

(ii) provision of information on various matters 

relating to assessment proceedings, such as, 
disposal of refund applications, adjournment 
applications, examination of records, etc.; 

(iii) arrangement of work so as to obviate the 

necessity of assessees or their representatives 
having to wait in Income-tax Offices for unduly 
long periods; and 

(iv) securing of the largest measure of agreement 

on facts between the assessee and the 
department at Income-tax Officer level ? 

In a condition in which' the rates of tax are so high 
as to be considered oppresive, many assessees exercise 
the utmost of their ingenuity to conceal their incomes 
and the tax department has been rapidly expanded and 
includes a high proportion of relatively inexperienced 
officers, a measure of mutual distrust and resentment is 
perhaps not entirely avoidable. 

The Income-tax Investigation Commission made a 
number of recommendations at paras. 443, 444 and 445 of 
their Report to the end that there should be an im¬ 
provement in relations between the department and 
assessees. These enjoin a certain course of conduct 
upon the Income-tax Officer but the Commission was 
critical of a system in which his ability is measured by 
his success as a collector of revenue. It appears too 
frequently to be the case that the Inspecting Assistant 
Commissioner is responsible for the continuance of the 
state of affairs proposed to be remedied by the 
Commission. 

Apart from the generality the remedy lies with the 
Department so far as concerns these practices in parti¬ 
cular : — 

(a) appropriation of a refund due against a dormant 

demand (e.g., tax attributable to D. I. T. 
relief) in breach of Central Board of Revenue 
instructions ; 

(b) the postponement of a section 23(3) order when 

that will result in a repayment of all or 
part of the instalments paid under section 
18A ; the Department should secure amend¬ 
ment of the Act to make a provisional 
assessment mandatory within 30 days of the 
filing of the return ; 

(c) delay in giving effect to orders passed in appeal 

or in revision in case a repayment is to be 
made; 

(d) the adverse exercise of the discretion allowed 

by the third proviso to section 18A(1); when 
the assessment of a subsequent years is com¬ 
pleted and the income assessed is less than 
was assessed in the preceding year there 
should be no abstention from exercise of the 
discretion but the lower demand for payment 
in advance should be substituted ; 

(e) requiring the attendance of the assessee for an 

undisclosed purpose which may prove to have 
no direct hearing on any pending assess¬ 
ment ; the inquiry is more conveniently 
made in writing ; 

(f) including in the income assessed an expendi¬ 

ture concerning which no inquiry has been 
made during the assessment proceedings thus 
causing the inconvenience and cost of taking 
an appeal which must and does succeed. 

The Investigation Commission discussed the difficul¬ 
ties arising out of small assessments at para. 201 of their 
Report but made no recommendations so far as con¬ 
cerned maintenance of accounts in a form acceptable to 
the Department. At para. 446 of their Report they dis¬ 
cussed a proposal for the appointment of an Inquiry 
officer whose duty it would be to help small assessees 
to complete their income returns but they viewed more 
favourably a proposal for the appointment of a Com¬ 
plaints officer whose duty it would be to look into com 
plaints and grievances of a general character. Pro* 
ceedings in any asessment must be completed in a spirit 
of mutual co-operation if both the Income-tax Officer 
and the assessee are to be satisfied with the result. 
There is a tendency, however, to emphasise too much 
the responsibility of the Income-tax Officer and too little 
that of the assessee. The limit of exemption is not now 
so low as to warrant the presumption that the assessee 
is entirely ignorant of the significance of the assessment 
procedure; a solution for present difficulties may be 
found if the Commissioner were to maintain a panel of 
persons entitled under section 61 to appear in pro¬ 
ceedings under the Act who would advise small assessees 
on the maintenance of accounts, the filing of returns, 
refund applications and apeals at a time scale of 
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remuneration which need not be disproportionate to the 
resources of the class of assessee for whose benefit the 
panel would be maintained. It would be necessary to 
prescribe the upper limit of income of the class entitled 
to the benefits of the arrangement, the principal merit 
of which would lie in the fact that the small assessee 
would no longer be entited to complain that he is un¬ 
justly assessed only because of his ignorance of his 
rights under the Act. 

The largest posible measure of agreement on facts 
may be secured if the Department will devise a ques¬ 
tionnaire in a standard form appropriate to each type 
of business carried on and the assessee is required to 
complete that questionnaire and to file it with the income 
return and if the Income-tax Officer makes proper 
inquiry concerning a receipt or an expenditure before 
including it in the income assessed. 

Question 98.—What changes would you suggest in the 
existing arrangements relating to: 

(i) issue of notices; 

(ii) simplification and filing of returns ; 

(iii) levy of penalties ; 

(iv) recovery of tax; and 

(v) appellate procedure and machinery, particularly 

with reference to administrative control over 
Appellate Assistant Commissioners ? 

The investigation Commission discussed at some 
length the representations made concerning the status 
of Appellate Assistant Commissioners and recommended 
(numbers 148 to 151) that they be removed to the 
control of the Appellate Tribunal, a number of senior 
subordinate judges be recruited as well ais persons 
holding appointments in the Judicial and Income-tax 
deparments and they should have the prospect of pro¬ 
motion to the Appellate Tribunal. These recom¬ 
mendations have not been adopted. 

On the contrary the Finance Minister has recently 
been reported to have expresed himself in favour of the 
status quo on the grounds that the first appeal against 
assessment in other countries is to be made to an 
executive of the tax department. That is certainly not 
so in the United Kingdom where the powers of assess¬ 
ment are vested in Commissioners of several classes who 
also are to hear and pass orders in appeal. The only 
qualification of these Commissioners is that they are 
persons of substance and respectable citizens. 

By training and experience the Appellate Assistant 
Commissioner is unsuited to the discharge of a judicial 
function. In spite of the administrative instruction on 
the point it is patent that his decisions are influenced 
by considerations of revenue and promotion prospects. 
The assessee’s appeal is frequently upheld if the Income- 
tax Officer has quite clearly gone wrong but only rarely 
if its upholding requires the assumption of any degree 
of independent responsibility. He is under the control 
of the Central Board of Revenue not only so far as 
concerns the persons or classes of persons or incomes or 
classes of incomes and the area in respect of which he 
is to discharge his functions; it is possible to bring 
evidence to show that the control extends to denial of 
the benefits of a rule established by one of the High 
Courts. 

Every argument is in favour and none against 
adoption of the recommendations of the Investigation 
Commission. 

Question 99.—(a) Do you think that undue delay occurs 
at present in the course of assessment proceedings ? 
If so, what do you attribute this to and what are 
your suggestions for remedying this ? 

(b) In order that delays of the kind mentioned 
above do not appreciably affect collection of a sub¬ 
stantial _ portion of the tax due, should any special 
concessions be provided to assessees to induce them 
to make advance payment of tax? 

There is no doubt that the completion of assesments 
is in many cases unduly delayed in these 
circumstances : — 

(a) the income return and the assessee’s accounts 
indicate a loss ; 

(b) a provisional assessment has been made under 
section 23B ; 

(c) the income return and the assessee’s accounts 
indicate that completion of the assessment must result 
in repayment of all or part of the tax paid in advance 
under section 18A ; 

(d) the assessment is large or is complex requiring 
time and labour ; it counts only as one of the quotas to 
be completed and accordingly completion may be 
deferred until the limit of time prescribed at section 
34(3) is about to expire; in the meantime the Officer 
may be transferred or promoted. 

The remedy lies in amendment of the Statute so as 
to reduce the period of limitation in cases not falling 
under section 34(1) by two years. 

There need be no consequent delay in collection of 
the tax due. In cases where section 23B cannot be 
invoked for want of the income return, the Officer may 


in the alternative exercise his powers under section 
23(4). The question of need of special concessions to 
induce advance payment of the tax does not arise. 
Question 100. — What, in your opinion, would be the 
circumstances which would justify the levy of 
Excess Profits Tax or special business taxes ? 

The levy of an Excess Profits tax or special business 
taxes is justified only in case trade and industry is 
otherwise to secure an advantage not to be enjoyed by 
the individual as in a state of national emergency. In 
the inflationary conditions created by a state of war, 
actual or potential, the profits accruing to trade and 
industry from the increased expenditure of public money 
should be recouped by the State through the medium of 
a tax designed for that purpose without at the same 
time promoting inflation, inefficiency and reckless 
expenditure as did the Excess Profits tax introduced in 
1940. 

Question 101. — What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 

In the context of the modern concept of social 
justice and clause 2(b < of the Commission’s terms of 
reference which refers to the objective of reducing in¬ 
equalities of income and wealth the proposed Estate Duty 
is unexceptionable. It may have no popular appeal 
since the subject can never unreservedly approve a new 
tax but the proposed duty has the merit that it can 
never reasonably be said to destroy the incentive to pro¬ 
duce and to earn ; there is greater merit if the revenue 
from the duty is applied to reducing the tax burden 
on incomes. 

The need for international conventions for avoidance 
of double duties shouli not be neglected. 

Question 102. — Would %ou in the matter of rates of levy 
differentiate between self-acquired property forming 
the estate of a deceased and property inherited by 

him ? 

There should be no differentiation between rates of 
duty in the case of self-acquired property and inherited 
property; it would be extremely difficult in practice to 
do so as there would be endless disputes as to which 
was which. If Estate Duty is to be levied at all there 
are no grounds for such a distinction. Provision must, 
however, be made for the grant of relief in a case of 
quick succession so that the same property does not at 
once take the full blow of a second levy of duty. The 
Bill, as drafted, so provides. 

PART III—COMM ODITY TAXES (CENTRAL 
AND STATE) 

CUSTOMS 
Import Duties. 

Question 103. — Do you think that any changes are 
necessary in the Indian Customs Tariff in respect 
of— 

(i) grouping of commodities; 

(ii) additions to and alterations in tariff items; 

(iii) correlation w th the Import Trade Control 

Schedule; 

(iv) clarification ir, nomenclature and in units of 

measurement or weight 

The Chamber has felt for some time the need for 
revising the Customs Tariff Schedule, and when Dr. P. 
M. Mukerji, the then Director-General of Commercial 
Intelligence and Statistics, was deputed by the 
Government of India i::i July 1952 to revise the Import 
Trade Control Schedule, he was asked when he met 
representatives of the Chamber in Bombay, whether 
this revision of the I.T.C. Schedule was going to assist 
in any way in correlating it with the Customs Tariff 
Schedule. His answer to this question was that the 
Customs Tariff was outside his terms of reference. It 
became increasingly evident that importers generally 
were experiencing hardship due to the differences in 
the description of goods existing in the two schedules 
which involved them in numerous disputes with the 
Customs. This Chamber accordingly took the opportu¬ 
nity to move the following resolution at the Annual 
General Meeting of the Associated Chambers of Com¬ 
merce held in December 1952, which was adopted 
unanimously and forwarded to the Government of 
India:— 

“ This Association recommends to the Government 
of India that, while the Import Trade Control 
Schedule is being revised, the opportunity should 
be taken also to revise and enlarge the Indian 
Customs Tariff to make it more suitable to the 
present-day pattern of trade and to correlate with 
it, so far as possible, the Import Trade Control 
Schedule. ” 

The Import Control Schedule as it stands at present 
contains, in Parts I to VI, 601 items each of which has 
been given a serial number, and in many of the serial 
numbers there are further sub-divisions. In the First 
Schedule to the Indian Customs Tariff, which regulates 
the rates of duty to be charged on every dutiable article 
entering this country, there are only 87 items, the last 



log 


one being “ all other items not otherwise specified, 
including articles imported by post Since this Import 
Tariff was framed the pattern of the country’s trade has 
undergone a substantial change. A number of items 
specifically provided for in the Tariff are not now 
imported; some were specifically included to meet 
special circumstances not now arising. On the other 
hand, there are numerous new commodities and articles 
which are not included except under a general heading. 
To enumerate the large number of commodities of all 
kinds and sorts, particularly under the heading of 
“ Chemicals, Drugs and Medicines ”, which now form 
a part of the trade of this country but did not do so 
when the Tariff was framed, would take much too long. 
In any event, it is unnecessary because the answer is to 
be found in the Import Control Schedule. 

The situation today is that there are hundreds of 
items in this Schedule which are licensed for import 
under varying conditions and in respect of which it is 
quite imposible for importers to ascertain from a 
reference to the Customs Tariff what duty will be pay¬ 
able on the goods when they arrive, or even whether 
they will be allowed clearance. The doubt about 
clearance of the goods arises because, in many instances, 
when an importer is applying for a licence he cannot 
definitely state in his application the item number in 
the Customs Tariff under which the goods will be 
classified. There have been numerous cases in which 
importers have received licences for the import of certain 
commodities and, relying upon these licences, have 
arranged for the import of the goods, only to learn on 
arrival that they are quite differently classified by the 
Customs Authorities. 'In the result, penalties have had 
to be paid and, pending settlement of the matter, heavy 
demmurrage charges have been incurred. 

Another difficulty which arises is in regard to Open 
General Licences. An importer may order certain 
goods, the description of which, in his opinion, tallies 
with that given in the Open General Licence. On 
arrival of the goods he may find the Customs Authorities 
taking a different view and so classify the goods that a 
specific licence is necessary. The importer is then faced 
with the charge of bringing in unauthorised goods and, 
again, the question of a penalty arises or, in the alter¬ 
native, the goods are confiscated or ordered to be re¬ 
shipped. Resulting from the extreme difficulty of re¬ 
conciling the Import Trade Schedule items with the 
Customs Tariff items, bona-fide mistakes have occurred 
which frequently have proved to be very costly. The 
correct understanding of the Import Tariff is not made 
any easier by the numerous footnotes referring to 
amendments made from time to time by Government 
notifications. For example, against the item “ Chemicals, 
Drugs and Medicines, all sorts ”, there are no less than 
eight asterisks and other marks necessitating reference 
to an equal number of footnotes. 

Dr. Mukerji, it is understood, has now submitted his 
report to Government and his proposals for a revision 
of the Import Trade Control Schedule are possibly under 
consideration. It is therefore suggested that an early 
opportunity should be taken to have the Customs Tariff 
Schedule revised on the same lines, so that the des¬ 
criptions of articles in both the Schedules will be 
uniform. Only then will it be possible for importers 
to estmiate beforehand what rate of duty they may 
have to pay on the goods they import, provided of course 
the goods conform to the description given. 

The units of weights and measures adopted should 
accord with international standards. 

Question 104.—(i) What considerations should govern 

the fixation of rates of import duties for different 

groups or sub-groups of commodities or for special 

tariff items ? 

The primary considerations should be revenue and 
the protection of industry to the extent recommended 
by the Tariff Commission. Rates should be fixed with 
due consideration to the importance of each item in the 
country’s economy. 

(ii) Have you any modification to propose in the 
present rates of duties in the light of the considerations 
suggested by you 2 

The Chamber is of opinion that certain duties afford 
too great a measure of protection to indigenous industry, 
with the result that the latter does not always find it 
necessary to improve quality. 

(iii) Do you consider that import duties should be 
reduced in respect of any specific commodities in order 
to reduce the scope for smuggling 1 

No comments. 

(iv) Are there any cases within your knowledge 
where duties on the constituent parts are higher than 
on the finished product ? Is there adequate justifica¬ 
tion, in your opinion, for this differentiation ? 

No comments. 

(v) Do you think that owing to high rates of duties 
the yield on any commodity has reached the point of 
diminishing returns ? 

While it is true that high rates of import duty are 
likely to have an adverse effect on the volume of 


imports and consequently on customs revenue, in a 
system of rigorous import control it is not possible to 
assess whether a point of diminishing returns has been 
reached. 

Question 105.— Is the relative use of ad valorem and 
specific duties in the Indian Customs Tariff satis¬ 
factory ? If not, in what respects would you 
enlarge or restrict the scope of application of either, 
whether used singly or in combination ? 

The present use of ad valorem and specific duties 
as laia down in the Customs Tariff Schedule is working 
satisfactorily and the Chamber recommends no change 
in the scope of application of either. 

Question 106.—(i) In what circumstances would you 
consider ‘ tariff values ’ a satisfactory basis for 
assessment of import duties ? (Section 22 of the 
Sea Customs Act.) 

(ii) Are there any commodities to which you would 

extend the application of “ tariff values ” ? 

(iii) What changes, if any, should be made in the 

procedure for determining ‘ tariff values ’ ? 
Tariff values should be fixed only in respect of those 
commodities whose prices are fairly stable throughout 
the year. Before tariff values are fixed it is recom¬ 
mended that the trade should be consulted, as experience 
in recent months has shown that there have been 
instances where tariff values have been fixed in relation 
to market prices which existed several months prior to 
the enforcement of the tariffs and when they were 
unduly high. 

Question 107. —(i) What changes in your opinion are 
necessary in the present provisions (Section 30 of 
the Sea Customs Act) regarding the determination 
of ‘ real value ’ and why ? 

The Chamber is very seriously concerned at the 
manner in which the Customs authorities disregard the 
statutory provisions of the Act in regard to the deter¬ 
mination of real value under section 30 and at the 
methods of assessment now employed. As a con¬ 
sequence importers are unaware of the extent of their 
liability under the Sea Customs Act. The Chamber 
submits that Collectors should first advise importers 
of their proposed intention so to alter the methods of 
assessment, and the reasons therefor, and should grant 
an opportunity to the importers to discuss the matter 
with the appropriate authority in the Customs House 
before action for assessment is actually taken. Article 
(vii) of the General Agreement on Trades and Tariffs 
which was signed at Geneva on the 30th October 1947, 
to which India is a signatory, lays down the broad 
general principles of valuation for customs purposes, 
and paragraph 2 of this Article which covers actual 
value, reads as follows : — 

“ (a) The value for customs purposes of imported 
merchandise should be based on the actual 
value of the imported merchandise on which 
duty is assessed, or of like merchandise, and 
should not be based on the value of mer¬ 
chandise of national origin or on arbitrary or 
fictitious values. 

(b) ‘Actual value’ should be the price at which, 
at a time and place determined by the legisla¬ 
tion of the country of importation, and in 
the ordinary course of trade, such or like 
merchandise is sold or offered for sale under 
fully competitive conditions. To the extent 
to which the prieje of such or like mer¬ 
chandise is governed by the quantity in a 
particular transaction, the price to be con¬ 
sidered should uniformly be related to either 

(i) comparable quantities, or (ii) quantities 
not less favourable to importers than those in 
which the greater volume of the merchandise 
is sold in the trade between the countries 
of exportation and importation. ” 

Paragraph 5 of the same Article states that the basis 
and methods for determining the value of products 
subject to duties or other charges or restrictions based 
upon or regulated in any manner by value should be 
stable and should be given sufficient publicity to enable 
traders to estimate with a reasonable degree of certainty 
the value for customs purposes. It is recommended 
that Collectors of Customs should be asked to adopt 
this procedure so as to enable importers to know in 
advance their liability for cusmtos duty. The same 
principles should be adopted in the assessment of export 
duties. Reference may be made to the Chamber’s reply 
to Question 113. 

(ii) Would you suggest any specific measures to 
counter the evasion of import duties through deliberate 
under-valuation ? 

If the Customs appraiser considers that a shipment 
is under-valued, he has the power under Section 30 of 
the Sea Customs Act, to make an assessment on the 
market value subject to the present right of appeal. 

(iii) Have the methods of valuation in the Sea 
Customs Act proved satisfactory in relation to trade 
through the Land customs borderespecially on the Indo- 
Pakistan border ? If not, have you any specific suges- 
tions to make in this regard? 
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The Chamber has no comments to make on this 
question. 

Question 108. —What changes would you suggest in the 
matter of granting exemptions from., or reductions 
in, import duties especially in regard to : 

(1) raw materials used for essential industries ; 

(2) materials used for scientific research ; 

(3) materials imported for charitable and humani¬ 

tarian purposes ; 

(4) materials imported for stimulating desirable 

activities, such as agricultural development; 

and 

(5) necessaries of life ? 

All of the materials to which reference is made and 
as well the capital plant and equipment for industry 
should be exempt from duties or at the least bear the 
lowest rate of duty. 

Question 109. —To what extent do you think revenue 
might be sacrificed in the interests of bilateral and 
multilateral fiscal arrangements such as G.A.T.T. or 
the preferences in favour of certain Commonwealth 
countries ? 

Revenue may be sacrificed in the interests of bilateral 
and multilateral trade arrangements. 

Question 110. —Under what circumstances should 

customs duties be used in preference to import 
quotas as a means of restricting imports ? 

Reference may be made to the reply to Question 
104(1) ; the primary considerations which should govern 
the fixation of rates of import duties are revenue and 
the protection of industry. So long as foreign exchange 
control is necessary the restriction of imports by a 
manipulation of customs duties cannot be practicable. 

Import _ control for the purpose of protecting in¬ 
digenous industry should only be resorted to when 
recommended by the Tariff Commission after due 
enquiry and only to the extent that may be recomended 
by the Tariff Commission. 

Question 111. —In what respects should the present-laiu 
regarding “ drawbacks ” and “ warehousing ” be 
altered in order to assist the export trade in 
manufactured goods which involve the use of im¬ 
ported raw materials ? 

The principle of drawback should be extended to 
all exports of manufactured articles in which imported 
raw material is used. 

Question 112. —Have you any suggestion to make 
regarding the administration of the Sea and Land 
Customs Acts, especially in regard to — 

(a) facilities for settlement of disputes arising out 

of appraisement; 

(b) penalties imposed under the Act and the 

appellate procedure relating to them ? 

There is at present no statutory provision for the 
settlement of disputes arising out of appraisement nor 
any right of appeal from an order of the Chief Customs 
Authority for which the discretion vested in the Central 
Government under Section 191 of the Sea Customs Act 
is unsatisfactory. 

Article X of the General Agreement of Tariffs and 
Trade, to which India is a party, requires the setting 
up of tribunals for the prompt review and correction 
of administrative action. Existing procedures do not 
‘ provide for an objective and impartial review of 
administrative action ’ and India is accordingly not 
entitled to claim exemption from the operation of the 
convenant. Regardless of the provisions of GATT there 
is a compelling need for independent judicial machinery 
for the prompt review and correction of administrative 
action. Reference may be made to the Chamber’s replies 
to questions 107 and 113. 

Export Duties. 

Question 113. —Under what circumstances, in your 
opinion, should export duties be imposed ? 

An export duty should be imposed only when there 
is need to maintain parity between internal and external 
prices. It should never be imposed for revenue con¬ 
siderations. Necessarily operating with retro-active 
effect, the sanctity of the contract is violated. According 
as the contract provides, the duty imposed is a loss 
either to the exporter or to a foreign buyer who has 
already re-sold the goods. An example of the retro¬ 
active effect of an export duty and flagrant disregard 
of the sanctity of contracts by the executive is provided 
by the action taken by the Indian Customs in 1952 when 
the method of assessing the duty on manganese ore was 
summarily altered, setting aside contract prices there¬ 
tofore accepted as the basis of assessment and sub¬ 
stituting an arbitrary value at the time of shipment. In 
the result forward contracts made in a rising market as 
long as two years previously are artificially surcharged 
as much as 90 per cent, above the official rate of duty. 
Buyers are naturally incensed and conclude the Indian 
Government would revert to the contract price basis 
if the market were to fall. Their search for alternative 
sources of ore is therefore intensified and with reported 
good prospects of success in Brazil and Africa in both 
of which new mines are in process of development. 


Question 114. —What measures would you suggest to 
achieve greater flexibility i in the rates of duties to 
accord with the changing conditions of export 
markets ? 

Bureaucracy does not quickly respond to altered 
conditions ; duties are tardily withdrawn or relaxed after 
the event and foreign markets are lost. Once imposed 
the effect of an export duty must be closely watched 
and careful attention paid to the advice of the non- 
official advisory committees at each major port. 
Question 115. — Would you suggest that the whole or a 
part of the receipts from certain export duties 
should be funded for financing schemes for pro¬ 
moting long range development of the export trade, 
subject to the obligations under G.A.T.T.? 

The Chamber is generally opposed to the appro¬ 
priation of a tax or duty for specific purpose. Long- 
range development may be left to the interests 
concerned. 

Question 116. — Would you in the interests of revenue 
or from any other point of view, recommend in¬ 
creased participation by the State in import and 
export trade ? If so what form do you think should 
such participation take ? 

The function of Government should be confined to 
such legislation and controls as may, in the circum¬ 
stances existing at the time, be necessary to ensure an 
overall balance by, for example, exchange control and 
quantitative control of exports and imports where this 
is necessary, either because of shortages of certain 
commodities or to ensure that available foreign exchange 
is expended on essenlial imports. Except in these 
circumstances or in the event of a grave emergency 
the State should not participate in the country's foreign 
trade on any basis, eilher monopolistic or otherwise. 
The machinery of Government is not equipped for 
efficient operation in the sphere of commerce. 

Central Excises. 

Question 117. — Do you regard as satisfactory the 
present selection o] commodities for purposes of 
levying excise duties? If not, tvhat changes would, 
you suggest and why ? 

There is nothing inappropriate in the levy of excise 
duties on articles of common use or consumption in a 
country where so few have the capacity to bear any 
form of direct taxation and so large a part of the revenue 
must come from indirect taxation. The duties are appro¬ 
priately imposed inter alia on articles whose import 
from abroad is prohibited or precluded by prohibitive 
import duties. 

Question 118. —(i) Have you any changes to suggest in 
the present rates of excise duties? 

(ii) Are the provisions regarding valuation satis¬ 
factory where ad valorem excise duties are 
levied ? 

The rates of duty should be more flexible; at the 
same time imports should not be prohibited nor pre¬ 
cluded by high customs duties. There should be a 
constant equation or near-equation between the two so 
that regular imports may be possible. 'In the absence 
of that check the rate of the duty is fixed only by 
reference to revenue (onsiderations ; the indigenous 
industry as a whole need not produce at an economic 
cost and the price to the consumer is accordingly higher. 
The more efficient units in the industry would be able 
to sell in competition wi h the imported article if excise 
and import duties were co-related. 

The incidence of the duty on competing commodities 
should be equal. 

Question 120. —Do you think that the lower rate of duty 
on the cottage match industry has been helpful to 
its development ? if not, would you suggest any 
change in the exist ng rates of duties ? 

The Chamber is informed that the differential 
favouring the cottage match industry has resulted in 
its substantial growth between 1946 and 1950. 

Question 121. —Do you think that the arrangements for 
the assessment and collection of excises in respect of 
manufactured and unmanufactured commodities re¬ 
quire simplification ? In particular, please comment 
on the present system as regards 

(a) licensing, 

(b) warehousing, and 

(c) transport of excisable commodities. 

The arrangements for assessment and collection are 
generally satisfactory although attended by the usual 
difficulties arising out of the absence of ability to take 
decisions at the lower levels of the administration and 
the non-disposal of appes Is. There is scope for economy 
in the administration especially at factories where the 
system of control need not be so complex as at a dis¬ 
tillery. Recommendations made by an adviser lent by 
the U. K. Government shortly after the war were 
apparently not adopted. 

Question 122. —Do you, agree that a part of the 

proceeds of excise duties may be earmarked for 
expenditure on research and development schemes 
designed to improve the quality and marketability 
of the commodities ? 
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No direct appropriation for expenditure on research 
;iid development schemes should be made frpm excise 
luties. 

Question 123 .—Do you think that the imposition of excise 
duties has affected adversely the development of 
industries producing excisable commodities e.g., 
their size and competitive capacity in export 
markets ? 

Excise duties, fixed only by reference to revenue con¬ 
siderations, are too high; use and consumption is 
correspondingly reduced and the development of industry 
retarded. So long as the excise is not to be borne by 
the article to be exported the limiting factor is the 
export duty or the efficiency of the industry or a 
combination of both. 

Salt Duty. 

Question 124 .—Would you recommend the re-imposition 
of the excise duty on salt ? If so, on what 
conditions ? 

Mahatma Gandhi’s objections to the Salt Duty were 

(a) it was not historically an Indian tax but it had 

been imposed by foreign rulers ; 

(b) it was regressive, bearing equally hardly on 

rich and poor ; 


As regards (b), what classes, if any, of newspapers 
or advertisements would you exempt from the 
tax, and what rates of tax, graded or other, 
would you levy ? 

(ii) Have you any suggestions to make regarding 
the taxation of advertisements other than 
those apearing in newspapers ? 

The selling price of a newspaper is generally thought 
to be less than its cost ; the revenue is derived from 
advertisements of all kinds. A tax on the sale of a 
newspaper must be recovered through a higher charge 
for advertising and in effect would be a tax on adver¬ 
tisements. A tax on the dissemination of knowledge 
is in any event not desirable. 

The cost of advertising is an ingredient in the cost 
of selling the article advertised. A tax on advertise¬ 
ments would therefore be a tax on the cost of selling. 
In so far as there is already a tax on the goods sold 
as a result of advertising there should be no tax on a 
sum spent in effecting the sale. The cost of advertising 
is included in the selling price of the merchandise ; there 
should be no tax on the components of the price when 
the tax is levied on the whole. 

The foregoing applies equally to other forms of 
advertising. 

Question 127.—As regards sales tax generally and, 


(c) it was levied on a universal necessity. 

A tax is not necessarily bad only by reason of its 
alien derivation ; that may be said of other forms of 
taxation also. 

It is true that its incidence was equally imposed on 
rich and poor. Where the burden of direct taxation 
is necessarily imposed on a very small section of the 
population the major part of the revenue must accrue 
from taxation in its indirect form. It is desirable that 
every subject should be made conscious of his respon¬ 
sibility to the State and to contribute so far as he can 
since otherwise the total burden is to be borne only by 
a few. The incidence of the tax on the individual, _ no 
matter how poor, can scarcely be described as oppresive. 

Nor is a tax necessarily bad because it is levied on a 
commodity in general use or because it is unavoidable. 

- On the other hand the duty on salt has the merit that 
it is particularly simple in its administration since the 
number of producers is limited and it is inexpensive in 
collection. 

If the duty is re-imposed the recovery of salt should 
again become a monopoly of the Central Government. 
There is then assurance for complete control of prices 
and for the absence of scarcity which has appeared 
from time to time since the duty was abolished. The 
individual may be permitted to recover salt free of duty 
for his personal consumption. Salt for industrial pur¬ 
poses should be free of duty. 

Taxes on the Sale & Purchase of Goods and on 
Advertisements. 

Question 125 .—Under the Constitution, the only sales 
or purchases which can be taxed are sales or pur¬ 
chases of goods. Do you consider that the sales tax 
should be extended to — 

(i) services, so that the tax may be leviable on 

(a) charges for services proper (e.g,. biffs 
from a goldsmith or a printer), (b) charges 
for both services and goods where the two 
cannot be readily separated (e.g., hotel biffs) 
and (c) charge for certain types of goods into 
the price of which service enters as a sub¬ 
stantial element (e.g., paintings or photo¬ 
graphs) ; and 

(ii) transactions of sale or purchase in stock 

exchanges and futures markets ? 

If so, please deal with, the administrative and other 
issues which may arise in the implementation of your 
suggestions. 

In no case should the Sales Tax be extended to 
services as such. Where the charge for service is a 
major ingredient of the selling price no Sales Tax 
should be imposed. 

Transactions of sale or purchase in Stock Exchanges 
should not be subject to tax; transactions in commodity 
markets or futures markets should be taxed only when 
the transactions materialise in the transfer of property 
in goods. 

Question 126.—(i) The Union alone has the power to 
levy a tax on sale of newspapers or on advertise¬ 
ments in them. This power has not, so far, been 
exercised. Would you propose as desirable and 
feasible ( a ) a tax on sales only, or (b) a tax on 
advertisements only, or (c) a tax on both ? 

As regards (a), it has been urged that, on account 
of the small price charged for each news¬ 
paper, the sales tax would be fractional and 
cannot be passed on to the buyers, whereas 
in the aggregate it would be an undue burden 
on the concern itself. If you agree with this, 
how would you meet the difficulty ? 


in particular, the sales tax on goods leviable by 
the States, it is sometimes argued that—since all 
goods sold in a State must fall within one of three 
categories, viz., (a) manufactured or produced with¬ 
in the State, (b) transported into the State from 
elsewhere in the country and (c) imported into the 
State from abroad-—an extension or increase of 
excise would serve just as well as sales tax for 
category (a), of octroi or terminal tax for category 
(b), and of customs for category (c). Do you agree 
with this view which implies that the sales tax has 
no specific function to perform in the country’s 
system of taxation ? If not, what in your opinion, 
from the point of view of a correlated tax-struc¬ 
ture, is the legitimate place and scope of the sales 
tax as distinguished from that of excise, octroi and 
customs ? 

The Chamber agrees that the multiplicity of taxes 
should be reduced wherever possible. It would not, 
however, be administratively possible to collect an 
excise on all goods manufactured or produced in the 
State. Octroi and terminal taxes are a restraint on the 
free movement of trade and should be abolished rather 
than increased. The third suggestion can be practic¬ 
able only in case the first and second are adopted and 
carried into effect. A properly constructed tax on the 
sale or purchase of goods is an appropriate means of 
raising revenue. 

Question 128.—(a) Sales tax is almost invariably 
levied by the State Governments in terms of the 
turnover of the dealer over a given period. Since 
a sales tax leviable on the individual transactions 
necessitates fairly elaborate accounts, cash memos, 
etc., whidh only a small proportion of dealers is 
equipped to maintain, do you agree with the view 
that, in Indian conditions, the bulk of the sales tax 
is likely, for a long time to come, to continue to be 
leviable on aggregate turnover as distinguished 
from the individual sale-price ? 

(b) In most States there are separate laws govern¬ 
ing sales tax on petrol. To what articles, if any, 
do you consider it desirable and feasible to extend 
the particular system adopted in respect of petrol ? 

While in present condition it is not easy to levy a 
tax on individual transactions, sales tax must neces¬ 
sarily be levied on the gross turnover. Regard should 
however be had for the fact that the imposition of sales 
tax liability only on a dealer whose gross turnover 
exceeds a certain limit, creates a certain amount of 
competitive disability for the registered dealer in rela¬ 
tion to the unregistered dealer. The unregistered dealer 
may reasonably be required to pay a licence fee. 

No extension is considered necessary. 

Question 129.—(1) In regard to a system of levy 
based on turnover, is the choice broadly limited to 
the alternatives hereafter mentioned or is there any 
other system you would advocate ? Under the sys¬ 
tem you recommend would sales tax continue to 
be roughly as significant a source of State revenue 
as at present ? The alternatives referred to above 
are : 

(i) a relatively low rate of levy at each of almost 

all points of sale; few dealers excluded 
and few goods exempted ( Multi-Point) ; 

(ii) a relatively high rate of levy at only one 

point viz., the point at which a registered 
dealer sells either to a consumer or to an 
unregistered dealer; exemption from tax 
of sales by one registered dealer to 
another registered dealer ; exclusion J ro ™ 
compulsory registration of a dealer below 



a certain limit of turnover; a large number 
of exempted goods (Single point); 

(iii) various combinations of the above. 

(2) Which of the above alternatives would you 
advocate ? Please state your reasons in some 
detail, comparing merits and demerits from the 
point of view of (a) the consumer, (b) the dealer, 
(c) industry, trade, etc., generally and (d) Govern¬ 
ment. Please relate your arguments, as far as 
possible, to lessons Which may be drawn from the 
actual working of Sales Tax Acts in different 
States. 

(3) In particular : 

(i) as regards (a) above, do you think that the 

sales tax, or any particular form of it, 
leads to a greater burden being placed on 
the consumer than is accounted for by the 
proceeds which accrue to the Exchequer ? 

(ii) as regards (b) above, have you any sugges¬ 

tions to make regarding the simplification 
of forms, accounts, etc., and of the pro¬ 
cedure generally in order to make the 
administration of the tax less burdensome 
to the dealer ? Further, having regard to 
the cost of maintenance of the machinery 
for compliance, would you suggest an 
alternative form of taxation so far as small 
dealers are concerned ? 

(iii) as regards (c) above, has the imposition of 

the sales tax led to any noticeable change 
in the organisation of the trade in the 
country, especially in regard to the size of 
the business unit, location of head-offices, 
number of intermediaries, variety of I he 
goods dealt with, etc.? 

(iv) as regards (d) above, please examine the 

financial and administrative aspects, in¬ 
cluding the scope for evasion presented by 
the particular system and the difficulty or 
otherwise of counteracting it. 

A multi-point system is inflationary and is not 
approved ; the tax should be levied only at one point. 
The rate of tax may be different for different classes 
of articles according as different income groups are 
affected. What articles should be exempt from tax 
altogether is a question independent of the structure 
of the tax. Articles which are considered essential to 
the community and accordingly so notified by the 
Central Government should be completely exempted 
under State legislation although taxed by the State 
before the passing of the Central Act. It is again 
emphasised that the Sales Tax shpuld not be imposed 
on any goods subject to an excise duty. The incidence 
of the tax should invariably be at the first point. A 
combination of the single point and muli-point systems 
is not approved. From considerations of tax evasion, 
it would be advantageous to reduce the points of inci¬ 
dence to the lowest possible number. 

All raw materials and semi-processed articles which 
are bought by industrial consumers for purposes of 
manufacture should be exempt from sales tax at all 
stages as the cost of these materials will enter into 
the cost of the finished products which would eventu¬ 
ally bear a sales tax on the total cost. On articles 
manufactured in India or manufactured abroad and 
imported into India, it is particularly important that 
the levy should be at the first point of sale. 

The rate of tax must be co-related to the ability 
to pay. If the tax is levied at the first point only, 
the likelihood of evasion is less since the assessees 
will be fewer in number and of more substantial status. 

The adoption of a single-point levy at the first stage 
will result in an economy of records and administra¬ 
tion. 

The diversity of Sales Tax systems throughout the 
Union has caused a very considerable confusion and 
the adoption of practices not in the best interests of 
the economy. 

Question 130. — In relation to the particular system 
you advocate : 

(i) should there be special rates of levy, higher 

than the ordinary rate, for certain articles ? 
If so, for which types of articles ? 

(ii) should there be special rates of levy, lower 

than the ordinary rate, for certain articles ? 
If so, for which types of articles ? 

(iii) which articles, if any, should be exempted 

altogether and why ? Please elaborate the 
principles which, in your opinion, should 
underlie exemptions. 

All articles declared by the Central Government as 
essential to the community should be totally exempt 
from the tax in all States. Other essentials should bear 
the lowest rate of duty. Semi-luxury should be taxed 
at higher rates and luxury goods at the highest rate. 
A tax on essential or near-essential articles such as 
soap, cloth, sugar, foot-wear and razor-blades would 


add substantially to the cost of living of the bulk ol 
the urban population who are bearing more than an 
equitable share of the taxes at present levied. 

Question 131. —In regard to system, rates, exemp¬ 
tions, etc., what degree of uniformity between the 
different States do you consider desirable and 
feasible ? Would you bring it about — 

(i) by formal or informal convention; 

(ii) by central legislation promoted at the instance 

of two or more States ; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the 
sales tax in the Concurrent List; 

(iv) by constitutional amendment, so as to include 

the item of sales tax, as a whole, in the 
Union List ? In the last mentioned case how 
would you apportion the proceeds ? Would 
this alternative be a practicable proposition 
from the point of view of the finances of the 
States ? 

A uniform system of tax should prevail throughout 
India. Provided essentials are exempted and near¬ 
essentials taxed at a lower rate, the rates of tax may 
also be uniform. A uniformity of system and of rates 
can only be achieved through Central legislation. The 
receipts from the tax should be distributed to the States 
according to their needs. 

Question 132. — To what extent has any desirable 
uniformity been achieved in regard to exemptions 
(in favour of goods essential for the life of the 
community ”)—under Clause (3) of Article 286 of 
the Constitution ? What principles would you 
advocate for deciding the exemptions to be made 
under this proxnsion of the Constitution ? Do you 
consider that the scope of the provision contained 
in Clause (3) of Article 286 should be extended also 
to “essential articles” which had been subject to 
sales tax before the relevant central enactment 
came into force ? 

The goods which have been declared as essential 
under Article 286(3) of the Constitution have in fact 
been exempted from Sales Tax only to the extent that 
no additional imposition of tax is permitted without 
the consent of the President. The tax on these goods 
existing prior to the Central Government legislation of 
1952 continue to be in force, and these taxes varied 
from State to State. The result is that no uniformity 
has been achieved. The proper course now is to repeal 
the taxes currently levied on these articles by the 
States. 

The exemptions presently notified under Article 
286(3) of the Constitution may be considered adequate 
if the rate of tax on near-essentials is as low as possible. 

Question 133. —As regards ‘ sales outside the 
State ”, “ inter-State Commerce ”, etc., please dis¬ 
cuss title adequacy or otherwise of the relevant 
provisions of Article 286 and suggest remedies for 
any defects which, in your opinion, have been 
revealed in the actual working of these provisions. 

(b) Please discuss in this connection the desir¬ 
ability and feasibility of the suggestion that pur¬ 
chases only (and not sales) should be taxed, so that 
the tax jurisdiction of each State might be confined 
to parties residing within the State. Alternatively, 
do you consider that purchases should be taxed in 
certain cases and sales in certain others; if so, how 
and on what considerations would you define the 
two categories ? In either case, please describe 
your scheme in some detail and explain the 
advantages which you claim for it. 

The majority decision of the Supreme Court has 
converted, by legal fiction, a large number of transac¬ 
tions, which are essentially of an inter-State character, 
into intra-State trade subject to sales or purchase tax 
in the receiving State. As a result all States which 
have sales tax legislation have taken steps to collect 
sales tax from sellers outside their respective jurisdic¬ 
tion even in cases where such sellers have no place of 
business of their own or agent or manager within the 
taxing State. Consequently a dealer in a State trading 
with people in several other States is called upon to 
render accounts to those other States, to submit his 
books of account for scruitiny and to keep himself fully 
familiar with the (hanging regulation and rates in all 
States. This entails considerable harassment and waste¬ 
ful expenditure to all such dealers and acts as a res¬ 
traint on inter-State trade. Further, enforcement 
requires an elaborate machinery which cannot be 
wholly effective. 

According to the Supreme Court decision, a 
transaction which is essentially of an inter-State nature 
becomes one of intra-State nature if, as a direct result 
of the sale, goods are delivered from State ‘ A ’ to State 
‘B’ for consumption in State ‘ B ’. Can the seller in 
State ‘ A ’ or the buyer in State ‘ B ’ declare at the time 
of their transaction inter se whether the goods are for 
consumption within State ‘ B ’ ? The question can be 



answered in hte affirmative if the dealer in State ‘ B ’ 
is himself the consumer. However if the dealer in 
State ‘ B ’ is purchasing for purpose of resale, he would 
not be in a position to say that the goods would even¬ 
tually be consumed in State ‘ B There are many cities 
and towns which, by their commercial and geographical 
position, serve as distribution centres for regions cover¬ 
ing more than one State. Dealers in these cities and 
towns will not really be able to say at the time of their 
purchases of goods from other States what portion of 
these goods will be consumed eventually within the 
State and what portion will be re-exported by them to 
other Slates. In such cases are Government going to 
assume that all goods coming within the State are in¬ 
tended for consumption therein, whereas in fact they 
will not be so? Whether or not goods are going into 
consumption within a certain State can only be deter¬ 
mined at the point of consumption and not earlier. It 
is logically wrong to determine the place of sale by what 
might ultimately happen to the goods after several other 
transactions. The place of sale must be determined by 
reference to the sale itself, not by reference to any 
subsequent transaction. There is also difficulty in inter¬ 
preting the words “as a direct result of the sale”. 

The Chamber is of opinion that the Supreme Court 
decisions show that the provisions of Article 286 of the 
Constitution have given rise to even greater difficulties 
than were first envisaged. Sales Tax law must be sim¬ 
ple and straightforward for ordinary dealers to under¬ 
stand and implement in their manifold day-to-day 
transactions. In the interests of simplicity, all trans- 
actions which are of an inter-Slate character should be 
treated as such ; some of them should not be, by legal 
Action converted to intra-State transactions. The impo¬ 
sition ’of a Sales Tax levied at one and the first point 
only by the Central Government at uniform rates as 
recommended by the Chamber will resolve all of the 
difficulties, disadvantages and inequities implicit in the 
several questions asked by the Commission. The res¬ 
traints on inter-State trade will abate in a condition in 
whic h there would be only one authority responsible for 
policy The tax will be collected from a limited number 
of generally substantial persons, reducing problems of 
administration and evasion. The equitable distribution 
of the proceeds by the Centre will ensure a fair share 
to those States where by reason of the paucity of origi¬ 
nal sellers at the first point the revenue from the tax 
would otherwise be limited. 

Question 134 —Do you think that lack of uniformity 
between the States as regards the rates of sales tax 
and the methods of applying it (single or multiple 
point) has the effect of raising barriers m inter-State 
commerce or of inducing uneconomic diversions of 
trade? If so, what measures would you suggest to 
rectify the position ? 

These questions are already answered. 

State Excises. 

Question 135.-—(a) In regard to State excise duties 
and the revenue therefrom, have you any comments 
or suggestions to make — 

(i) on features of importance connected with the 

system of levy of these duties in diffevent 
States 

or 

(ii) on policies involving various degrees of relin¬ 

quishment in certain States of the revenue 
from these duties ? 

Should there, in this context, be uniformity be¬ 
tween different States? If so, in what particulars 
and to what extent ? 

(b) Is there proper co-ordination between the levy 
of Central excise on medicinal and toilet prepara¬ 
tions containing alcohol, etc., and of State excise 
on alcoholic liquors? If not, what steps would 
you suggest to ensure adequate co-ordination ? 

In a condition in which it is not possible in the 
absence of revenue, to provide education and. medical 
services to a large section of the population even on a 
minimum standard, a policy involving any degree of 
relinquishment of revenue from excise must be wrong. 
Such a policy puts in reverse the maxim attaching 
merit to doing the greatest good for the greatest num¬ 
ber However that may be, there should at the least be 
a uniformity of policy throughout the Union The 
policy of prohibition cannot possibly be wholly enforced 
so long as the importing of alcoholic liquors from other 
States cannot altogether be prevented. If there can be 
no uniform policy, at the least practice should be uni¬ 
form and the complexity of restrictions on the inter- 
State trade in alcoholic liquors removed by an equalisa¬ 
tion of excise rates. 

General. 

Question 136.—-Do you think there is a case for 
resting in the administration the power to alter, by 
executive order, the rates of import duties, export 
duVes and excise duties ? If so, please indicate m 


what circumstances and within what limits such 
power should be exercised ? 

There is no case for vesting the Administration with 
power to alter duties by executive order excepting only 
in very exceptional circumstances and then only at 
ministerial level subject to the sanction of Parliament 
taken at the first opportunity. It is thought that the 
dangers of the whole system of export duties is implicit 
in this question. 

PART IV.—AGRICULTURAL INCOME-TAX, LAND 

REVENUE AND IRRIGATION RATES. 

Question 139. —A few States levy agricultural in¬ 
come-tax, but in almost none is it among the more 
important sources of revenue; the progress of land 
reforms will further reduce its yield. Would you, 
in order to increase the yield from this tax on for 
other reasons (which may please be specified), make 
major modifications in the present system of taxa¬ 
tion of agricultural income ? If so, please indicate 
the modifications you would make ? 

Question 140.— In particular, do your suggestions 

involve — 

(a) correlation, and if so, to what extent, of agri¬ 

cultural with non-agricultural income-tax; 

(b) alteration, and if so, in what manner, of the 

levy of land revenue ? 

As regards (a), if the correlation suggested lakes 
the form of the levy of a single tax on the total 
of non-agricultural and agricultural income, instead 
of the present separate Central and State taxes, 
please deal with the constitutional, administrative 
and other problems involved, including the appor¬ 
tioning of proceeds among State Governments. 
Alternatively, if the State Governments continue 
separately to levy a tax on agricultural income, but 
the rates of levy are based on the total of the two 
types of income, agricultural and non-agricultural, 
what are the specific problems which arise, and how 
would you deal with them ? 

As regards (b), please indicate the probable net 
effect of the suggested measures on the revenues of 
Government. What administrative or other issues 
are involved, and how would you deal with them ? 

With the progress of land reforms, the abolition of 
Zamindari and the break-up of large estates, agricul¬ 
tural income-tax is not likely to yield a return com¬ 
mensurate with the cost of assessment and collection 
unless correlated with non-agricultural income-tax. 
There is, however, no longer any valid argument for 
excluding agricultural income from the total income 
of any assessee provided it is possible to define agri¬ 
cultural income in a simple and equitable manner. 
One method of determining agricultural income for the 
purpose of income-tax is discussed under the next ques¬ 
tion. If income from agriculture so defined is to be 
included in the general income-tax return of the 
assessee and income-tax collected on the total income 
by the present income-tax organization, the non-agri¬ 
cultural income-tax ingredient could be apportioned 
between Central and State Governments according to 
the present arrangements for apportionment. It is not 
possible to assess the probable net effect of the suggested 
measures on the revenue of Government without a very 
detailed study of the land revenue records of all the 
State Governments. 

Question 141.— How would you determine taxable 
income in the comparative absence of accounts in 
rural areas ? What treatment should, in particular, 
be given to the following: 

(i) expenses of cultivation, harvesting, prepara¬ 

tion for the market, etc.; 

(ii) agricultural losses owing to a calamity or 

other persons; (In this connection, would 
you favour giving the assessee the discre¬ 
tion to choose the alternative of averaging 
his income over a number of years—say 3 
to 5 years—in order to cover good and bad 
years ?); 

(iii) depreciation in respect of — 

(a) live stock, 

(b) implements and carts, 

(c) means of irrigation, e.g., wells, etc., 

(d) buildings ? 

The majority of agricultural holdings are so small 
that even the gross yield from their cultivation would 
fall well below the present exemption limit for income- 
tax. The number of assessees on the basis of agricul¬ 
tural income alone must be few, but there may be a 
considerable number already assessable to income-tax 
on the basis of non-agricultural income who also have 
some agricultural income which ought to bear the 
income-tax. Any method of determining taxable income 
earned from agricultural operations must fulfil two basic 
conditions: 

(i) it should be possible to determine it on the 
basis of the existing revenue records ; 



(ii) assessment should be related to the potential 
standard yield of land rather than on the 
actual yield from each particular plot of land. 

If an attempt is made to assess the actual gross 
return from agricultural operations and to determine 
the net return after making allowances for expenses ot 
cultivation, harvesting and preparation for the market, 
as well as for depreciation in respect of livestock, im¬ 
plements and wells, the cost of assessment will be 
out of all proportion to the expected yield. Further, 
as it will not be possible to exercise any close super¬ 
vision in outlying rural areas, there will be far too 
great a scope for corruption and harassment. On the 
other hand, if it is possible to calculate the net agri¬ 
cultural return on the basis of the admissible rent that 
can be collected by a superior holder from an inferior 
holder (this is usually limited to so many times the 
land revenue assessment on the land), all the complica¬ 
tions of making allowances for expenses are avoided. 
In most States there is a limit on the rent which the 
landlord or the superior holder can legally demand and 
collect from the peasant who actually cultivates the land. 
Such rent can toe taken as a net return on the land, as 
generally all expenses of cultivation are borne by the 
actual cultivator. Where land is held in the name of 
the cultivator himself and no rent is, therefore, paid 
to a superior holder, the rent that could be demanded 
by the superior holder, if there were one, may be taken 
to be the net yield from agricultural operations. 

The method suggested here is obviously very crude. 
If there is to be an aggregation of agricultural and non- 
agricultural income suitable adjustments will have to 
be made in every State, taking into consideration the 
local land revenue system and existing legislation for 
protection of tenants, under which limits are set to 
what a superior holder may legally demand from an 
inferior holder. 


(b) shifts in production , e.g., from cash crops 

to food crops or vice versa ? 

(c) capital improvements to land ? 

(v) Payment in kind.—Would it be possible to 

provide for payment in kind either parti¬ 
ally or in full ? Please discuss the advant¬ 
ages, difficulties, etc. 

(vi) Uniformity between States.—In the applica¬ 

tion of these principles what degree of 
uniformity between different States would 
be desirable and possible ? 

Question 145. — In regard to a resettlement as dis¬ 
tinguished from an original settlement, what addi¬ 
tional principles, if any, would you suggest ? 

Account must be taken of existing settlements and 
principles of revenue collection in different States. It 
would be obviously impossible, politically, to effect any 
major changes to the detriment of the cultivator who 
has always regarded his land and everything associated 
with it as stable md constant. There is only a very 
limited scope for alterations and improvements in this 
connection and it is not possible to introduce any broad, 
general reasoning. 

Question 146.— Where resettlement is overdue but 
cannot yet, for administrative or other reasons be 
undertaken, what transitional steps would you re¬ 
commend in order to bring the old rates into con¬ 
formity with changed conditions ? 

Would you levy a surcharge on the old rates, 
graduated if need be with reference to sttch factors 
as crop grown, size of holding, etc.? 

How would you provide against the possibility of 
such a surohaige accentuating the disparity already 
present as a result of settlements of different areas 
having been undertaken at different times? 


Question 142.— What rates would you prescribe for 
agricultural income tax and how would you 
graduate them ? Is it possible to have uniform 
rates in all States ? What exemption limits would 
lay down ? 

The aggregation of agricultural and non-agricultural 
income for assessment under the Income-tax Act is 
desirable and accordingly the question of separate rates 
or their graduation does not arise. Agricultural income 
would be included in the total assessable income and 
would automatically be subject to uniform rates in all 
States. 

Question 143.— For areas already under or likely 
hereafter to be brought under ryotwari or similar 
tenures, do you consider that land revenue policy 
should be based on some form of periodical settle¬ 
ment ? 

If not, what alternative would you suggest ? 
How would you work it ? What would be its pro¬ 
bable net effect on Government’s revenues ? 

With the steady rise in the prices of agricultural 
produce over the last 14 years, land revenue is no 
longer a very heavy charge on the cultivator. In prin¬ 
ciple, however, it would not be equitable to ignore long¬ 
term changes in either the fertility of the land or in 
other factors like access to markets. There is, there¬ 
fore, a case for periodical settlement. But with the 
decreasing importance of land revenue in the nation’s 
budget, it is no longer necessary for such settlements 
to be as elaborate as the original settlements. Adjust¬ 
ments in the existing rates of revenue should be made 
only when there are major factors increasing or di¬ 
minishing potential income of the farmer in the areas 
covered by such settlements. 

Question 144.-7/ you are in favour of periodical 
settlements, what modifications, if any, would you 
make in the practices and principles which have 
been followed hitherto, and why ? In your reply 
please refer in particular to the following — 

(i) Period of guarantee.—Should this be shorter 

than in the past ? Would you suggest 
longer periods in special circumstances, 
e.g., when ryotwari tenure is introduced 
for the first time ? 

(ii) Scope of guarantee.—Should a fixed assess¬ 

ment be guaranteed for specific piece of 
land (or for a proprietary body, as for 
instance, in the Punjab ) ? Alternatively 
should a basic rate be fixed and limits 
guaranteed within which it may vary ? 
What factors would you take into account 
m varying the rate, e.g,, area, nature of 
crop, yield, prices, etc.? 

(ill) Basis of assessment—How should the basic 
late be fixed ? Would you introduce an 
element of progression ? 

(iv) Incentive to production.—Would it be feasi¬ 
ble so to regulate assessment as to provide 
an incentive for — 

(a) larger agricultural production ? 


is iisei] oj a significant 
degree, what steps would you take to reduce it ? 
It would be politically unworkable to levy any sur- 
?iru r ® e on ^?. nd revenue in the absence of resettlements. 
Where conditions have changed so materially as to 
result in a significant degree of disparity between neigh¬ 
bouring areas, a resettlement should be undertaken as 
expeditiously as possible. Short-term measures will be 
unworkable unless there is a proper resettlement. 

Question 147 .—Since a certain degree of disparity 
may be present — 

(i) between the pre-existing and the newly 
merged areas of a Part A State; or 
(ii) between the different units which have gone 
to form a Part B State ; 

What steps, if any, would you take, pending a 
general resettlement of such areas, towards removal 
or reduction of disparity ? 

The cultivator, in whatever State or area, considers 
his tenure and conditions of farming to be one of the 
most stable and constant factors in his enviornment. 
Any administrative action, in the absence of a resettle- 
ment, undertaken with a view to remove disparities 

“R^ ee <S ? d30im ??S areas r in Par t “A” States and Part 
a states, will therefore be politically unworkable. 

Question 151 —Are there any suggestions which 
you would m ike in regard to the assessment of — 

(i) agricult ural land in rural areas, used for non- 

agricultural purposes ; 

(ii) land chssed as agricultural but now part of 

an urban area and used for non-agricultural 
purposes ; and 

(iii) land classed as non-agricultural, whether in 

rural areas or in urban areas, and used for 
non-agricultural purposes ? 

lm? .VLuT a rec °g ni ?ed principle in most States that 
used for non-agricultural purposes should bear a 

tosps r ThJ e o U6 -t tha ? used for agricultural pur¬ 
poses The equity of this principle has not been ques- 
loned seriously and it should be extended to all non- 

of he S USe re ? ar ,^ less , of the original classification 
oi the land as agricultural or non-agricultural. 

Irrigation Rates & Betterment Levy. 

Question 155. —Would you recommend any of the 
following taa es, either sinffly or in combination, 
where a major irrigation work has been constructed 
by the State- — 

(i) a betUrment levy representing a portion of 

the i ncrease in the value of land; 

(ii) an irrigation rate for the water actually 

supplied; 

(iii) a small compulsory cess for all lands under 

command whether the water is actually 
utilised or not; 

(iv) any other tax or taxes, as an alternative to 

or in conjunction with the above ? 

Where a major irrigation work has been constructed 
by the State, tl ere is every justification for both a 



betterment levy representing a portion of the increase 
in the value of the land, so long as that is imposed 
only upon a sale when the actual cash value of the 
betterment is determined, as well as an irrigation rate 
for the water actually supplied. There is also every 
justification for a small compulsory cess for all lands 
under command, as any landholder entitled to use water 
should contribute in some measure for its availability 
whether or not he chooses to make use of it. Such 
compulsory cess should however, be a very small charge 
by comparison with the irrigation rate for water actual¬ 
ly supplied. 

Question 156.— What portion of the increment in 
land value may be reasonably absorbed by the 
State as betterment levy ? 

How should it be assessed, in what instalments 
should it be collected and by what administrative 
machinery ? 

How would you time the recovery in relation to 
development, i.e., before the project comes into full 
operation or afterwards when substantial incre¬ 
mental value is actually realised ? 

Would it be proper and practicable to impose a 
betterment levy on lands already benefited by an 
existing irrigation work ? 

Should the proceeds from the levy be earmarked 
for a specific connected purpose, e.g., contributing 
towards the cost of the particular irrigation project 
or of other irrigation projects ? 

With so many alternative irrigation projects under 
consideration, landholders in areas fortunate enough 
to receive priority for construction should have no 
cause to complain if as much as 50 per cent, of the 
increased value of their lands is absorbed by the State 
by way of a betterment levy provided that the levy is 
collected only at the time of sale of holdings. 

The provision of irrigation facilities makes such an 
enormous difference in the value of the land and the 
potential standard of living of the landholder that there 
is every justification for a betterment levy. The assess¬ 
ment and collection of the levy however, must present 
very serious administrative problems. The simplest 
method of collection might be one which comes into 
operation at the time of transfer of the improved land- 
holding by sale. It should be relatively easy to deter¬ 
mine the difference between the value at the time of 
the last sale and sales effected after the provision of 
irrigation facilities. To some extent, this method can 
yield certain revenue even before a project comes into 
full operation as land values will appreciate in anti¬ 
cipation. 

Further appreciation, that is appreciation after the 
first sale following on construction of the project, pre¬ 
sents a more difficult problem ; the same land should 
not be subjected to a second betterment levy unless it 
is possible to devise a method of assessing further auto¬ 
matic improvements in the value of holdings unconnect¬ 
ed with the efforts of the landholder. 

If the proposal to realise betterment levies by a 
charge at the time of registering subsequent _ sales of 
land is accepted, it will not be difficult to impose a 
betterment levy on lands already benefited by an 
existing irrigation work provided it is possible to esti¬ 
mate the standard improvement in land values in the 
area. 

In no progressive system of taxation can receipts be 
directly linked with expenditure for specified purposes. 

Question 157—(i) Should the irrigation rate be no 
more than an adequate charge for the water sup¬ 
plied or should it also contain an element of addi¬ 
tional levy on the increased yield or crops ? Can 
you indicate with reference to conditions in your 
State whether, and if so to what extent, there is 
an element of additional levy in respect of (a) old 
irrigation works (b) new irrigation works ? What 
limits would you place on the quantum of addi¬ 
tional levy in respect of (a) old irrigation works (b) 
new irrigation works ? 

(ii) Would you base the irrigation rate primarily 
on (a) area irrigated, (b) quantity of water sup¬ 
plied, (c) crop value, (d) any other factor ? 

(iii) Are you in favour of periodical revision of 
water rates ? If so, with reference to one or more 
specified States, what period would you consider 
appropriate in conformity with economic considera¬ 
tions and in the light of administrative convenience? 

(iv) Do you advocate concessional or incentive 
rates particularly in the initial stages of develop¬ 
ment, with a view to encouraging the production 
of specific crops or the adoption of desired farming 
techniques ? 

The benefit normally derived from the provision of 
irrigation facilities is so great that there is every justi¬ 
fication for inclusion in the irrigation rate of an element 
of additional levy on the increased yield of crops. The 
irrigation rate could, in fairness, be assessed so as to 
be in the same proportion to estimated value of the 
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standard yield as land revenue to estimated yield on 
unirrigated land. 

The irrigation rate should be based primarily on the 
quantity of water supplied ; the landholder who, by 
utilising a given quantity of water to better purpose, 
is able to secure a higher crop value than his neighbour 
should not be penalized. 

Water rates once determined should not be revised 
too frequently. In general, the same consideration 
should determine the revision of water rates as deter¬ 
mined resettlements affecting revision of land revenue. 

It is not desirable to complicate assessment of water 
rates by introducing concessional or incentive rates for 
particular crops or farming techniques. The necessary 
incentive in this respect is best provided directly by 
offering a better price for specific crops and educating 
the farmer who will learn that a better economic return 
results from the use of improved techniques. 

Question 158. — How would you fix the compulsory 
irrigation cess ? Would you make it a small fee 
relatable to the annual cost of maintenance of the 
work ? 

Landholders are likely to accept compulsory irriga¬ 
tion cess more easily if they appreciate that it is related 
to the annual cost of maintenance of the work. 

Question 159. — If the items mentioned above — 

betterment levy, irrigation rate and irrigation cess 
—were discussed in connection with a minor irri¬ 
gation work, or a tube well scheme, to what extent 
would your replies have to be modified ? 

What has been said of betterment levy, irrigation 
rate and irrigation cess applies with equal force to minor 
irrigation works or tubewell schemes as the landholder 
benefits appreciably from investment by the State. He 
should, therefore, be prepared to contribute towards the 
cost of such work and towards extension of similar 
works to other less fortunate areas. 

Question 160.—In what circumstances would a con¬ 
solidated rate of land revenue—where the assess¬ 
ment includes an element of water rate —be prefer¬ 
able to a scheme of separate irrigation rates and 
cesses ? 

A consolidated rate of land revenue including an 
element of water rate is not practicable as it will not 
be possible to assure constant and adequate supply of 
water to every landholder in the area ; the element of 
water rate must have some relation to the quantity of 
water supplied. 

Question 161.— What is the scope for the imposition 
of a surcharge on irrigation rates based on — 

(i) crop values; 

(ii) sizes of holdings, etc., 

for the purpose of financing projects of a local 
Character ? 

Lands covered by irrigation schemes can obviously 
bear a higher local cess than dry lands. If local cess 
is to be determined as a proportion of land revenue, 
it will be only fair to assess local cess on irrigated lands 
after adding irrigation rates to the land revenue. If the 
local cess is based on annual value, irrigated land will 
automatically bear a higher cess as it will have a higher 
annual value than dry land. 

PART V—OTHER TAXES (Central and State). 

Stamp Duties and Court Fees. 

Question 162.— Under the constitution — 

(1) the Union is empowered to fix the rates of 

stamp duties in respect of bills of exchage. 
cheques, promissory notes, bills of lading 
letters of credit, policies of insurance, trans¬ 
fer of shares, debentures, proxies and 
receipts, and 

(2) the States are empowered to fix the rates of 

all other stamp duties. 

As regards both (1) and (2), have you any sug¬ 
gestions to make for the levy of a stamp duty 
where it is not already levied, or for an increase 
or decrease of the present rates where a stamp 
duty already exists ? Please give reasons for your 
suggestions. Are there any general principles 
which you would propose for adoption in regard 
to the fixation of rates of stamp duties ? 

As regards (2), since the rates vary from State 
to State, what degree of uniformity do you con¬ 
sider desirable and feasible, and how do you pro¬ 
pose to achieve it ? 

If possible, please estimate the net effect of your 
proposals on the revenues of States. 

The present duties on - commercial documents are 
high enough. The duty on cheques payable until 1927 
was thought to impede the development of banking 
and was accordingly withdrawn. It is now more than 
ever important that the banking habit be encouraged 
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and money concentrated where it will be productively 
employed. The duty on cheques should accordingly 
not be re-imposed. As with other duties and taxes 
there should be uniformity throughout the Union if 
only for the sake of simplicity. The Stamp Act is a 
most complex piece of legislation. 

Question 163.— Certain States (e.g., Bombay ) levy 

stamp duties on transactions in forward markets. 
Wihat is your view regarding the complaint that 
these duties have tended to affect the business in 
these markets, particularly that of the middle class 
traders ? If you consider that the levy of stamp 
duty on transactions in these markets is a suitable 
and potentially important means of securing 
revenue, what administrative and other measures 
ivould you suggest for the efficient collection of such 
duties ? Alternatively, in place of stamp duties, 
would you suggest some other form of taxation of 
transactions in stock exchanges and futures 
markets ? If so, please elaborate your suggestion. 

A contract for the ready purchase and sale of any 
commodity attracts no tax or duty of the kind con¬ 
templated by the question although there may be an 
increment to the price by way of Sales Tax. Any such 
tax or duty would operate as a restraint on the move¬ 
ment of commodities and on trade generally. So much 
can with equal force be said of the forward contract 
made as a form of insurance indispensable to all traders 
in or users of commodities. If it were possible to dis¬ 
tinguish between the genuine hedge and the speculative 
contract the latter should be heavily taxed ; but there 
seems to be no means of identifying the speculative 
contract excepting only that in shares in the case of 
which a speculative transaction may be presumed if 
there is no delivery. 

Question 164. — In this country, the stamp duty is 
ordinarily a tax on documents which constitute 
evidence of legal rights. There are, however, cer¬ 
tain taxes, such as the entertainments tax, which 
are sometimes collected in the form of stamps, and. 
suggestions have been made that this system may 
be appropriately extended to the collection of taxes 
on the sale of goods or on other transactions. Do 
you agree with this view ? If so, to what taxes 
would you extend the scheme ? 

The utmost economy in collection is desirable but 
it is extremely doubtful whether it would be practic¬ 
able to substitute a stamp duty for the tax on a sale 
of goods in its present form if the facility for evasion 
is not thereby to be increased. 

Question 165. —What are the more common methods 
of evasion or avoidance of payment of stamp duty ? 
What means of prevention would you suggest ? 

There is a substantial loss in the revenue from stamp 
duties in a condition in which— 

(a) the transmission of a share is possible without 

evidence of probate or letters of administra¬ 
tion ; 

(b) it is the custom to hold shares on blank trans¬ 

fers ; 

(c) the stamp duty on a transfer of shares is paid 

by adhesive label. 

It is commonly provided by Airticles of Association 
of companies that the directors may in their absolute dis¬ 
cretion dispense with the production of probate or letters 
of administration or such other legal representation by 
the person claiming title to the shares of a deceased 
member of the company. There is substantial avoid¬ 
ance of probate duties as a result. It is important that 
the avoidance be checked. It may at the same time be 
noticed that avoidance of the probate duty will continue 
to be possible so long as the obligations proposed to be 
imposed by the Estate Duty Bill may be discharged 
without an application for probate or letters of 
administration. In the result there will be a diversion 
of revenue from the States to the Centre. 

It is doubtful whether the practice of abstaining from 
securing the registration of shares has appreciably 
abated since the Bombay High Court held in Shri Sakti 
Mills Ltd. v. Commissioner of Income-tax (reported at 
1948, I.T.R. 187) that credit under section 18(5) of the 
Income-tax Act for the tax paid by the company could 
be claimed only by the person registered as the holder 
of the shares. The payment of the stamp duties on 
the transfer is avoided if the shares are held under a 
deed of transfer executed only by the transferor to the 
extent that the property in the shares may pass through 
a number of hands without the registration of any 
transfer and it may be observed that certain banks 
customarily make advances upon the pledge of such 
shares without requiring their registration either in the 
name of the bank or in the name of pledger. No stock 
or share may be sold under sanction of the rules of the 
London Stock Exchange unless registered in the name 
of the vendor. There can be no escape from payment 
of the duties on the transfer. The enforcement of that 
rule is rendered practicable by arrangements for secur¬ 
ing the completion of transfer within the shortest possi¬ 


ble time believed to be 48 hours at the most. In India 
the time taken for the completion of a transfer of shares 
extends to three months or more. It may not be pratic- 
able in India to adopt the English law and practice ; 
the evasion of the payment of stamp duties on transfers 
of stocks and shares may, however, be substantially 
abated if the banks are prohibited from making an 
advance upon the pledge of stocks or shares not re¬ 
gistered in the name of the pledger or in the name of 
the bank or its nominees. 

Even if cancelled as by an indelible rubber stamp 
at the time a transfer is approved the adhesive label 
by which the stamp duty on a transfer of shares is 
paid is easily removed and used a second time. The 
label does not carry the date of its issue as does the 
impressed label. It is believed that a substantial evasion 
of duty derives from the use of the adhesive label and 
that the revenue would advantage if the stamp duty 
on a transter of shares were to be paid by impressed 
label. 

Question 166.— The ra es of court fees differ from 
State to State. To what extent do you consider 
uniformity in the rates desirable and feasible ? 
Question 167.— Have you any suggestions to make 
regarding the schedules to the Indian Court Fees 
Act and the rates of levy thereunder ? 

Uniformity throughout the Union is certainly desir¬ 
able. 

Taxes on Motor and other Vehicles. 

Question 168.— Taking into account (a) the several 
taxes, Central, State and Local, which affect motor 
transport directly and business, trade, etc., indirect¬ 
ly, (b) the variation in some of these taxes from 
region to region and between different categories of 
vehicles, and (c) the relative financial needs of the 
different taxing authorities, both generally and, in 
particular, for tht maintenance, improvement and 
extension of road:, what changes, if any, would 
you introduce in the present system of motor 
vehicles taxation 5 What degree of uniformity do 
your suggestions involve ? Instead of several 
taxes by different authorities, a consolidated tax 
has been suggested : do you consider this feasible ? 
How would you apportion the proceeds among the 
different authorities concerned ? 

Taxes on vehicles are a tax on transport and are 
accordingly an indirec t levy on the goods, commodities 
or persons taxed. The cost of transport including the 
taxes levied on it directly affect the cost of living, the 
health, the education and well-being of every one of 
the nation’s crores of citizens. 

The present inadequacy of transport facilities is a 
serious restraint on development and prevents the rais¬ 
ing of living standards. In many regions road or rail 
transport is non-existent or roads are so poor that trans¬ 
portation costs are prohibitive. Production is accord¬ 
ingly equated to local consumption for want of cheap 
transport to consumers in other areas. The fishing 
industry, for example, is undeveloped because markets 
remote from the coast cannot be quickly reached; 
fruit is left to rot or is used as manure since there is 
no cheap and efficient transport to carry it to other 
parts of the sub-coni inent. 

It is essential that all transport including motor 
transport and its taxation be placed under the direct 
control of the Centra] Government. The present condi¬ 
tion in which there is a multiplicity of authorities should 
be changed and the right to impose taxation vested 
only at the Centre. Railways, air services and shipping 
are already so co-ordinated and controlled ; they do not 
suffer a tax of the same character as the taxation on 
other forms of transport. Charges made by the docks 
and air-ports for facilities provided are not taxation 
according to any concept. Transport by motor vehicles 
being equally essential should have the same treatment. 
If the sole right to tax motor transport is vested in 
the Centre there will be complete uniformity. 

A consolidated tax imposed at the Centre would 
present no unusual difficulties. The several States or 
municipalities could be made responsible for its collec¬ 
tion and the preparation of the statistical data neces¬ 
sary for its allocation. 

Question 169.— To what extent and in what manner, 
in your view, should the proceeds from motor 
vehicles taxation be earmarked for road mainten¬ 
ance and development ? 

The proceeds of a consolidated tax on motor vehicles 
levied at the Centre should be used in part as a sub¬ 
vention to the States, municipalities and other local 
authorities out of which to maintain roads within their 
jurisdiction not the responsibility of the Centre, and 
in part be appropriated to a non-lapsing road Fund to 
be expended on the construction and maintenance of 
roads over the whole country by a system of broad 
priorities. The need for a central organisation such as 
the Bureau of Public Roads in the U.S.A. or the Indian 
Railway Board is indicated. With it should be incor- 
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porated the Roads organisation of the Ministry of 
Transport. The construction of new roads cannot, 
however, be financed entirely from revenue but part 
of the cost must be financed by borrowings. 

Question 170. —Have you any specific comments to 
make on the main recommendations of the Motor 
Vehicles Taxation Enquiry Committee, 1950 ? 

The Chamber approves the rates of tax proposed by 
the Motor Vehicles Taxation Enquiry Committee, 1950 
but is of opinion that its control and administration is 
better vested in the Union Government and further 
that— 

(a) in the altered conditions in the automobile 

industry all motor vehicles and their com¬ 
ponents should be exempt from the Sales 
Tax; 

(b) the fuel tax should be at a uniform rate of 

6 annas per gallon of motor spirit on which 
there should be no Sales Tax. 

Question 171. —Have you any suggestions to make 
regarding the extension of taxation to, or increase 
of present taxation on, users of roads other than 
motor vehicles ? How would you classify the 
users, what rates would you suggest and who, in 
your view, should he the taxing authorities ? How 
would you dispose of the proceeds ? 

All animal-drawn vehicles should be taxed subject 
to an abatement if fitted with rubber tyres. The tax 
would then be more appropriately described as a Roads 
Tax rather than a Motor Vehicles Tax. 

Entertainments Tax. 

Question 172.— This tax is usually levied on tickets 
of admission to entertainments or amusements, of 
which the cinema is by far the most important. In 
this regard, the Cinematograph Industry Enquiry 
Committee considered the incidence of the tax on 
the industry too heavy. Do you agree with this 
view and, in particular, do you consider that the 
rates have reached the point of diminishing 
returns ? 

The Committee also suggested uniformity in the 
rates of duty which differ widely from State to 
State. Do you agree with this view ? If so, how 
should it be achieved ? 

How far would you apply graduation in the rates 
of entertainments tax ? 

What modification in the system of levy would 
you suggest ? 

The tax may be judged to be too heavy if in the 
result the cost of a desirable form of entertainment is 
beyond the means of a large section of the population 
and an important industry suffers or, from the revenue 
angle, the law of diminishing returns operates so as to 
reduce receipts. It is generally reported that the 
receipts from the tax have declined and accordingly 
there may be a presumption that the tax is too heavy. 

A uniformity of charge throughout the Union is 
always, in principle, desirable. The tax should be 
graduated with exemption at the bottom of the scale. 
The present system of levy is considered satisfactory. 

Question 173. —What principles would you adopt in 
regard to exemptions ? Should the criterion be : 

(i) character of the entertainment (e.g., educa¬ 

tional film); 

(ii) nature of object to which net receipts are 

applied, (e.g., charity show); 

(iii) class of persons admitted to entertainment 

(e.g., lowest class of ticket ); 

(iv) any other factor ? 

The exhibition of educational films should be exempt. 

Question 174. —How important is evasion of the 
entertainments tax and what methods of evasion 
are practiced ? What steps would you take to 
minimise evasion ? Should there be a restriction 
on the number or proportion of complimentary 
tickets issued ? Should collection be more generally 
by stamps ? 

According to reliable information, evasion is not ex¬ 
tensively practiced: the present system of inspection 
is adequate for its detection. The practice of allowing 
reputable exhibitors to pay weekly in arrears should 
continue. 

Question 175.—Would you suggest the extension of 
the scope of application of the tax to any other 
organised and conveniently taxable forms of enter¬ 
tainment not taxed at present ? Would you recom¬ 
mend the exclusion from the scope of the tax of 
any kind of entertainment which is taxed at 
present ? 

The Chamber has no comments. 


Tax on the Consumption or Sale or Electricity. 

Question 176.— A tax on the consumption or sale of 
electricity is levied in several States in India. Do 
you consider that this is a suitable tax and may be 
adopted by other States ? Would you restrict it to 
consumers of energy for domestic purposes or 
would you extend it to sales for industrial uses 
also ? 

Electrical energy is pre-requisite to almost every 
form of productive activity and accordingly its genera¬ 
tion and distribution is one of the major objectives of 
the Five-year Plan. A tax or duty imposed at its very 
source must operate as an impediment to productivity 
and should find no place in a healthy tax structure. 
The national income will increase in direct ratio as the 
employment of electrical energy in agriculture and 
industry ; the State will advantage by the larger revenue 
from direct taxation in the form of income-tax and 
from indirect taxation on the increase in consumption 
resulting from improved living standards. 

There is no better case for the tax or duty on electri¬ 
cal energy used for domestic purposes. It is both liter¬ 
ally and figuratively a source of light and is an essential 
and important element in the modern standard 
of living. The tax discourages its universal application 
and tends to deny its benefits to persons not far removed 
from the subsistence level. It should be the policy of 
the State to make electrical energy as cheap as 
possible. 

Question 177. — In respect of domestic purposes— 

(a) should a distinction be drawn between the 

electrical energy consumed for light and 
fans and the energy consumed for other 
domestic purposes ( frigridaires, heaters, 
radios, etc.) ? On what principles would 
you determine the rates of duty ? 

(b) what exemptions would you suggest and on 

what basis ? Would you apply a lower 
rate of duty to small consumers ? 

If at all a tax or duty is imposed on electrical energy 
used for domestic purposes no distinction is practicable 
between classes of domestic consumption without intro¬ 
ducing the need for a separate and expensive wiring 
system. Any tax or duty should be levied as a per¬ 
centage of the selling price, and applied without dis¬ 
tinction as to the domestic use to which it is put. 

Question 178.— If you are in favour of a duty on 
energy used for industrial purposes, on what prin¬ 
ciples would you determine the rates of duty 1 
What exemptions would you provide for and on 
what basis ? 

The Chamber is opposed to any tax or duty on 
electrical energy for whatever purpose used. 
Any tax or duty imposed notwithstanding should not 
exceed the lowest rate of tax levied by the State upon 
the sale of an essential commodity and there should be 
an exemption in favour of any industry in which the 
cost of the energy exceeds 10 pier cent, of the prime 
cost of production. 

Question 179.— How would you modify your sugges¬ 
tions in reply to the foregoing questions if electri¬ 
cal energy — 

(i) is entirely supplied by Government under¬ 

takings in a State, 

(ii) is supplied by Government undertakings in 

some areas of a State, and private under¬ 
takings in other areas ? 

The objection is taken to a tax or duty on electrical 
energy primarily because it must operate as an impedi¬ 
ment to productivity. That objection lies whether the 
energy is supplied by the State or by private enter¬ 
prise. 

Question 180. —What degree of uniformity as between 
different States would be desirable in regard to the 
levy of electricity duty ? How would you achieve it ? 
Any tax or duty must be uniform throughout all 
States in the Union if the tax burden is to be equitably 
distributed and one industrial unit is not to be placed 
at an advantage over another merely by reason of its 
situation. Power to impose the tax or duty should 
vest in the Union, not in the State. 

PART VI.—LOCAL TAXATION 
In dealing with this part of the Questionnaire, the 
Chamber confines itself to a few observations on octroi 
and terminal taxes. 

Article 301 of the Constitution provides that trade, 
commerce and intercourse throughout the territory of 
India shall be free. Do octroi and terminal taxes not 
in effect set up internal frontiers and create barriers to 
be opened to the passage of goods only upon payment 7 
Their levy may not be ‘ ultra vires ’ the Constitution 
according to the letter of the law; but the good inten 
tions of the Constitution-making body are at the leas 
frustrated. 
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Any tax or duty which bears on the raw materials 
of industry or on goods carried by road merely by 
reason of their being so carried is bad for it increases 
the cost of production and of motor transport with con¬ 
sequent discouragement to road development. 

In line with its proposals for a reduction in the 


multiplicity of taxing authorities and for a uniformity 
of tax rates throughout the Union, the Chamber is of 
opinion that the authority to levy these taxes should be 
repealed and that local authorities be compensated for 
their loss by a subvention from a tax on consumption, 
viz., the Sales Tax. 


Views of the Bombay Chamber of Commerce Supplementary to their Replies to the Question¬ 
naire of the Taxation Enquiry Commission. 


Copy of letter, dated 8th October 1953 from Secretary 
of the Chamber to the Secretary Taxation Enquiry Com¬ 
mission. 

“ My Committee’s submission made in reply to the 
Questionnaire is now in your hands. My Committee 
desire me, however, to direct your attention to these 
matters which they consider to be of particular im¬ 
portance, namely 

(a) the need for a reduction in the multiplicity of 

taxing authorities and a uniform system of 
taxation throughout the Union at equal rates; 

(b) the proposal made for the inclusion of agricul¬ 

tural income aggregately with other income 
under the Indian Income-tax Act; 

(c) the need for better definition of the status of 

the corporation-tax; 

(d) the significance of the frequency of questions 

put concerning the assessment and collection 
of income-tax; 

(e) the private company’s status in the economy ; 

(f) the administration’s disregard of the procedure 

prescribed at section 30 of the Sea Customs 
Act and failure to create the arbitral machi¬ 
nery agreed to be set up under Article X of 
the General Agreement on Trade and Tariffs ; 

(g) the proposal made for the re-imposition of the 

Salt Duty. 

2. My Committee are not unmindful of the valid 
considerations for which the States were given so subs¬ 
tantial a degree of autonomous government and so wide 
a field for the raising of revenue; nor are they unaware 
of the significance of any proposal for constitutional 
modification of the powers presently enjoyed by the 
States. The experience of trade and industry during the 
last few years, however, suggests urgent need for such 
modification and a larger vesting of control at the Centre 
so that not only the incidence of a tax but also the regu¬ 
lating statutory provisions are uniform throughout the 
Union. 

3. My Committee believe the proposal to extend the 
scope of the Income-tax Act to agricultural incomes is 
generally approved and needs little emphasis. 

_ 4. Nothing has been done since the Todhunter Com¬ 
mittee reported in 1925 to clarify the position of the cor¬ 
poration-tax. Its double incidence on the shareholder- 
corporation is a long-standing grievance which merits 
serious consideration. My Committee are of opinion that 
it would be logical to treat the corporation-tax as an 
additional duty of income-tax as it is described at sec¬ 
tion 55 of the Act and to credit it as tax paid on behalf 
of the shareholder after inclusion in his income. My 
Committee’s views are set out at some length in the sub¬ 
missions made by way of reply to the questions put at 
Part II of the Questionnaire. 

5. A significant feature of the Income-tax section of 
the Questionnaire is the emphasis on evasion, the re¬ 
covery of arrears and, in perhaps less degree, the rela¬ 
tions between the Department and the tax-payer and 
procedural delays. 

6. My Committee will support any proposal designed 
to check evasion and to recover the tax so long as the 
liberty of the subject is not thereby endangered and the 
measure proposed does not carry with it increased oppor¬ 
tunity for corruption. They observe, however that the 
Legislature has strengthened the administration in a 
number of ways during the last fourteen years. The 
period of limitation for the institution of an assessment 
or for re-assessment has been extended and the impedi¬ 
ment implicit in the pre-requisite discovery of informa¬ 
tion removed; the scheme for advance payments and the 
power to make a provisional assessment has been intro¬ 
duced; the power of indirect recovery has been estab¬ 
lished. The power to make a summary assessment and to 
issue a demand payable within twenty-four hours has 
always been a feature of the statute. A number of the 
questions asked appear to suggest that the executive 
must have still more powers if the Act is to be effectively 
administered. 

7. My Committee understand that some 26 crores of 
rupees of income-tax are in arrears; in addition sums due 
under assessments made by the Investigation Commission 
are to be recovered over a long period of years toy an 
unwarranted liberality of instalments. According to the 
Department this unsatisfactory situation derives from a 


shortage of executive staff. Persons closely associated 
with the work of the Department, however, observe with 
grave concern its reduced output attributable, in their 
opinion, to a growing deterioration and demoralisation of 
the administration. The Income-tax Officer is not always 
the sinister character he is reported to be but his future 
prospects may on the one hand depend upon the exercise 
of diligence to the print of harassment as evidenced by 
the assessment record and, on the other, upon an absten¬ 
tion from diligence ii. favour of a particular assessee at 
the instruction of his superior. In such a condition there 
can be no loyalty, no ‘ esprit de corps ’. Government 
must enjoin upon the senior officials of the Department 
the need to observe an unimpeachable code of conduct 
in their relations with the public and should, in parti¬ 
cular, express its disapproval in case there is a close 
association with persons of substantial means and ill- 
repute. 

8. My Committee have noted with disapproval and 
some concern references recently made in a certain place 
to the private company ; it has been said it is bogus, 
being in reality a partnership in disguise, and should be 
taxed as an assoeiaticn of persons. These references are 
apparently inspired by the default of a number of private 
companies whose a: sets have been alienated before 
income-tax assessments have been discharged; it is in 
any event to be seen whether action for assessment and 
recovery was taken in time. 

9. In advanced countries, the private company is the 
rule, not the exception. In India, constitution as a 
partnership may be preferred, not always to avoid the 
charge of corporation-tax but frequently, with notable 
exceptions, because of the potential for evasion implicit 
in the unregistered partnership in a condition in which 
registration under the Partnership Act is permissive, 
not mandatory, and ihe power of assessment as a regis¬ 
tered partnership cai. be exercised only if the partners 
are known. 

10. The private company is frequently the public com¬ 
pany in embryo and it derives from the facility with 
which a number of persons may join together for the 
promotion of a business or industrial enterprise. The 
members of such a company are no less entitled to the 
benefits of incorporation, including the development of 
capital through profit retention, than are the members of 
a company so entitlet. merely because of its larger mem¬ 
bership. 

11. The difficulties accruing from the disparities be¬ 
tween the Customs Tariff and the Import Trade Control 
Schedule and official non-observance of the provisions of 
section 30 of the Sea Customs Act are in themselves 
serious enough. The absence of a quasi-judicial arbitral 
machinery for the revolving of disputes and the hearing 
of appeals is a matter of much concern; it is hoped the 
Commission will take particular notice of Government’s 
failure to implement the provisions of Article X of GATT 
to which a reference is included in the submission made 
in reply to Question 112. 

12. My Committee’s submission throughout empha¬ 
sises the importance of the indirect tax in a condition in 
which only so small a number are able to contribute 
directly to revenue. At one or more points attention is 
directed to the relative prosperity of labour, both urban 
and rural, and the poorer condition of the middle classes 
especially the lower middle class. Even the latter, how¬ 
ever, are not so poor that they would be greatly affected 
by a re-imposition of the Salt-Duty. Only the very poor 
are likely to be affected but it is thought its incidence is 
not likely to be oppressive even on the poorest; in the 
alternative some means for the abatement of its incidence 
may be devised. 

13. The Committee will look forward to the issue of 
your report with the keenest interest.” 

Copy of letter, dated 23rd September 1954, from the 
Secretary of the Bombay Chamber of Commerce to 
the Secretary, Taxation Enquiry Commission. 

Commission’s Note on “Sales Tax”. 

“ When representatives of the Chamber gave oral evi¬ 
dence before the Commission on 8th February this year, 
the Chairman said he would send to the Chamber for 
its comments a note on “ Sale Tax ” containing certain 
tentative proposals t> overcome the present difficulties 
experienced by non-resident dealers in the matter of 
inter-State Sales Tax. 



Nothing further was heard from the Commission, but 
a copy of the Note sent by the Commission to the Bengal 
Chamber of Commerce was forwarded to this office by 
the Associated Chambers of Commerce, Calcutta. The 
Committee of the Chamber have considered this Note 
and they have the following comments to make on the 
proposals contained therein. The Committee hope that 
their views will be given due consideration by the Com¬ 
mission in formulating their final recommendations to 
Government. 

At the outset I have been asked to make it clear that 
the Committee do not accept the lists of articles enumera¬ 
ted in the Commission’s Scheme as exhaustive. These 
lists, have to be considered rather carefully, and 1 have 
been asked to emphasize that my Committee have not 
done so at this stage as they consider the whole Scheme 
to be far from practicable. The Committee’s detailed 
comments on the Note are as under: — 

Recommendation 1 .—It is not clear from ttie recom¬ 
mendation whether the prohibition of imposition of Sales 
Tax would be only on the exporting State. In our view 
the articles enumerated in this recommendation are all 
essential to the life of the community and should be 
free from Sales Tax at any stage in any State. 

It appears that the recommendation is only limited to 
prohibition of tax by the exporting State, as recommenda¬ 
tion No. 6 deals with certain articles which should be 
free from all Sales Tax. As stated earlier, we are against 
a tax being levied on these articles even in the importing 
States. In fact, in most States these articles are even 
to day free from any Sales Tax. 

Recommendation 2 .—This recommendation implies 
that industrial raw materials will have to bear some 
Sales Tax although the total incidence of tax is sought 
to be limited by a ceiling. We reiterate the view set out 
in our memorandum to the Commission, viz., that raw 
materials should be entirely free of tax, for the reason 
that the finished products will be available for taxation. 

Further, assuming that these articles have to bear 
some tax in the present context of National economy, 
it is not clear how the ceiling is going to be enforced 
without substantial Central intervention and regulation 
of the taxing machinery. If the ceiling is to be imposed, 
there has to be a statutory prohibition, which means 
amending the Constitution in a material manner. More¬ 
over, goods of this kind on sale in any one province may 
have emanated from more than one State, each of which 
will have its own rates of tax. The tax levied in the 
receiving State will depend on how much has already 
been charged by the exporting States. This implies that 
the dealer in the receiving State will have to keep him¬ 
self abreast of the rates of taxation in all the exporting 
States and will have to keep his accounts in such a 
manner as to show from what State he has received his 
stock. Further, these goods having once come into a 
particular State, will pass from the importing dealer to 
other dealers, and it will be extremely difficult to trace 
the origin of each lot. In short, if a ceiling has to be 
enforced, it can only be effectively done by limiting the 
imposition of tax to one stage. A multi-point tax system 
does not suit the proposal. 

The proposal also implies that the same transaction 
may be subject to a tax in the exporting State and a 
tax in the importing State, which is against the spirit 
of Article 286 of the Constitution. Moreover, this does 
not solve the problem as to who is to pay the tax in the 
importing State, whether it should be the dealer in the 
exporting State, or the dealer or the consumer in the 
receiving State. 

We therefore emphasise that insofar as Central inter¬ 
vention is inevitable under the proposed Scheme and the 
taxation structure envisaged is a single-point one, the 
tax might as well be levied by the Centre. 

Recommendation 3 .—This proposal also implies 

amendment of the Constitution— 

(a) so as to empower the exporting State to levy, 

a tax, and 

(b) to limit the power of the exporting State to a 

particular ceiling. 

Further, it also implies Central Government intervention 
and the possibility of taxation of the same transaction in 
the exporting State and in the importing State. The 
problem of “ who is to pay the tax in the importing 
State ” still remains unresolved. If the exporting State, 
within whose jurisdiction the specified articles are manu¬ 
factured, should be given some revenue, the proper way 
of doing that would be to give an allocation from the 


Sales tax revenue on inter-State trade to be collected by 
the Central Government according to our proposal, at 
the rate of three pies in the rupee on goods exported from 
the manufacturing State. We are of the opinion that 
since largescale Central intervention and amendments of 
the Constitution are necessary, this might as well be 
done by the Centre to simplify the whole structure of 
taxation, leaving the question of allocation of revenue to 
the different States to be decided periodically by a suit¬ 
able machinery. 

Recommendation 4. —This proposal contemplates the 
exclusion of the enumerated articles from any tax in the 
exporting or importing States so far as inter-State move¬ 
ments are concerned. Further it also contemplates a 
single-point tax at the stage of sale to the consumer or, 
presumably, to the unregistered dealer. Once the desir¬ 
ability of a single-point tax is conceded in regard to a 
wide variety of articles classified as ‘ Luxury goods ’, 
there shooter be less reason for retaining a contrary struc¬ 
ture, i.e., multi-point, in regard to articles of necessity. 
We therefore again stress that a single-point tax system 
is the most suitable and that, in any case, this system has 
the widest acceptance among the States. 

This proposal also contemplates amendment of the 
Constitution so as to limit the power of the States to a 
particular ceiling. 

Recommendation 5.- —In the event of an export tax 
becoming permissible, we agree that such a tax should 
not be levied where there is no tax on internal consump¬ 
tion. However, as stated earlier, we are against the levy 
of an export tax by the exporting State. 

Recommendation 6. —We do not think that the 
articles which should be free from all sales tax at all 
stages in any State should be limited to agricultural 
implements worked by human or animal power. As 
already stated with reference to our comment on Recom¬ 
mendation (1), there are many other articles which should 
receive the same treatment. 

Recommendation 7.—We have already stated_earlier 
that a multi-point tax system is not suitable. 

General. —The Committee would like to draw the 
particular attention of the Commission to the fact that 
the Central Government have so far refrained from inter¬ 
vening in the rights of State Governments to administer 
their own sales tax laws in the best way suited to their 
financial requirements. The Scheme envisaged in the 
Commission’s Note, however, cannot be implemented 
without substantial intervention by the Centre in the 
matter of fixing the suggested ceilings and amending the 
Constitution so as to empower the exporting State to 
levy a tax on the goods exported out of the State. In 
view of this, the Committee consider that the scheme 
would not find favour with the States and they would 
therefore, reiterate that the following proposals, which 
they have already submitted to the Commission in their 
Memorandum, should be given due consideration as being 
the next best alternative solution to the problem: — 

(1) Tax should be levied only at one point in any 

State ; 

(2) This is best done at the first point; 

(3) Neither the exporting nor the importing State 

should have the right to levy sales tax on 
inter-State sales. Such tax becomes unneces¬ 
sary as the goods will be available for taxa¬ 
tion at one stage according to our recommen¬ 
dation, to the extent to which the inter-State 
sale is not directly to a consumer. 

(4) All manner of inter-State sales, whether they 

come within the purview of Article 286(1) (a) 
or 286(2), should be treated as forming one 
single category, which would be subject to 
Central control and no other. If it becomes 
imperative to levy tax on inter-State sales, the 
power to do so should vest exclusively with 
the Centre. In other words, Article 286(1) 
should be amended by eliminating clause (a) 
and the Explanation. 

(5) Goods which are declared as essential to the 

community under Article 286(3) of the Consti¬ 
tution should be free from not only future im¬ 
positions of sales tax, but also from existing 
levies. 

(6) A uniform rate of tax may be prescribed in 

regard to certain articles. Under the system 
of Single-point tax recommended by us, it 
should be easy to implement such a celling.” 



HINDUSTAN CHAMBER OF COMMERCE, MADRAS 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I.—THE TAX SYSTEM 

GENERAL 

Question 1.—The system of taxation should take 
note of the stage of economic development of the country 
and should be so designed as not to hinder the produc¬ 
tion of greater wealth and the maximisation of produc¬ 
tion. In any tax system foremost place and precedence 
should be given to the objective to provide incentives to 
work, to save and to invest. The vaxation should leave 
a sufficient margin for savings and encourage its flow 
into investments and thereby increase the productive 
wealth of the country. 

The Chamber is aware that the reduction in inequali¬ 
ties of income and wealth forms the aim of tax systems, 
in certain advanced countries. The importance and the 
place, which have to be accorded to this objective depends 
upon the stage of economic growth of the country. In 
advanced economies this may be a socially desirable sub¬ 
sidiary objective. 

There will be economic warrant for bringing about by 
taxation a change in the pattern of distribution if it will 
in no way damage economic efficiency but on the other 
hand will promote it. 

In a country like ours whose national income is low 
and whose economy is yet to be developed such equali- 
tarian objectives will mean no tangible economic signifi¬ 
cance. 

The objectives of taxation to serve such purposes as 
to counter inflationary or deflationary tendencies or to 
improve the external balance of the economy are permis¬ 
sible subsidiary objectives. 

Question 3.—Taxation in India has more often been 
an ad hoc growth and more than ability to pay the 
revenue exigencies have been an important factor. 

Question 5.—The Chamber is aware that the propor¬ 
tion of tax revenue to the national income in India is 
small when compared to other countries. India is a 
country with a huge population who have no adequate 
means of livelihood with a proverbially low standard of 
living. The relative burden of taxation on the people in 
different countries cannot be considered apart from the 
stage of the economic development of the country, its 
national and per capita income and the services rendered 
by the State to the people in return for taxes levied. In 
our country where national income is low, a higher pro¬ 
portion of taxation to national income will impose on the 
people a greater burden than the one in a country which 
has a higher national per capita income. So, at present 
there is no scope for raising the proportion. Any raising 
of the proportion will injure consumption and production. 

Question 7.—At present non-tax revenues are derived 
by the Government from such State Undertakings as 
Railways, Post Offices, and other Industrial Undertakings 
started recently by the Government. If non-tax revenues 
are to be increased it will imply that the State has to 
enter into industrial field by starting industries even in 
the private sector ; thus it will mean the revision of the 
industrial policy of the Government. 

However, in future, the State is likely to derive larger 
revenue from the new undertakings such as the Sindri 
Fertiliser, Machine Tools and Cable factories recently 
established. But it is felt that they are not likely to 
occupy a more important place. 

Question 8.—We agree with the view that the receipts 
from particular taxes should not as a rule, be funded or 
earmarked for specific purposes. 

Question 9.—It is desirable under certain conditions 
to levy cesses for such purposes, say for developing a 
particular industry, but the Chamber does not approve 
the levy of cess on a particular industry for the purpose 
of assisting a counterpart of the same industry. The 
Chamber have in their mind, the levy of the cess on mill 
cloth for the purpose of development of the handloom 
industry. 

Question 10.—It is the view of the Chamber that it is 
not desirable for further extension of State undertakings. 
State undertakings should be treated as any other private 
company and as such should be liable to tax. 

Question 11.—The net surplus earned by State under¬ 
takings should accrue to the general revenues. In the 
case of Railways, now the general revenues of the 
Government get a contribution of four per cent, on the 
outlay. Such State Commercial Undertakings should be 
placed on a par with private commercial undertakings 
and should also be made liable for the payment of income- 
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tax and other taxes. The surplus earned from such 
undertakings can also be used for the purpose of financ¬ 
ing projects of development. In certain circumstances, 
the surplus can be invested in the particular under¬ 
taking concerned, for instance where there is very heavy 
rehabilitation to be made or great programme of develop¬ 
ment has to be undertaken. 

Question 12 .—Incidence of taxation .—In examining 
the incidence of taxation on various classes of people the 
three factors namely income, residence and occupation 
have to be taken in combination. 

Question 13.—The burden of present tax system 
Central, State and Local is not fairly distributed among 
the various classes of the people and in different States. 
The burden of direct tax and tax on commodities fall 
more heavily upon the urban population. The various 
taxes on commodities in force in the State also account 
for the unfair distribution of the tax in different States. 

Question 16—The benefits accruing from public ex¬ 
penditure has to be taken into account in considering the 
burden of taxation. Any expenditure incurred for deve¬ 
lopment, say irrigat on or agriculture and social capital 
expenditure have bearing on the burden of taxation. 

Question 18 .—Taxation and economic development.— 
The Chamber is of Ihe view that taxation shauld not be 
used for the purpose of finding additional resources to 
finance development of the country. Development finance 
has to be found by oorrowing and by promoting greater 
production of wealth. 

Question 19.—In maximising resources required for 
financing development, importance should be given to 
economy, rationalisation of expenditure and prevention of 
tax avoidance and tax evasion. 

In the present context of the country’s economic deve¬ 
lopment the Chamber is of the view that there is no 
scope for higher rates of existing taxes. 

(e) To find resources for development, it Is not neces¬ 
sary for the State to enter into the business field. Even 
from the point of view of revenue to the State, it will 
not be profitable for the State to enter into this field for 
the purpose of fincting finance from non-tax revenues. 
Undertakings by private enterprises will yield better 
revenue to the State. 

Questions 20 and 21.—The appropriate tax relief will 
certainly give impetus to capital formation. Relief in 
the matter of taxaiion of companies and on individual 
incomes will make savings possible and help their flow 
in investment channels. 

Question 23.—P; rtly out of the high cost of living 
and increase in taxation the saving capacity of the middle 
class has been veiy much impaired. Any tax relief 
accompanied by fall in the cost of living will certainly 
assist the growth of savings. 

Question 25.—In advanced economies where the con¬ 
sumption standards are high, taxation can be used to 
restrict consumption and thus the funds made so avail¬ 
able may be made to flow into investment channels. 
But the consumption standards of India being already 
very low any regulation of consumption standards will 
mean not only greater hardship on the people but also 
is likely to hit adversely demand and inturn production. 
So, it is not desirable to regulate consumption standards 
as a means of finding larger resources for development. 

Question 26.—Multiplicity of taxes and their lack of 
uniformity from State to State affect the efficiency of the 
economy. 

Taxes on commodities should at least in certain basic 
matters, be similar. With our Constitution having a 
federal structure to attain uniformity or complete ration¬ 
alisation in tax structure may be difficult. Anyway by 
periodic meetings or conferences among States agreement 
could be evolved on certain basic issues relating to com¬ 
modity taxes. 

Questions 27, 28 and 29.—Tax policy can influence 
overall demand. The high taxation on commodities can 
check consumption and prevent the flow of funds in the 
production of such goods. By modifying taxation and by 
providing liberal concessions, say, by way of depreciation 
allowances by light or no taxation on returns from parti¬ 
cular investments, inducement can be provided for desir¬ 
able investment or promoting new ventures. 

The Committee feel, however, that taxation by itself 
cannot carry far economic development. It has to be 
used in conjunction with other inducements. 



Monetary policy by itself will not secure the desired 
investment. For planning economic development mone¬ 
tary policy and tax policies have to be co-ordinated. 
Taxation is a good instrument for redistribution of income 
and wealth so long it does not damage the primary objec¬ 
tive of not hindering the production of further wealth. 

Question 30. —The present tax system in India with 
its high rate of taxes on income and other tax on luxuries 
makes for reduction of inequalities of income and wealth. 

Question 32. —In modern economic societies public 
expenditure has also a place in the matter of achieving 
greater measure of equality of income. When the State 
incurs expenditure in giving subsides for food such ex¬ 
penditure has the effect of reducing inequality in incomes. 

Question 34.— (a) and (b).—The Parliament of India 
has now passed a measure for the levy of Estate Duty 
in preference to duties in respect of succession to pro¬ 
perties. Some States have already passed the necessary 
resolution agreeing to the inclusion of agricultural pro¬ 
perty in the Estates liable for duty. 

(e) At present Stamp Duty is collected in respect of 
transaction in Stock Exchanges. Besides this, there is no 
possibility of levying any other tax. 

(f) In the present state of the literacy of the country 
any tax on newspapers will not be advisable as the same 
would be passed to the consumer. 

Question 35. — Tax on capital. —Already the country is 
faced with paucity of funds for development. It has to 
think of means to secure the necessary funds for financing 
the development of the country. In the circumstances 
there is absolutely no scope for the levy of a tax on capi¬ 
tal in India. Any tax on capital will deplete capital re¬ 
sources and adversely affect even the little investment in 
the country and will ultimately affect the revenue of the 
State. 

Salt duty. —The levy of salt duty is surrounded by 
political considerations. The salt duty was an old tax 
and if its levy is light, its incidence will also be negligible. 

At present certain States levy tax on agricultural 
income. There is a scope for the levy of tax in the 
country. There should either be a surcharge on land 
revenue or income-tax on agricultural income. 

Our country is yet to evolve social security measures. 
So any possibility for tax on social security has to be 
ruled out. 

Modification of the policy of prohibition will be desir¬ 
able in as much as the States will be obtaining increased 
revenue with which they can finance their development 
programmes. The modification of the policy is desirable 
at least until such time the country develops its resources. 

Question 36. —It is feasible to levy a tax on unearned 
income on value of lands or other property. When 
land or other property has benefited from the projects 
constructed out of the revenues of the State it is desir¬ 
able that they should also contribute to the Exchequer in 
as much as their increment in value is due to the projects 
undertaken at State expenses, but such a levy should be 
spread over a long period of time and its burden should 
be low enough to leave a margin of gain to the bene¬ 
ficiaries. 

Question 37. —At the present stage of the economy of 
the country we cannot think of any other fresh source of 
taxation. 

Question 40. —Taxation and inflationary and defla¬ 
tionary situations:—We cannot claim as much efficiency 
as in other countries for taxation as an instrument to 
meet deflationary and inflationary situations. But in 
such situations, it has its utility. India being a price 
economy, a change in taxation is not without its effect. 
If there is reduction in taxation and if it leads to lower 
cost, there is a tendency for consumption to expand. 

If taxation is used for countering inflation by impos¬ 
ing new taxes or by increasing existing taxes it itself 
after certain point produces inflationary situations. 

Question 41. —In countering inflationary or defla¬ 
tionary conditions in the economy first place should be 
given to indirect taxes. 

A reduction in or abolition of indirect taxes will acce¬ 
lerate consumption and thus counteract deflationary ten¬ 
dencies. Levy of or increase in indirect taxes will act 
as a brake on consumption in inflationary conditions. 

Among the indirect taxes first importance should be 
given to Sales-tax and Excise Duties. 

Direct Taxes will, of course, only affect investments. 
So, changes in direct taxes come next. 

Question 43. —Public expenditure can also moderate 
the forces of inflation and deflation. 

In inflationary conditions except expenditure on pro¬ 
fits which would enhance the productive capacity of the 
country, all other expenditure has to be avoided. 

A well timed and appropriate public expenditure can 
mitigate the forces of deflation. But the manner in which 


public expenditure is financed is also relevant. Public 
expenditure financed mostly out of taxation will not 
yield the desired results. Further in a counn.y like India, 
certainly public expenditure in such bas'c Investments 
as Irrigation, Power, Agriculture, etc., will be desirable 
to stimulate economic activity. But public expenditure 
calculated to increase investment in the pnolic sector 
alone will not be effective in moderating ne'iationary 
forces. Investment in private sector has also ro be step¬ 
ped up to achieve results. 

Question 44.—Tax changes for dealing with the effects 
of rising or falling prices on particular groups of tax¬ 
payers or sectors of the economy are desirable. 

Question 45.—The present economic situation obtain¬ 
ed today in India is that the forces of inflation have been 
overcome. Due to lack of purchasing power, there are 
signs of demand not catching up production. 

Further it has been noticed that there is a fall in the 
level of employment. 

To stimulate demand to absorb the production of the 
country it may be necessary to abolish certain levy on 
commodities. 

The situation now demands that every incentive has 
to be provided for stimulating investment in the private 
sector. For the purpose re-orientation of the tax policy 
with a view to reduce the burden of direct taxation is 
also necessary. 

PART II.—DIRECT TAXES 

INCOME-TAX. 

Question 48.—To assess to tax capital gains of indus¬ 
try is objectionable. The Committee understands that 
such a form of taxation does not exist in any country 
except in U. S. A.. Levy of such taxes in a country like 
ours will prove detrimental to fresh activity. Capital 
for industries is usually drawn from the public who 
invest their savings in new enterprises in expectation of 
appreciation of their capital as the industries develop. 
If such appreciation in the value is taxed it will mean 
drying up of the sources from which new industries have 
to find their finance for establishment. Further it is 
common knowledge that the Government of India once 
sought to raise this tax and subsequently abandoned the 
same in view of its poor yield and of its unscientific 
nature. 

Question 50.—Bonus Shares issued from reserves or 
profits should not be taxed. When Bonus Shares are 
issued by a Company from its profits for the purpose of 
capitalising or for investment in fresh machinery or 
assets, it does not involve any release by the Company 
of its assets. The Shareholder at best gets only a share 
but receives no money. 

Question 52.—Dividend derived from agricultural 
companies by the Share-holders are now sought to be 
taxed. Dividends received from agricultural Companies 
should be placed on a par with the agricultural income 
and should be exempt from income-tax. 

Questions 53 and 54.—Aggregation of agricultural and 
non-agricultural income by Central Act will be prefer¬ 
able. The yield should be appropriately assigned to the 
state from which taxes on agricultural income is collect¬ 
ed. 

If the above alternative is adopted, it would mean the 
amendment of the Constitution. But this will ensure a 
measure of uniformity all over the country. 

The Chamber is of opinion that the Government of 
the States and the Union must come to an agreement by 
which the law relating to the agricultural income-tax 
and its administration are uniform, although the rates of 
tax may be allowed to be fixed by the States. 

Question 56.—It is felt that provisions of the present 
Income-tax Act relating to the donations to Charitable 
and Religious Trusts are very stringent. If an Institu¬ 
tion is endowed only for the benefit of any particular 
community there will be no exemption. There are, in the 
country, numerous endowments to Hindu Temples and 
other Religious Institutions meant for wholly for Hindus 
or for Muslims or Christians. These Institutions though 
they are endowed to benefit a particular religious com¬ 
munity they yet benefit a large class of the public. So it 
is necessary that this scope of exemption should be widen¬ 
ed and that all institutions though they might not have 
registered under any statute but which are founded for 
the promotion or development of religion, science, etc., 
should also be entitled to exemption. 

Question 57.—Business profits of co-operative enter¬ 
prises be charged to income-tax and super-tax. They 
should toe treated as Companies. But Societies with 
profits less than a figure, say a lakh of rupees business 
profit may be exempted. 

Question 64.—The personal income-tax law does not 
take note of the domestic responsibility of the assessees 
and not related to his ability to pay. So, personal and 



family allowances should be provided by giving specific 
allowances for family and dependants. With regard to 
Joint Family such allowances should be granted at least 
to the adult male married members. 

Question 66.— Rate Structure. —Yes. The Income- 
tax and Super Tax may be integrated wherever possible. 
The consolidation of income-tax and super-tax at least 
with respect to taxation of individuals would help the 
administration. This would enable the assessees to 
readily appreciate the tax liability. As the States have 
no share in Corporation Tax, it may not be possible to 
integrate the two with regard to companies. 

Question 67.—Where a Hindu Joint Family consists 
of four or more persons, the minimum limit of exemption 
for income-tax and super-tax should at least be three 
times the exemption limit provided. 

Question 68.-—The distinction between earned and un¬ 
earned income has to be maintained. The quantum relief 
has to be extended. It is felt that the present earned 
income relief is inadequate. This distinction between 
earned and unearned income should be extended upto 
the income of Rs. 50,000 that is the maximum now allow¬ 
ed for earned income relief should be raised to Rs. 10,000. 
It has been noticed that a differenciation is made in the 
matter of allowing earned income relief. For instance 
when an employee, say of Government goes on leave, in 
the matter of assessment, even for the leave salary 
drawn, he is granted earned income allowances. But 
such allowance is granted in a partner of a concern when 
he is away from the place of business. 

Question 70.—A change is called for in the method of 
assessment of the Hindu Undivided Family. They should 
be treated as a registered partnership. 

Question 71.—Exemption will be granted from income- 
tax in respect of voluntary surrender by managing agents 
of the whole or part of a managing agency commission if 
it is made bonafide in the interests of a company or of 
the shareholders. 

Question 73.—The present law relating to determina¬ 
tion of bonafide annual value of property and deduction 
allowed for it are not satisfactory. The basis of recovery 
of tax on national income is leading to anomalous results 
and the owners are called upon to pay tax to an extent 
not at all justified by the surplus income over expendi¬ 
ture. Full allowance should be granted for all such taxes 
paid in respect of Municipal Property Tax. 

Question 74.— Carry-forward of losses. —Where a 
partnership ceases and any of the other partners continue 
the business, the carry-forward of loss, at least in respect 
of the share of the partners who continue the business 
should be allowed. 

Question 75.—Advance payment of tax was intro¬ 
duced as a counter inflationary measure. There is no 
justification for continuance of the same. Anyway, it is 
felt that all the complications will be avoided if the sug¬ 
gestion made by the business community is accepted by 
the Government namely that the assessees may be called 
upon to pay the Income-tax on their estimated income 
along with the return. 

If advance payment of tax on fifty per cent, of the 
estimated profits is made, there should be no penalty. 
Advance payment should carry interest from the date 
of payment to the date of provisional or regular assess¬ 
ment. 

Question 76.—Enquiries by the Income-tax Officers 
should be limited to the particular subject of enquiry, 
but all roving enquiries should be avoided. 

Question 78.—There is no necessity to vest powers 
in the Appellate Tribunal to enhance assessments. 

Question 81.—Dividends received by a company from 
another company which itself has paid super-tax on its 
profits should not be assessed to Corporation Tax in the 
hands of the receiving company. Since the other com¬ 
pany has paid tax, it amounts to double taxation if the 
receiving company is also taxed. 

Under the budget for this year exemption from Cor¬ 
poration tax to dividends received by companies on their 
investments in specified industrial undertakings formed 
after 28th February of this year and to dividends received 
by them in respect of fresh capital issued by existing com¬ 
panies engaged in specified industries has been grant¬ 
ed. The scope of the exemption granted is narrow and 
has to be made as wide as possible and extended to divi¬ 
dends received by companies from investments in other 
companies. 

Question 85.—Industrial and commercial enterprises 
undertaken by the Central, State or Local Government 
should also be subject to income-tax. 

Question 86.—Fees payable by assessees to Chartered 
Accountants may be made on a scheduler basis. 

Question 87.—Assesses may either represent by him¬ 
self or by his employee or by Chartered Accountants or 


Legal Practitioners No other class of persons to be rt 
cognised for representation before the Income-tax Office 

Question 89.—The perquisites given to employees c 
business undertakings should not be subject to taxatioi 

Question 90.—The tax liability may be made a firs 

charge. 

Question 81.—Powers for search etc., should not b 
vested in the Income-tax Officers. 

Question 94.—The present arrangements for recover 
of Income-tax are adequate. No separate machinery i 
needed. 

Question 95.—In the matter of collection of Income 
tax no distinction should be made between private limitei 
companies and public limited companies. 

Question 97.—In each circle there should be an office 
who should help assessees in the matter of filling up o 
forms and give them advice. There should be regula 
meetings between the Commissioners of Income-tax o: 
Senior Officials and the Income-tax Practitioners and th< 
assessees to exchange views on the administration of th< 
Act. 

Question 98.— Levy of penalties.—The principle tha 
the ignorance of law is no excuse, should not be rigidlj 
applied. First offence should be very leniently treated. 

Appellate Assistant Commissioners should be placed 
under the Control of the Appellate Tribunal. 

Recovery of tax. —There should be provision in the 
main Act itself vesl ing power in the Appellate authorities 
to stay recovery oi the tax, penalty or interest pending 
the disposal of the appeal or reference to the extent to 
which such tax, penalty or interest is in dispute. 

Question 99.—There should be no frequent transfer 
of officers. Befon an officer proceeds on transfer he 
should complete the enquiry of the case which he dealt 
with. Whenever a loss is reported such cases are not 
taken up by the officers. This leads to delay. 

Questions 101 and 102.— Death Duties. —Since now the 
Estate Duty Bill has been adopted by the Parliament. 
The limit of exemption from this tax has been fixed at 
Rs. 50,000 in respect of a share in Mitakshara Joint Hindu 
Family and Rs. 75,000 in other cases. The exemption 
limits have to be -aised in view of the low purchasing 
power of the people and of the very much restricted 
nature of the item; not to be included in the estate for 
the purpose of this levy. 

If the saving he bit among the people is to be encour¬ 
aged the limit of exemption of insurance policies has to be 
fixed somewhere in the neighbourhood of Rs. 25,000. 
Liberal provisions relating to rapid succession relief 
should be made especially in the initial years ; and in 
view of the high rate of mortality in this country, at 
least for a minimum period of fi.ve years the same estate 
should not be liable to duty for a second time. The 
rates now proposed to be levied are likely to prove 
severe in its operation. So the initial rate should be at 
two and a half per cent, and the maximum at twenty- 
five per cent, in the initial years. There should be pro¬ 
vision for an Appellate authority on the lines of the 
Income-Tax Appel'ate Tribunal to hear appeals against 
the decision of the Controller of Estates. 


PART III—COMMODITY TAXES (Central and States). 

CUSTOMS. 

Import Duties. 

Question 110.- —Under what circumstances should 
Customs Duties be used in preference to import quotas 
as a means of restricting imports ? 

Tariff Control should be used in preference to 
import quotas for the purpose of restricting imports when 
there is no inflation in the country and domestic produc¬ 
tion is adequate. 

Further if for the development of industry it is felt 
necessary to restrict the quantum of imports, tariff con¬ 
trol can achieve the purpose and can be used by the levy 
of import duties at appropriate levels. 

Import quotas in nreference to tariff control has to be 
employed when there is need to conserve foreign ex¬ 
change resources. 

Question 113.— Export duties: Under what circum¬ 
stances, in your opinion should export duties be 

imposed ? 

Question 114.— What measures would you suggest to 
achieve greater flexibility in the rates of duties to accord 
with the changing conditions of export markets ? 

Question 115.— Would you suggest that the whole or 
a part of the receipt from certain export duties should 
be funded for final cing schemes for promoting long range 
development of the export trade, subject to the obliga¬ 
tions under G.A.T T.? 
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The Chamber is of the view that generally export 
duties should not at all be levied. Even if a country has 
monopoly of a commodity when export duties are levied 
it makes the importing countries search for substitutes. 

There may be occasions when export duties have to be 
levied to conserve domestic supplies of a commodity or 
raw-materials or with a view to earn foreign exchange 
or to absorb profits when internal prices are low com- 
pared to foreign prices. 

Export duties once they are levied as experience has 
shown they have tendency to stick on and become rigid. 

Question 116. —Would you, in the interests of revenue 
or from any other point of view, recommend increased 
participation by the State in import and export trade ? 
If so, what form do you think should such participation 
take ? 

The Chamber is of the opinion that participation by 
the State in the export or import trade is not necessary 
for increasing revenue. 

With the emergence of the buyers’ market there will 
be keen competition in international markets. Under 
such a condition it will be necessary to make a systematic 
study of the market, the taste and the demands of the 
consumers. This task will require great adaptability, 
personal contact, initiative and quickness of decision. To 
this task the Chamber is of the view that State organisa¬ 
tion which is bound by routine and rules and which has 
no personal interest will hardly be suited. 

Question 124. —Salt Duty.—Would you recommend 
the re-imposition of the excise duty on salt ? If so, on 
what conditions ? 

The abolition of salt duty has a political back¬ 
ground. It cannot be said that removal of the levy has in 
any way eased the burden of taxation on the common 
man or cheapened the price of salt. The incidence of the 
tax is spread over a wide area and the burden on the 
consumer is very little. In view of this and in the con¬ 
text of the need of the State for additional resources the 
re-imposition of the levy will not be open to any serious 
objection. 

Question 128.— (a) Sales tax is almost invariably levi¬ 
ed by the State Governments in terms of the turnover of 
the dealer over a given period. Since a sales-tax leviable 
on the individual transaction necessitates fairly elaborate 
accounts, cash memos, etc., which only a small proportion 
of dealers is equipped to maintain, do you agree with the 
view that, in Indian conditions, the bulk of the sales-tax 
is likely, for a long time to come, to continue to be levi¬ 
able on aggregate turnover as distinguished from the in¬ 
dividual sale-price ? 

The Chamber is of the opinion that for some time 
to come the bulk of sales-tax should continue to be levi¬ 
able on aggregate turnover. 

Question 128.—(b) In most States there are separate 
laws governing sales-tax on petrol. To what articles, if 
any, do you consider it desirable and feasible to extend 
the particular system adopted in respect of petrol ? 

The Chamber is not for treating petrol separately 
and is of the view that there should be no separate laws 
governing separate commodities. 

Question 129.—(1) In regard to a system of levy 
based on turnover, is the choice broadly limited to the 
alternatives hereafter mentioned or is there any other 
system you would advocate ? Under the system you re¬ 
commend would sales-tax continue to be roughly as signi¬ 
ficant a source of State revenue as at present ? The alter¬ 
natives referred to above are : 

(i) a relatively low rate of levy at each of almost all 

points of sale ; few dealers excluded and few 
goods exempted (Multi-point); 

(ii) a relatively high rate of levy at oniy one point, 

viz., the point at which a registered dealer 
sells either to a consumer or to an unregistered 
dealer; exemption from tax of sales by one 
registered dealer to another registered dealer ; 
exclusion from compulsory registration of a 
dealer below a certain limit of turnover ; a 
large number of exempted goods (Single Point); 

(iii) various combinations of the above. 

(2) Which of the above alternatives would you, advo¬ 
cate? Please state .your reasons in some detail, com¬ 
paring merits and demerits from the point of view of (a) 
the consumer, (b) the dealer, (c) industry, trade, etc., 
generally and (d) Government. Please relate your argu¬ 
ments, as far as possible, to lessons which may be drawn 
from the actual working of sales-tax Acts in different 
States. 

(3) In particular: — 

(i) as regards (a) above, do you think that the sales- 
tax, or any particular form of it, leads to a 
greater burden being placed on the consumer 
than is accounted for by the proceeds which 
accrue to the Exchequer? 


(ii) as regard (b) above, have you any suggestions to 

make regarding the simplification of forms, 
accounts etc., end of the procedure generally 
in order to make the administration of the 
tax less burdensome to the dealer ? Further, 
having regard to the cost of maintenance of 
the machinery for compliances, would you 
suggest an alternative form of taxation so far 
as small dealers are concerned ? 

(iii) as regards (c) above, has the imposition of the 

sales-tax to any noticeable change in the orga¬ 
nisation of the trade in the country, especially 
in regard to the size of the business unit, loca¬ 
tion of head-offices, number of intermediaries, 
variety of the goods dealt with etc.? 

(iv) as regards (d) above, please examine the finan¬ 

cial and administrative aspects, including the 
scope for evasion presented by the particular 
system and the difficulty or otherwise of 
counter acting it ? 

The Chamber is in favour of alternative No. (ii) 
for a single point tax. Sales-tax should be levied at one 
point that is at the point at which the registered dealer 
either sells to the consumer or to an unregistered dealer. 
There should be exemption from tax on sales by one re¬ 
gistered dealer by another registered dealer. Dealers 
below a prescribed limit should be exempted. Dealers 
above that limit of turnover may be required to be regis¬ 
tered. 

Further sales-tax being a regressive tax it should 
carry liberal exemptions. 

A single point tax has the merit of simplicity. It is 
easily understood both by the consumers and the dealers. 
A commodity has necessarily to change hands in the 
course of trade before ultimately it reaches the consumer. 
If every point in the course of trade is charged to sales- 
tax it adds to the cost of the consumer. Moreover, this 
has the effect of eliminating the intermediaries who have 
an economic function to perform. Small dealers are also 
eliminated and business tends to be concentrated. Manu¬ 
facturers may dispense with traditional channels or sell¬ 
ing agents or distributors and they themselves may prefer 
direct transaction with the consumer. From the point of 
view of the consumers, it is said that the elimination of 
the intermediaries as a result of multi point sales-tax will 
be to his advantage inasmuch as his cost of the article 
will be less. However, the Chamber feels that this 
advantage may result to the consumer when in a multi¬ 
point the rates are very low. In a single point the burden 
of tax on all the articles will be the same while in a 
multi-point it will vary according to the number of stages 
an article passes through. The number of stages an 
article has to pass through varies from article to article. 
In a multi-point tax, an article which goes through more 
stages will bear a heavier burden of the tax. In a single 
point tax the burden will be the same irrespective of 
the number of stages an article passes through. 

Under the single point system of sales-tax the number 
of assessees will be less consequently the work of the 
sales-tax department will greatly be minimised and 
naturally the cost of administration and collection will be 
less. 

From the standpoint of all concerned the Chamber 
thinks that a single point sales-tax will be a convenient 
and a preferable system to a multi-point system. 

Question 130.— In relation to the particular system 
you advocate : 

(1) should there be special rates of levy, higher than 
the ordinary rate, for certain articles? If so, 
for which types of articles? 

(ii) should there be special rates of levy, lower than 
the ordinary rate, for certain articles? If so, for 
which types of articles ? 

Generally the Chamber is not for the different 
rates for different articles, but for articles of luxury there 
can be special rates of levy. In this connection it is im¬ 
portant to stress the necessity for uniformity throughout 
the country in the matter of goods which are classified as 
luxuries and the rate of levy. 

Differential rates are likely to direct trade from one 
regional to another. 

Question 130..—(iii) Which articles, if any, should be 
exempted altogether and why ? Please elaborate the 
principles which, in your opinion, should underlie exemp¬ 
tions. 

Articles of essential consumption to the common 
man such as grains, pulses, fruits, condiments, edible oils, 
clothing, school text-books, fuel, matches and raw mate¬ 
rials needed by the industries should be exempt from 
tax. The principles which should underlie exemption 
should be that no essential article of consumption to the 
common man and no basic and principal raw-materials 
required by the industry should be subject to tax. Fur¬ 
ther, goods which are subject to Central Excise Duty 
should also be exempt from sales-tax. 
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Question 131. —In regard to system, rates, exemptions, 
etc., what degree of uniformity between the different 
States do you consider desirable and feasible ? Would 
you bring it about — 

(i) by formal or informal convention; 

(ii) by central legislation promoted at the instance 

of two or more States ; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the sales- 
tax in the concurrent list ? 

(iv) by constitutional amendment so as to include 

the item of sales-tax, as a whole, in the Union 
List ? In the last mentioned case how would 
you apportion the proceeds ? Would this alter¬ 
native be a practicable proposition from the 
point of view of the finances of the States ? 

While complete uniformity and inclusion of sales- 
tax as a whole in the Union list is desirable the Chamber 
feel that it cannot be honed for or practicable in the 
present circumstances. At least in such basic matters as 
the basis of levy, rates, exempted goods and inter-State 
sales, uniformity has to be secured. Uniformity can be 
brought about by constitutional amendment or formal or 
informal convention. 

Question 133. —To what extent has any desirable uni¬ 
formity been achieved in regard to exemptions Lin favour 
of “ goods essential for the life of the community ”) under 
Clause (3) of Article 286 of the Constitution ? What prin¬ 
ciples would you advocate for deciding the exemptions to 
be made under this provision of the Constitution ? Do 
you consider that the scope of the provision contained in 
Clause (3) of Articles 286 should be extended also to 
“ essential articles ” which had been subject to sales-tax 
before the relevant central enactment came into force ? 

Article 286 in actual practice has not brought about 
any desirable measure of uniformity. 

Clause 3 of the Article 286 regarding essential articles 
should also be extended to sales-tax legislation which 
were extended before the relevant Central Act came 
into force. 

Question 133.—As regards “sales outside the State ”, 
“ inter-State commerce ”, etc., please discuss the adequacy 
or otherwise of the relevant provisions of Article 286 and 
suggest remedies for any defects which, in your opinion, 
have been revealed in the actual working of these provi¬ 
sions. 

(b) Please discuss in this connection the desirability 
and feasibility of the suggestion that purchases only (and 


not sales) should be taxed, so that the tax jurisdiction of 
each State might be confined to parties residing within 
the State. Alternatively, do you consider that purchases 
should be taxed in certain cases and sales in certain 
others; if so, how and on what considerations would you 
define the two categories? In either case, please describe 
your scheme in some detail and explain the advantages 
which you claim for it. 

Article 286 has been variously interpreted by the 
States. The expression inter-State trade has been the 
subject of divergent interpretation. Inter-State trade has 
been held to cover sales to another State for consumption 
in that State. If a purchaser in the second State sells 
to another dealer in a third State, it is said that this 
clause of the Article does not apply to such sales. 

Further the recent Judgment of the Supreme Court 
has held that though the State from which the sale is 
made cannot subject such transactions to tax, the State 
in which the goods are delivered can levy a tax on such 
sale. 

The Chamber is of the view that no tax on sales 
should be levied on goods passing out of a State’s terri¬ 
tory either to any ot ier State in the Union or to a foreign 
place. 

Further simplicity requires that the powers of the 
State in regard to exercise of the levy of sales-tax should 
be confined to its territorial limits and all inter-State 
transactions should be exempt from levy of sales-tax. 

(b) Levy of purchase tax will certainly avoid these 
complications when confined to territorial limits of each 
State but even in such a system uniformity in the matter 
of levy and rates sh )uld be secured all over the country. 

The Chamber is not for levy of purchase tax in cer¬ 
tain cases and tax on sales in others. This will neces¬ 
sarily complicate and prove cumbersome to the trade. 

Question 134.— D) you think that lack of uniformity 
between the States as regards the rates of sales-tax and 
the methods of applying it (single or multiple point) has 
the effect of raising barriers in inter-State commerce or 
of inducing uneconomic diversions of trade ? If so, what 
measures would you suggest to rectify the position. 

The Chamber thinks that lack of uniformity be¬ 
tween the States as regards rates of sales-tax and the 
system of levy and exemption has affected free flow of 
trade in inter-State commerce. Uniformity in system 
at least in basic matters will be the only remedy. 
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With the rapid spread of the democratic form of 
Government in the present century, particularly after 
the end of the first World War, the scope of Govern¬ 
ment activity in the economic and social spheres greatly 
increased all over the world. The concept of the place 
and position of Government in building up a Welfare 
State has resulted in the administrative machinery 
undertaking enlarged functions. As the administrative 
functions increased, it became necessary for govern¬ 
ments everywhere to raise a larger volume of revenue 
from the public from year to year and various forms 
of taxation had to be devised for the purpose of 
defraying the normal recurring expenditure on admi¬ 
nistration, quite apart from the developmental expendi¬ 
ture which also became an increasingly recurring 
feature. Today, in some of the economically developed 
countries, the revenue collected by Government by 
means of taxation forms a substantial proportion of 
national income. In an under-developed country like 
India, the scope for raising revenue by taxation is neces¬ 
sarily restricted, as compared with that in the econo¬ 
mically developed countries, particularly of the West. 
It is futile to point out the high proportion of national 
income which these countries contribute to the public 
exchequer and to suggest by implication that in India 
too taxation can yield similar returns. 

When Government expenditure was small, it was 
comparatively easy to obtain the necessary revenue by 
means of a few simple taxes which did not produce 
much perceptible effect on the trend of economic 
activity. However, as the volume of expenditure went 
up, Government had to tap a variety of sources for 
collecting the required revenue and in the process gave 
twists and turns to the course of economic develop¬ 
ment. As the necessity of appropriating a substantial 
proportion of the national income to the Treasury in¬ 
creased, taxation, naturally, became an important in¬ 
strument of Government’s economic policy. Govern¬ 
ments everywhere now frame their taxation proposals 
not only for meeting budgetary expenses, but also for 
helping the achievement of such general objectives of 
economic and social policy, including the maintenance 
of economic stability, by counteracting inflationary or 
deflationary pressure, and encouragement of incentives 
to work, save and invest. The primary objective of a 
sound taxation policy, however, remains the collection 
of adequate revenues in a manner which would not 
weaken the incentive to work and impair the springs 
of action. For, howsoever effective the taxation policy 
may be in assisting the achievement of social objectives, 
if it does not safeguard the incentive to work, save and 
invest, it would have adverse repercussions on the 
volume of production and in the long run the standard 
of living, instead of registering improvement, would go 
down. 

Direct taxation in this country has already surpassed 
the point of maximum returns and even in respect of 
indirect taxation, taking into account the very low level 
of per capita income and the high cost of living, the 
margin available may not be considerable. Realising 
that the principal goal of economic policy, which the 
country has to pursue and which has been embodied in 
the Five-Year Plan, is increased production and realis¬ 
ing also that private enterprise has been assigned an 
important role in the attainment of this goal, it is 
essential that Governments, both at the Centre and in 
the States, should explore all possible means of cutting 
down their expenditure, particularly on administration, 
so as to avoid the continuance of the present policy of 
excessive reliance on direct taxation which has resulted 
in curbing enthusiasm for increased or new efforts for 
expansion of activity in spheres of production. The 


scope for pruning governmental expenditure, particularly 
on administration, should be more systematically in¬ 
vestigated and in that context, the suggestions re¬ 
peatedly made, that the obligations undertaken by 
Government in spheres of State trading and in regard 
to the working of the controls designed for the period 
of shortages are continuing burdens in the shape of 
expenditure of an avoidable character, assume added 
importance. 

The needs of the exchequer will still be compara¬ 
tively large in the context of the enlarged functions 
undertaken by Government and avenues would have to 
be found for meeting those needs mainly by a re-adjust¬ 
ment of the existing taxes, by achieving a greater spread 
in the burden and by slowing down the pace of pro¬ 
gress of proposals for achievement of certain social 
objectives, however laudable ideologically involving a 
set-back in the budgetary equilibrium by the conse¬ 
quent increased expenditure or loss of revenue and also 
necessitating the imposition of unpopular taxes at steep 
levels. 

Out of the total Indian population of about 357 
million in the year 1951, only about eight lakhs of per¬ 
sons were liable to income-tax. The rates of direct tax 
in India, for some years past, have approximated, if 
not in some cases exceeded, the levels elsewhere, and 
as a result of this heavy direct taxation, large chunks of 
personal incomes have flowed into the Treasury. This 
levelling down process has drastically reduced the 
volume of savings and hindered the progress of eco¬ 
nomic activity. The cause of the present subdued 
tempo of business activity in the private sector may 
directly be traced to the cumulative effect of the high 
level of direct taxation in the post-war period. As in¬ 
creased production is the principal means of raising the 
general standard of living, the imposition of heavy 
direct taxes produces a boomerang effect. 

It is in the light of this wider perspective of 
encouraging a continuous and speedy increase in pro¬ 
duction, which is the only solution to the present low 
standard of living in the country that the Committee 
of the Indian Merchants’ Chamber have attempted to 
express their views in reply to the questionnaire issued 
by the Taxation Enquiry Commission. Stress has been 
laid on the vital importance of incentives in the system 
of taxation. Liberal tax concessions are lately marked 
features of budgetary policy in almost all the important 
countries. In fact, ‘ incentive budgets ’ are the order 
of the day. The latest news about substantial tax con¬ 
cessions comes from Australia. The tax concessions 
recently announced amount to £A118-4 million, a sub¬ 
stantial sum for a country of Australia’s size. “ In all, 
wage and salary earners will benefit from an average 
cut of 124 per cent, in income-tax ; public companies 
will pay 6s. (instead of 7s.) in the £ on the first £5,000 
of taxable income and 7s. (instead of 9s.) in the £ on 
the balance, while private companies will benefit from 
a cut of Is. in the £ on each of their equivalent rates 
Goods previously subject to sales tax of between 20 and 
50 per cent, will now carry a flat duty of 16J per cent, 
(less in some cases), entertainments tax will be abolish¬ 
ed altogether, and rates of customs and excise on 
spirits will be reduced by 21s. a gallon. Differential 
rates of tax on income from property will be removed 
and the exemption limits for both estate duties and 
payroll tax will be raised.” We are emphasizing the 
importance of incentives in the system of taxation not 
with the insular object of safeguarding the interest of 
any special class or community, but with a view to 
encouraging the growth of savings and capital forma¬ 
tion for stimulating increased economic activity and 
thereby ensuring all-round progress. 


PART I.—THE TAX SYSTEM 


General 

Question 1.—What in your opinion should be the objec¬ 
tives of a sound tax policy? What should be the 
place in such a policy of the following objectives? 

(a) reduction in inequalities of income and 

wealth; 

(b) encouragement of incentives to work, to save 

and to invest; 

(c) countering of inflationary and deflationary 

tendencies ; and 

(d) maintenance of the external balance of the 

economy. 


In what directions would you suggest modification 
of the Indian tax system, having regard to these 
objectives ? 

A sound tax system is recognised as an integral part 
of the larger economic policy, which has for its objec¬ 
tives maximisation of production, increasing oppor¬ 
tunities for high and stable levels of employment, and 
raising the standard of living of the people in general. 
In a relatively backward economy like ours, where a 
large proportion of the community has a sub-normal 
standard of living, the economic policy—and therefore 
the tax policy—must concentrate on achieving an acce¬ 
lerated pace of development by a careful mobilisation 
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of all its resources. As pointed out by the Planning 
Commission, a larger early increase in consumption and 
a higher rate of capital formation cannot go together, 
and it, therefore, becomes necessary to maintain a judi¬ 
cious balance between requirements of consumption and 
capital formation. While on the one hand, the level 
of consumption is to be maintained at such a level as 
to provide the necessary market for production, at the 
same time it will have to be remembered that ‘ unless 
capital formation is stepped up substantially, India will 
have to go on living from hand to mouth and the rate 
of economic advance will be small ’. In other words, 
the conflicting claims of the need for securing capital 
formation to the maximum extent and the sustained 
consumption must be so adjusted as to bring about an 
optimum rate of development. Besides the objectives 
stated in the Question, relative importance of which we 
discuss below, we would like to emphasize that a sound 
tax system should be fair in its incidence on all sec¬ 
tions of the community and at the same time adequate 
to meet the needs and requirements of an expanding 
economy. 

(b) In our opinion, in a backward economy, besides 
the primary object of raising the necessary resources 
for meeting the expenses of Government, highest priority 
must be assigned to the objective of encouragement of 
incentives to work, to save and to invest, so that the 
same may result in the creation of increased wealth and 
in the improvement of the general standard of living 
of the people. It is recognised on all hands that taxa¬ 
tion in our country has reached a stage, where it is 
bound to have a retarding effect on savings and invest¬ 
ment capacity of the public. In our view, the taxation 
policy needs to be so re-orientated as to create condi¬ 
tions favourable for stimulation of capital formation for 
increased economic and industrial activity in the 
country. In this context, the Planning Commission, 
while they have recognised the importance of allowing 
private enterprise to tackle the sector of industrial 
development, have not given adequate consideration to 
the conditions and pre-requisites of any such organised 
development in that sector. The present steeply pro¬ 
gressive rates of direct taxes and various other imposts 
and burdens in the shape of indirect taxation have con¬ 
siderably undermined incentives to save and to invest. 
In this connection, we would like to invite reference 
to the point of view expressed by the Planning Com¬ 
mission that ‘ increased reliance should be placed on 
the building up of corporate savings and public invest¬ 
ment rather than individual savings ’. In our view, the 
emphasis is not fully justified, inasmuch as for a long 
time to come for purposes of industrial development 
reliance will have to be placed on private savings, and 
it would, therefore, be necessary to afford all necessary 
facilities to create an atmosphere favourable for private 
savings. 

There is, in our opinion, a very strong case for 
reducing the level of taxation, which has been in force 
for over a decade now and which has proved to have 
definitely prevented not only industry from conserving 
its resources, but also made inroads into the capacities 
of individuals to save. Even in industrially advanced 
countries like the U.K. and the U.S.A., increasing atten¬ 
tion is being paid to the damaging effects of a high 
leyel of taxation, and the present tax system is des¬ 
cribed as threatening to “ stride initiative, expansion 
and ultimately jobs ”. The following observations in 
the May 1953 issue of the Guarantee Survey indicate 
the trend of informed opinion on the issue elsewhere: 

“ Individual incomes, especially those in the 
middle and higher brackets, are traditionally the 
principal source of the savings that normally supply 
the great bulk of the venture capital available to 
new business. Small savers are not usually in a 
position to assume broad risks, nor are the 1 insti¬ 
tutional ’ investors, that have become the principal 
custodians of small savings. The heavy tax rates 
on personal incomes in general and the almost con¬ 
fiscatory rates on the larger ones, leave relatively 
little surplus for investment in equity securities and 
little incentive to assume the risks that such invest¬ 
ment necessarily involves. The situation is aggra¬ 
vated by the Estate taxes, which further weaken 
the incentive to risk-taking investment and tend to 
depress the market for equity securities, both by 
forcing liquidation and by breaking up estates into 
smaller units, for which such securities represent a 
less suitable form of investment.” 

In our country, the case is all the more strong for 
evolving a tax structure which provides positive 
measures of relief for achieving the objective of 
facilitating a continual flow of savings and capital 
formation. It is necessary to point out that vigorous 
and enduring economic expansion requires not only that 
adequate amounts of capital be available, but also that 
a sufficient proportion of the capital be of the risk¬ 
taking kind and it is a matter of common knowledge 
that ‘ risk ’ or 1 venture ’ capital was not becoming suffi¬ 
ciently available for healthy business growth, and the 
situation unless rectified may result in industrial stagna¬ 


tion, financial anaemia or both. It is, therefore, of th® 
utmost importance that the tax policy must be reviewed 
and revised in terms of the major objective, viz., 
encouragement of incentives to work, to save and to 
invest. 

Having stated what we consider to be the primary 
and major objective of a taxation policy, we will now 
refer to the remaining objectives which, according to 
us, are either incidental to a taxation policy or secondary 
in character. The question of maintaining the external 
balance of a given economy and the question of counter¬ 
ing inflationary and deflationary tendencies vary accord¬ 
ing to the nature and stage of development of that 
economy and the given combination of circumstances 
which may prevail at the given time in that country. 

(c) In any economy, conditions either of open or 
suppressed inflation, where too much money chases too 
few goods, spiralling up the prices, or deflation where 
the falling off of the monetary purchasing power lead¬ 
ing to lowering of the standards of living and running 
to waste of the productive power, thus affecting the 
cost-price structure, productivity and employment, 
present numerous problems of serious magnitude and 
attempts are made with varying degrees of success to 
restore conditions of normalcy and stability. Under 
these conditions, the phenomenon of a bureaucratic 
apparatus of control for allocating supplies through 
rationing of scarce goods with the attendant evils of 
loss of personal freedom, threats to personal morality, 
costs of a swollen bureaucracy and clumsy inefficiencies 
of direct control, is go well known to be discussed here. 

In industrially advanced and developed countries, 
attempts have beer made to control inflationary and 
deflationary pressures through timing of public expen¬ 
diture and of public investment, in particular, and 
through other fiscal and monetary measures. But the 
situation presents a problem of correct assessment and 
estimation of the multiplicity of economic forces at play 
and there is a grea: danger of misjudging the situation 
and overdoing in rt gard to regulating the operation of 
policies. It is very difficult to foretell inflationary or 
deflationary pressures at all accurately even for short 
periods ahead, and inflationary pressures may give 
place to deflationary pressures with quite un¬ 
expected rapidity. Budgetary policy in terms of sur¬ 
pluses or deficits is deemed to be one of such instru¬ 
ments of Control. In an under-developed country like 
ours, however, there is little scope for using the taxa¬ 
tion policy for producing the desired results in terms 
of countering inflationary or deflationary pressures. As 
is well known in India, tax policy, both of the Central 
and the State Governments, affects only about 7 per 
cent, of the national income, whereas the proportion 
of the same to national income is as high as 35 oer cent, 
in the U.K. This aspect imposes a serious limitation 
to taxation policy in influencing inflationary or defla¬ 
tionary tendencies in the economy to any appreciable 
extent. Besides, in the present context of high and 
progressive rates of direct taxation, there may be what 
we have described above the danger of overdoing and 
thereby defeating the very objective in view. In our 
opinion, in an under-developed country, the solution of 
the problem of infl ition should not be sought in terms 
of reduction of effe< tive demand or through a high level 
of taxation, whicl results in affecting savings and 
thereby productive investment. The correct approach 
should be through increase in productivity, both agri¬ 
cultural and industrial, which alone can reduce prices 
and remove conditions of disequilibrium. 

(d) Similarly, in respect of the question of mainten¬ 
ance of the external balance of the economy, where 
either exports are in surplus or imports exceeds exports 
and either an infla lionary or a deflationary situation is 
created, it is doubtful how far taxation policy by itself 
can help in correcting the situation in an economy like 
ours. While external conditions of emergency may 
require certain di astic remedies, generally speaking 
policies such as incentives to exports, quantitative 
import controls, with a view to safeguarding the indi¬ 
genous industries and maintaining a balance and requi¬ 
site tariff and exchange regulations are sufficient to 
meet the requirements of the situation. 

(e) The Planning: Commission have referred to the 
objective of reduction in inequalities of income and 
wealth, and in recent years a certain seductive attrac¬ 
tion is attached tc taxation as a method of achieving 
same. While the ideal of economic equality and social 
justice is unexcept .onable, we maintain that in a back¬ 
ward economy, where the emphasis should be on in¬ 
creased economic activity and therefore on incentives 
to capital formation, there is a great danger of over¬ 
doing as a result of excessive zeal in favour of an egali¬ 
tarian social order. Under the conditions where the 
mass of population are poor, except a small section, 
who serve as the -eservoir to irrigate the dry fields of 
investment and wrere national production is low, due 
care should be tasen to see that the presumption of 
economic inequality and the policy to correct the same 
do not result in levelling down still further the standard 



of economic life in the country. It is necessary to 
remember that there are very definite limitations to 
Government effort and action to correct the supposed 
inequality in the distribution of incomes, before increas¬ 
ing the sources of income, if at the same time the pro¬ 
ductive effectiveness of the social and economic system 
is to be maintained. A dispassionate analysis of the 
figures relating to distribution of income under the 
different income groups will show that only J per cent, 
of the total population is liable to Income-tax and if 
the aggregate income of this section of the community 
is distributed equally among the sector constituting 
99-75 per cent., there would not be any appreciable 
change in the general per capita level of income. The 
emphasis, in our opinion, on the reduction of inequality 
of income and wealth is misplaced at this juncture. For, 
reduction of inequality has necessarily to be attempted 
not by steps designed to level down a few but by a 
programme of action resulting in creating opportunities 
for raising and strengthening the position and lot of the 
rest. What is required is a concentration of efforts and 
steps which would stimulate increased economic and in¬ 
dustrial activity in the country, leading to all-round 
increase in income of all sections of the society and with 
it the living standards of the people. 

Having regard to the views expressed by us, we sug¬ 
gest the following modifications in the Indian tax 
system: — 

(1) The excessive reliance on direct taxation as the 

main source of governmental revenue should 
go and changes in the direction of broaden¬ 
ing the basis of the tax system should be 
evolved. 

(2) Towards that end the existing rates structure 

for direct taxation should be subjected to 
radical modifications and possibilities of 
enlarging the yield from indirect taxes, parti¬ 
cularly by levies on sections of the commun¬ 
ity which have not borne their due share 
under the existing structure should be gone 
into. 

(3) In the sphere of direct taxation: 

(i) the progression in the rates structure should 
be adjusted in such a manner as not to 
destroy the element of personal initiative 
or incentive for expansion of activities : 

(ii) the rates structure should be simplified by 

prescribing a composite rate, eliminating 
the present practice of two distinct levies 
in the shape of income-tax and super-tax ; 

(iii) the income level for the maximum rate of 

personal taxation should undergo a radical 
revision so that the residue of income avail¬ 
able for disposal would afford incentives 
to save and to invest; 

(iv) ploughing back of corporate profits should be 

increasingly stimulated by special reduc¬ 
tions in the tax on undistributed profits of 
corporate undertakings ; 

(v) the ideas relating to economic concept of 
profit should undergo a revision so that a 
charge for financing of replacement of 
equipments in industrial undertakings 
would come to be accepted as an item of 
expenditure in calculating profits ; 

(vi) the basis of the grant of depreciation allow¬ 

ance on plant and machinery should be 
liberalised so as to assist the preservation 
of the productive capacity of industry ; 

(vii) ideas relating to the computation of income 

liable for taxation should be revised so as 
to take full account of the expenditure 
actually incurred for purposes of earning 
the income ; 

(viii) the basis of the other allowances deemed as 
admissible for computing income for tax 
liability should be liberalised ; and 

(ix) greater element of graduality should be in¬ 
troduced in the scheme of taxation of in¬ 
herited wealth. 

These are some of the more important changes 
which we have indicated in our replies and 
suggestions herein. 

(4) In the sphere of indirect taxation, the sugges¬ 

tions for changes have been discussed in deal¬ 
ing with the appropriate questions. The 
more important among them are: — 

(i) the important tariff should be based on board 

considerations designed to secure adequate 
revenue, consistent with the need for assist¬ 
ing increased production in the country and 
avoiding undue burden on essentials of life ; 

(ii) the structure of our export tariff should be 

substantially modified so as not to prove 
to be a check on the flow of exports from 
the country ; 


(iii) the possibilities of increased revenue through 

excise where increased or additional levy 
would not come in the way of the progress 
of the industry concerned, may be in¬ 
vestigated ; 

(iv) the re-imposition of the excise duty on salt 

be considered ; and 

(v) the scheme of taxation on sale or purchase of 

goods be so rationalised as to conform to 
certain essential requirements so as to make 
the levy less vexatious, and as to secure in 
the process a degree of uniformity for the 
purpose of this levy all over the country. 

(5) Income from land should pay a greater share to 

the revenues of the States concerned and this 
should preferably be by an increase in the 
rates of land revenue than by the levy of 
agricultural income-tax and also by the levy 
of betterment charges, irrigation rates, etc. 

(6) In the sphere of miscellaneous taxation, a num¬ 

ber of suggestions have been made which are 
necessarily of a detailed character. 

Questions 2, 3 & 4 .—What criteria would you suggest for 
determining the equity of a tax system ? How 
far is it possible to secure it in the Indian tax 
system'! 

Does the Indian tax system conform adequately to 
the principle of ability to pay or do you think an 
extension of this principle is desirable and practic¬ 
able ? If so, in what ways ? 

Differing views have been expressed on the extent 
to which the taxable capacity of various sections of 
the community has been used by the Indian tax 
system. What is your view on the subject ? 

As already pointed out, in our opinion, a sound tax 
system should be fair in its incidence on all sections of 
the community and at the same time adequate to meet 
the needs and requirements of an expanding economy. 
Such a tax system must be as broad-based as possible, 
spreading the field of taxation almost over the entire 
community, relating the amount of contribution of each 
individual to his capacity or ability to pay. The term 
‘ equity of a tax system ’ is generally used with reference 
to the distribution of the tax burden among various 
important classes, income groups, rural and urban sec¬ 
tors, etc. A tax system, which seeks to approximate 
the _ pattern of taxation in terms of the principle of 
equity must be based on a fair degree of variety in 
taxes, thereby lending elasticity and flexibility to the 
tax system as a whole. 

Examined from this point of view, in the Indian tax 
system, there is not only lack of proper balance between 
direct and indirect taxes, but the range of both direct 
and indirect taxes is narrow. There has been a 
tendency to exploit to an unwarranted extent income- 
tax amongst direct taxes and customs particularly export 
duties amongst indirect taxes, irrespective of the possi¬ 
ble adverse effects of the same on the functioning of 
our economy as a whole. Taking direct taxation first, 
it may be pointed out that the structure of income-tax 
in the country is more or less the result of a haphazard 
growth and Government have resorted to the facile 
expedient of stepping up rates of direct taxation by 
either increasing the basic rates or by adding sur¬ 
charges in terms of their revenue exigencies. Such 
arbitrary changes were neither the result of an expert 
investigation nor warranted by the capacity of those 
concerned to bear the effect and consequence of the 
burden. We feel that there is a strong case for a 
scientific overhaul and rationalisation of the whole tax 
structure. 

It has been admitted by all that income-tax has 
been strained to the utmost, and the same was already 
being manifested in the depressing effects on the 
investment activities in the country. Taxes on income 
in the pre-war years represented less than 25 per cent, 
of the total tax revenue of the Central Exchequer. At 
the moment such tax income represents over 40 per 
cent, of the tax yield of the Centre. As will be seen, 
the burden of this form of taxation is not spread in 
an equitable manner. Out of a total population of 
about 36 crores, only 0-25 per cent, is called upon to 
bear a burden of the 45 per cent, of the total revenue 
of the Government at the Centre and the remaining 
99-75 per cent, of the population does not pay any in¬ 
come-tax at all. Even in this sphere, the allocation 
of the tax burden is neither rational nor proportionate. 
The number of assessees with income over Rs 1 lakh 
per annum represents -0013 per cent, of the total popul¬ 
ation and accounts for nearly 63-5 per cent, of the total 
income demand. The point is aptly illustrated when 
we remember that in the U.K. about 44 per cent, of the 
population pays income-tax in the U.S.A. about 37 per 
cent., in Australia about 34 per cent., and in Canada 
about 25 per cent. 

It is further significant to note that the income level 
for the maximum rate of taxation is much lower in 
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India, as compared to countries like the U.K. and 
U.S.A. In India the maximum rate of tax applies to 
an income of over Rs. 1,50,000. The corresponding 
figure for U.S.A. is Rs. 9 lakhs and odd and tor U.K., 
it is Rs. 2 lakhs. Further, the Indian tax-payer is 
placed in a less favourable position in respect of the 
residue of income available for disposal, after meeting 
taxation, as compared to the position obtaining else¬ 
where. On an assessed income of Rs. 5 lakhs, the 
balance available to an Indian assessee would be just 
over 24 per cent., whereas in Canada it would be over 
43 per cent., in the U.S.A. over 51 per cent. This rein¬ 
forces the point that, if the larger objective of savings 
with a view to assisting capital formation for the pur¬ 
pose of increased developmental efforts in the economy 
is to be achieved, the rate structure of direct taxation 
will have to be rationalised and made more broad-based. 
It becomes imperative to so adjust the fixation of maxi¬ 
mum rate of income-tax and super-tax on individual 
incomes and the level at which maximum rate should 
be applicable, that the spreading of the burden is 
secured more justly and evenly. 

In the absence of a thorough and scientific study into 
the question of incidence of taxation on various classes 
and groups in India, it is difficult to say with any degree 
of precision the relative capacity of various classes and 
groups to bear the burden of taxation. However, on 
the basis of such investigation as have been made and 
the rough calculations as are available, it would appear 
that during the past few years the incomes of the 
cultivator and the industrial worker have relatively in¬ 
creased, as compared to those persons belonging to what 
may be described as the middle class. The lower in¬ 
come groups, in absence of a better phrase known as 
the lower class population, which forms nearly 87-6 
per cent, of the total population, contributes only 13 67 
per cent, of the total tax revenues, while the upper of 
the middle class people, which forms 12-4 per cent., con¬ 
tributes as largely as 86-33 per cent, of the taxes. The 
agricultural sector of the economy enjoys complete 
immunity from income-tax in some States, and it is in 
the fitness of things that this sector must assume its 
due share of the responsibility in the scheme of alloca¬ 
tion of burdens among various sections of the com¬ 
munity. It is generally acknowledged that the burden 
of increased direct and indirect taxation has fallen in 
a disproportionate manner on the middle class than 
on the cultivators and industrial workers. This can 
hardly stand the test of the principle of ability to pay. 

In the sphere of indirect taxes, excessive reliance 
has been placed on customs as a source of revenue and 
has been looked upon as the main plank of public 
finance. It is doubtful whether customs, particularly 
exports can be looked upon as a stable source of revenue 
supply, since the same is particularly liable to wide 
fluctuations, being largely dependent on the state of 
international trade. Reference must also be made to 
the increased dependence on export duties, which have 
been extended so as to cover a long range of important 
commodities. It is pertinent to note that in the year 
1952-53, export duties yielded Rs. 55-5 crores out of a 
total of Rs. 177 crores from customs revenue. While 
there may be some justification for Government to claim 
a share out of the high export prices under exceptional 
market conditions, there is considerable risk attached to 
the policy of obtaining a large yield from export duties, 
inasmuch as the result is likely to be one of adverse 
effects on the export trade of the country as a whole. 
In fact, under the unstable conditions of international 
trade and prices, Government had to drastically revise 
a number of export duties recently either by tutting 
them down or abolishing some altogether. In short, 
export duties constitute a very doubtful weapon, parti¬ 
cularly at a time when the world market is rapidly 
changing over from a sellers’ to a buyers’ market. It 
is in this context that we would like to urge the need 
for broadening of the tax base, so as to provide com¬ 
pensatory sources for achieving equity in taxation. 

The Enquiry Commission will have to work out a 
well-conceived system of indirect taxation, so as to dis¬ 
tribute the burden as fairly and equitably as possible, 
consistent with the object of raising the requisite re¬ 
venues. It may not be out of place to refer here to 
some aspects of existing taxation policy, where the State 
Governments have voluntarily chosen to relinquish 
important sources of revenue on either sentimental 
or ideological grounds. The prohibition policy followed 
by some of the States and the discouragement to acti¬ 
vities like horse racing, etc., are instances in point. The 
Commission will have to view this aspect from a 
rational point of view and suggest such changes or 
modifications as may be in the best economic interests 
of the country. The abolition of Salt Duty provides 
another example, where the Exchequer has lost a source 
of revenue without commensurate benefits to the con¬ 
suming public. 

Having indicated the necessary modifications in the 
existing taxation policy, we would like to urge that 
before thinking in terms of fresh avenues of taxation, 
the Enquiry Commission will have first to ascertain 


how far the present increase in the level of public 
expenditure, which has compelled Government to bring 
about a corresponding increase in the level of taxation, 
is justified, both from the point of view of the results 
achieved and that of the need to maintain the level. 
We have drawn pointed attention on several occasions 
in the past that an analysis of the expenditure on 
revenue account of the Governments, both at the Centre 
and in the States, reveals the most significant increase 
in the sphere of administration and salaries. The in¬ 
crease in expenditure on account of salaries at the Centre 
is nearly 275 per cent, and the same in the States is 
of the magnitude of 300 per cent. Leaving aside the 
expenditure on National Defence, which has increased 
from Rs. 52 crores in the pre-war years to nearly 
Rs. 200 crores, it is significant to note that the expendi¬ 
ture on Internal Security, such as Police, Civil Defence, 
Jails, etc., both on account of the Central Government 
and the States, has gone up from Rs. 14 crores to nearly 
Rs. 50 crores. In the wake of the new concept of 
Social Welfare State, expenditure in the sphere of Social 
Welfare has gone up from Rs. 16 crores to Rs. 75 crores. 
While the need for gradual increases in the expenditure 
on nation-building and social welfare activities is 
generally accepter and appreciated, the question 
naturally arises as to whether the results achieved are 
comparable to the rate of increases. There is ground 
for the belief that revenue raised by increased or addi¬ 
tional taxation is absorbed to a much greater extent in 
expenditure or administration and expenditure of a noil- 
developmental or non-productive character. We, there¬ 
fore, urge for a the rough review of the existing pattern 
of Public Expendbure, which in our opinion has an 
important bearing on the proposals for a re-adjustment 
of the present taxation system and structure. 

Question 5 .—The proportion of tax revenue to national 
income in Ind a is considered small relatively to 
several other countries. Do you think this propor¬ 
tion can be raised, and if so, what tax changes would 
you suggest for the purpose ? 

As pointed out in the First Five-Year Plan, the tax 
revenues, both of the Central and the State Govern¬ 
ments represent about 7 per cent, of the national in¬ 
come, and it is suggested that it is one of the lowest in 
the world. In support, it is pointed out that the pro¬ 
portion of tax revenue to national income is as high as 
35 per cent, in the U.K., 22 per cent, in Australia, 23 
per cent, in the United States and Japan, 27 per cent, 
in New Zealand an! 19 per cent, in Canada. But as the 
Planning Commission themselves have admitted, too 
much should not le read into these comparisons, as 
yields from taxation depend not only on the facilities 
for collection but also in the absolute levels of per 
capita income. In order to place the whole problem 
in its correct perspective, it is essential to remember 
that India has a vast population to maintain and that 
her per capita national income is the lowest as com¬ 
pared to the countries referred to above. While the 
national income of Canada is slightly more than that of 
the Indian Union, I er population represents only 1 /20th 
of that of the Indian Union and, therefore, the per 
capita national income in terms of rupees is about 
Rs. 4,000. Likewise, the U.S.A. has a national income 
of nearly 21 times greater than that of India, while her 
population is 3/8tts that of the Indian Union. In an 
under-developed country like India, with a very low 
per capita nationa! income, there would be relatively 
little scope for raising the proportion of tax revenues to 
national income by means of increases in taxation, as 
would be possible n an industrially advanced country, 
without seriously affecting savings and investment, pro¬ 
duction and employment. 

Income-tax rate: in India are sufficiently steep and 
progressive so as not to admit of any further increase. 
The only direction in which tax changes can be 
envisaged is spreading over the existing heavy burden 
of taxation, which covers a very narrow range of the 
population to the rest of the community, so as to make 
the whole system broad-based and equitable. Possibil¬ 
ities must also be explored in terms of shifting a little 
more burden in the sphere of indirect taxation. As 
pointed out above, there also exists a good scope for 
stepping up land taxation in terms of an upward revi¬ 
sion of the tax on l md. There is also a case for Better¬ 
ment Levy, since the capacity of the agricultural sector 
is likely to improve as the programme of development 
gets into operation and results in bringing about agri¬ 
cultural prosperity nf the rural sector. 

Question 6 .—Do you think that the relative place of 
direct and indirect taxes in the Indian tax system is 
satisfactory ? 

We are of the view that in the present tax system 
there is an undue emphasis on direct taxation as a 
source of revenue and that there is considerable force 
in the argument, as has been indicated above, for shift¬ 
ing the emphasis fiom direct to indirect taxes, so as to 
cover a wider range of the population and make the 
existing tax structure fair in its incidence and equitable 
in its distribution. 
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Question 1.—Do you consider that non-tax revenues are 
likely, in future, to occupy a more important place 
than hitherto in the public revenues of India ? If so, 
please state the sources of non-tax revenue you have 
in view and indicate to what extent they may be 
expected to contribute to the public exchequer. 

Taking the Budget year 1953-54 as basis, the total 
revenue expected to be raised in the Indian Union is 
of the magnitude of Rs. 905 crores, consisting of Rs. 439 
crores to be raised by the Centre and Rs. 46S creres 
by the States. If the same is to be classified into tax 
and non-tax revenues, the revenues raised by way of 
taxes account for Rs. 683 crores as against the non-tax 
revenue from sources, such as forests, railways, posts 
and telegraphs, irrigation, currency and mint, registra¬ 
tion and other licence fees, stamps, etc., to only Rs. 222 
crores. If, therefore, the question seeks to suggest that 
there will be increasing yields in terms of revenues, 
from nationalised enterprises, including State trading, 
we are definitely of the view that Governmental 
ventures in the sphere of commerce and industry hold 
little promise for achieving the objective in view. 

The experience of the working of the sectors which 
have already been nationalised either in the sphere of 
industry or trade goes to confirm the viewpoint that the 
machinery of the State is ill-equipped, lacks the neces¬ 
sary knowledge and experience essential for the success¬ 
ful operation of such activities. In the sphere of State 
trading, it is a moot point whether these activities have 
been conducted in a manner, which would be deemed to 
have been in the best interests of the country. In the 
matter of import of foodgrains. the heavy costs which 
the country had to bear in the shape of abnormally 
high prices, should be a sufficient deterrent for any 
further endeavours in that direction. Centralised 
arrangement through State agencies for bulk purchases 
on an exclusive basis is beset with the obvious disad¬ 
vantage that opportunities for encouraging competitive 
terms on normal trade basis are lost. It is in the 
light of this experience that it is felt that if private 
trade agencies had been entrusted with the work of 
procuring these supplies, perhaps, the country would 
have obtained better terms and conditions. Another 
instance in point is the case of iron and steel, where the 
procedure adopted in obtaining supplies from foreign 
sources on a governmental level had caused the country 
a tremendous loss in the form of high prices. We are, 
therefore, of the definite view that any extension in 
the sphere of State trading is not likely to result in any 
substantial contribution to the Public Exechequer. On 
the contrary, such activities if undertaken may entail 
heavy losses to the country as a whole. 

Question 8 .—Do you agree with the view that receipts 
from particular taxes should not, as a rule, be 
funded or earmarked for specific purposes? 

Question 9. —Do you think that it is desirable under 
certain conditions to levy cesses for special 
purposes? 

It has been recognised as a sound principle of Public 
Finance not to fund or earmark for specific purposes 
receipts from particular taxes. It is a matter of com¬ 
mon knowledge that principles governing the imposi¬ 
tion of taxes have no direct co-relation with the prin¬ 
ciples underlying the distribution of the same amongst 
the various activities of the State. At the same time, 
there are certain cases, in which earmarking of such 
receipts for specific purposes has been deemed to be 
both desirable and advantageous. For example, the 
sugarcane cess, the cess on cotton, certain licence fees, 
etc., are meant for promoting certain specific activities, 
such as further research or providing marketing facili¬ 
ties and thereby promoting the development and regula¬ 
tion in a given case. However, it would be difficult to 
draw any rigid line of demarcation since Government 
are expected to undertake a number of activities whose 
benefits may accrue to a given industry, both directly 
or indirectly. 

Question 10. —State undertakings, commercial, indus¬ 
trial, etc., are coming to play an increasingly 
important part in the economy of the country. Have 
you, from the point of view of their significance as 
a source of revenue, actual or potential, any com¬ 
ments or suggestions to make on matters, such as 
further extension of State undertakings and their 
policies in regard to pricing in so far as this may 
be relevant to tax policy ? 

Question 11. —Would you suggest that the net surplus 
earned by State undertakings should accrue to 
General Revenues or be carried to a Fund for financ¬ 
ing projects of development or be re-invested in the 
undertakings concerned ? 

We have already indicated in our reply to Question 
7 that it will not be desirable to have any extension in 
the sphere of either nationalised industries or State 
trading, as the same is not likely to result in any sub¬ 
stantial contribution to the Public Exechequer. How¬ 
ever, there has been a progressive extension of the 
sphere of State activities in the economic field in recent 


years. Beginning with the postal and railway services 
and defence industries, the State has made incursions 
in a wider field, covering multi-purpose projects, manu¬ 
facture of fertilizers, telephones and locomotives. It 
has not only confined itself to industrial enterprises but 
also extended itself to services such as State Transport, 
State Trading and Air Services. The scheme hitherto 
embodied in our system of taxation on income was con¬ 
ceived, when the trading activities were essentially con¬ 
cerned to be outside the scope of Government agencies ; 
such commercial activities which were owned and con¬ 
ducted by the State for reasons of a national character 
were on that basis exempt from income-tax. 

Railways represent one of the most important 
nationalised State activities, and although they were 
free from liability to taxation, this was partly made 
good by an obligation to pay a contribution out of the 
residual earnings to General Revenues. But in view 
of the altered conditions, a new re-orientation in the 
above outlook and treatment has become imperative. 
Whatever may be the organisational set-up that may 
be evolved for the State trading activities, the fact re¬ 
mains that in the process the resources of the State are 
employed in competition with the resources of the 
citizens. It is, therefore, in the fitness of things that 
conditions of such competition should be made as even 
and equal as possible. Otherwise, an anomalous situa¬ 
tion would arise, whereunder State-owned undertakings 
would be exempt from taxation. This would be all the 
more glaring, when we realise that under the new Indus¬ 
trial Policy of the Government of India, in certain sectors 
industries owned by the State would be functioning and 
operating side by side with corresponding industries 
owned by private enterprise. Besides, the State is to be 
exclusively responsible for the establishment of new 
undertakings in the spheres of coal mining, manufacture 
of iron and steel, ship-building, production of mineral oils, 
etc., while the existing units in those spheres are to 
be allowed to continue under private ownership. We 
submit that all these activities should be treated on a 
directly commercial basis for purposes of tax liability 
and the present exemption from taxtion should go. 
With direct taxation on joint-stock companies as large- 
scale industries are mostly owned by such companies 
continuing at the present high level, it would mean 
that the profit-making capacity of the private-cwned 
unit would be indirectly sweated to the extent of 50 
per cent. In the existing context of affairs, there can 
no longer be any justification for continuing the exemp¬ 
tion of profits of business undertakings owned and 
conducted by the State from taxation. The same prin¬ 
ciples of paying a fixed rate of return on capital in¬ 
vested as also the net profits, after allowing for depre¬ 
ciation, being liable to taxation, should be applicable 
here also. In the event of any surplus being available 
after making adequate provision for reserve, same may 
be contributed to General Revenues. If the present in¬ 
equity of the difference in standards of treatment for 
taxation purposes is allowed to continue, the same will 
lead to result of an undesirable character, like mounting 
overheads, inefficiency in Government-sponsored under¬ 
takings, and. what is more, will give a distorted picture 
of the relative position as between public and private 
enterprise. 

The success or failure of a public enterprise must 
be judged solely from the criterion of the standard of 
efficiency which implies in respect of every unit of 
production of goods and services the minimum cost and 
the requisite quality. Besides, there should be a proper 
system of cost accounting and quality control 
and the maintenance of proper commercial accounts, 
which should be periodically audited and made public. 
As to the pricing policy, it is essential that the com¬ 
munity should know the cost not only in aggregate but 
the cost of each important part, so as to reveal the 
efficient working of each section of an enterprise. The 
same cost again should be real cost and if there is any 
element of subsidy by the State it should be added to 
the expenditure actually incurred. This equally applies 
to any element of hidden taxation in the price and that 
should be also clearly brought out. The crux of the 
policy should be that the price fixed for the product 
should be such as to enable the enterprise to “break 
even ” for a period of years. 

Incidence of Taxation. 

Question 12 .—In exmining the incidence of taxation 
on various classes of people, which of the following 
factors, singly or in combination, would you suggest 
as the basis of differentiation —(a) Income, (b) Occu¬ 
pation, (c) Rural or urban residence ? Is there any 
other basis, which may be considered ? 

Looking to the present system of Indian taxation with 
the enormous growths of tax revenues which began 
during the war and has continued in the post-war years, 
it is of great importance to study the question as to how 
the tax burden is distributed. Such inquiry will go a 
long way in formulating a correct taxation policy, fair 
and equitable in the burden it imposes on the various 
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classes of people in the community. Unfortunately, no 
comprehensive study has been undertaken on the sub¬ 
ject, nor any relevant data is available for the purpose 
of such a study. In absence of such a study, the replies 
should be treated as indicative of the broad trends, sub¬ 
ject to certain inherent limitations. 

While income should generally be considered the main 
basis of differentiation, due importance will have to be 
attached to the occupational and rural or urban resid¬ 
ence bases of differentiation as well. The study of in¬ 
cidence of taxation in India must imply a careful 
analysis of the change in shifts and the distribution of 
incomes and changes in the distribution of tax burden 
among different classes, as a result of the same. 
Question 13.— Do you think that the burden of the pre¬ 
sent tax system. Central, State and Local, is fairly 
disttributed among (a) various classes of people and 
(b ) different States ? 

As already indicated above, during the past few 
years significant changes have taken place in the tax 
structure and shifts and distribution of incomes to such 
an extent that the present allocation of the tax burden 
cannot be considered as fair and equitable. While the 
burden of taxes on the higher income groups has been 
steep and progressive and is accepted to have reached 
the maximum taxable capacity, the medium-sized in¬ 
come groups have also been increasingly feeling the 
weight of taxation. It is also felt that there has been 
a greater diffusion of incomes in the non-Income-tax- 
payment sectors, including the agricultural sector. This 
has resulted in enhancing the purchasing power of the 
low income groups and in the same manner the agri¬ 
cultural sector has also considerably benefited in the 
States where there is no agricultural income-tax in 
operation. In an equitable system of taxation, these 
classes, which have hitherto enjoyed immunity from 
taxation, must assume their due share of responsibility. 
The present system of taxation has naturally resulted 
in an uneven distribution among different States. States 
like Bombay, which have a high percentage of urban 
population consequent upon increased activity in the 
sphere of trade and industry, have to bear a much 
larger burden, as compared to other States with lesser 
industrial development. 

The total per capita taxation of the Central Govern¬ 
ment for the whole country, according to Budget figures 
for the year 1952/53, is Rs. 12-4-6. People of the State 
of Bombay, however, are contributing a per capita 
Central taxation of Rs. 29. They are also contributing 
a per capita State taxation of a little over Rs. 10, as 
against Rs, 8-12-0 for West Bengal, Rs. 5-13-6 for U.P., 
Rs. 6-5-1 for Madras. There is again local taxation, i.e., 
tax levied by Municipal and other local bodies to the 
extent of a little over Rs. 5-8-0 per head in the State. 
In the aggregate, the per capita taxation. Central, State 
and Local in Bombay, comes to Rs. 44-9-6 and tax burden 
in this State is estimated to be about 75 per cent, in 
excess of the all-India average. 

Question 14.— Have shifts in the distribution of income 
in the community in recent years altered the relative 
incidence of taxation on various classes of people ? 
If so, to what extent ? 

Please refer to our replies to Questions 2, 3 and 4, as 
also to Question 13. 

Question 15.—Do you think that the cost of compliance 
with tax regulations adds materially to the burden 
of taxation ? If so, in respect of what taxes ? 
Please give details. 

The growing complexity of the various Tax regula¬ 
tions has added substantially to the burden of taxation. 
The requirements under the Income-tax and the Sales 
tax laws in particular have entailed elaborate systems 
of accounting and maintenance of books for meeting the 
requirements of tax assessments. This has imposed a 
very heavy burden on small traders and medium-sized 
industries. It is of the utmost importance that careful 
consideration should be given while introducing any tax 
changes to the point that compliance with the regula¬ 
tions does not involve an unduly large burden on the 
tax-payers. 

Question 16.— Do the benefits accruing from public ex¬ 
penditure have a bearing on consideration of the 
burden of taxation? If so, how would you take this 
into account in considering the burden of Indian 
taxation ? 

In the hands of modern Governments, tax structure 
has become an effective instrument of policy along with 
public expenditure, and therefore it becomes necessary 
to strike a balance between the incidence of all taxes 
and the incidence of total expenditure. It is equally 
necessary to calculate the incidence of public expendi¬ 
ture, with a view to realising the benefits accruing from 
the public expenditure to various classes. Such a 
process will considerably help in co-relating the burden 
of taxation with benefits accruing from public expendi¬ 
ture and evolving a fair and just tax structure. View¬ 
ed from this point of view, there appears to be a fairly 


sound case for a greater shift in the direction of in¬ 
direct taxation as also the rural sector which is likely 
to derive a fairly large share of the benefits without 
corresponding liability to taxation. 

Question 17.— Do you think that the tax burden weighs 
particularly heavy on any individual industry or 
occupation, and if so, please furnish the Commis¬ 
sion with the evidence on which you rely. 

Apart from the question of burden of taxation on 
industries in general, associations representing indus¬ 
tries, such as cotton textiles, sugar, transport, etc., would 
be in a better position to provide the type of evidence 
in support of the contention that the tax burden weighs 
heavily on specific industries. 

Taxation & Economic Development. 

Question 18.— What role would you assign to taxation 
vis-a-vis various types of borrowing in finding the 
additional resources required for the development 
programme of th 2 country ? 

The question of finding additional resources to imple¬ 
ment the development programme of the country is an 
important one, and raises the question of alternative 
ways and means of finding the requisite resources. In 
order to be able to judge the question in its proper per¬ 
spective, a brief reference may be made to the financial 
aspects of the development programme envisaged in 
the First Five-Year Plan. During the two years of the 
Plan in operation, tbe Central and the State Govern¬ 
ments found approximately Rs. 363 crores towards the 
total outlay of Rs 584 crores. The balance was 

accounted for by foreign loans and grants taken credit 

for and the sale of securities held in reserve and by 

withdrawals from the Central Government cash 

balances. It is furt ler significant to note that, while 
the Central share cf expenditure has been according 
to schedule, the periormance on the part of the States 
has not been satisfactory. During the remaining 3 years 
of the Plan, programmes involving expenditure to the 
extent of Rs. 1,484 crores will have to be implemented. 
Out of this, not more than Rs. 600 crores is proposed 
to be realised from budgetary resources. Making due 
allowance for deficit financing to the extent of Rs. 215 
crores expected to be provided for from Sterling 
Balances, there will still be a gap in the resources of 
the order of Rs. 600 crores, which will have to be met 
by additional taxation and borrowing, further external 
assistance and in the last resort by additional deficit 
financing. 

As to the alternative suggested in the question, we 
believe that in view of the existing level of taxation 
and the numerous other burdens, it is clear that much 
cannot be expected through additional taxation, and 
apart from other alternatives such as external assist¬ 
ance, deficit financing, etc., increased reliance will have 
to be placed on borrowing. It is further pertinent to 
point out that it has been recently decided to increase 
the expenditure on the Five-Year Plan by Rs. 175 crores 
for financing new specific schemes, with a view to ex¬ 
panding the employment potential in the country. The 
problem of finding the additional finance, therefore, 
gains more in importance, and we would even venture 
to suggest that, if the choice is between spreading the 
period of the Plan md undergoing a period of auster¬ 
ity consequent upon additional burdens in the shape 
of increased or new taxes, we would express our choice 
in favour of the foimer. 

The borrowing programmes of the Centre and of the 
States as envisaged in the Plan amount to Rs. 385 crores 
over 5 years. As indicated by the results of the recent 
State loans, with a well-conceived Plan of borrowing, 
creating the necessary climate in terms of offering suit¬ 
able incentives for tapping the available supply of loan¬ 
able funds, we feel that there is considerable scope for 
increasing the amount of State borrowing. There is 
also much scope lor intensifying the small savings 
campaign and if properly tapped this can significantly 
augment the resources of the State. These efforts will 
be in conformity with the accepted view that develop¬ 
mental programmes of a productive nature should be 
largely financed by borrowing, instead of resorting to 
the method of obtaining revenue surplus by way of high 
oppressive taxation measures. All efforts must, there¬ 
fore, be made in the direction of creating favourable 
conditions and offering such attractive rates of interest 
as would make it p issible for the State and the Centre 
to obtain adequate loanable funds for their develop¬ 
ment programmes. 

Question 19.— In m( ximising the resources required for 
the financing of development, what degree of 
importance world you assign to (a) economy and 
rationalisation in expenditure, (b ) prevention of tax 
avoidance and tax evasion, (c) higher rates of 
existing taxes, (d) fresh taxes, and (e) development 
of non-tax reve rues? 

As pointed out in our reply to Questions 2, 3 and 4, 
first priority should be given to the aspect of economy 
and rationalisation in expenditure. There is a strong 



case for a thorough review of the existing pattern of 
public expenditure, inasmuch as greater part of this is 
being absorbed by expenditure on administration and 
particularly expenditure of a non-developmental or non¬ 
productive character. Government have already shown 
serious concern over the inadequacy of the finance 
made available by the State Governments for the imple¬ 
mentation of the Five-Year Plan, and have drawn 
pointed attention to the fact that in several States there 
have been increasing expenditure on non-development 
items. They have further urged for greater vigilance 
concerning proposals for expenditure on different kinds 
of administrative establishments, buildings, etc. Be¬ 
sides, the Planning Commission have deprecated the 
tendency on the part of States to take on hand develop¬ 
ment schemes not included in the Plan, despite their 
inability to raise additional resources thereby jeopardis¬ 
ing the successful implementation of the Plan. In our 
view, except in the case of certain indirect taxes and 
betterment levies and increased land revenues, there is 
little scope for raising the necessary finances for de¬ 
velopment through higher rates of existing taxes or 
fresh taxes. We, therefore, place great emphasis on 
(a), viz., need for economy and rationalisation in expen¬ 
diture. In this connection, it is not out of place to 
emphasize the need for subjecting the existing expendi¬ 
ture on development projects to constant check and 
scrutiny, so as to avoid the possible dangers of waste, 
inefficiency, and corruption, invariably associated with 
the working ot such projects. 

Regarding (b), viz., prevention of tax avoidance or 
tax evasion, we would like to urge a more positive 
approach in terms of remedying the causes which lead 
to such anti-social activities. It is a matter of com¬ 
mon knowledge that excessive and penal rates of taxa¬ 
tion are largely responsible for the temptation for avoid¬ 
ance or evasion of tax liability. It is, therefore, neces¬ 
sary that the tax structure should be made both reason¬ 
able and rational, so as to reduce or eliminate possibi¬ 
lities of evasion. This will also provide necessary in¬ 
centives to increased production and consequent distri¬ 
bution, thereby creating incomes which would foe liable 
to taxation. We have already referred elsewhere to 
the need for creating an atmosphere of helpfulness and 
co-operation on the part of the Income-tax authorities, 
so as to bring about better understanding and minimise 
possibilities of evasion. Attempt should also be made 
to eliminate the present administrative harassments to 
the public and a new reorientation in the ‘attitude of 
Income-tax authorities towards the public is called for, 
with a view to promoting better relations between the 
Taxing authorities and the Tax-payer. 

Question 20.— Under the Five-Year Plan, the public 
sector is expected to undertake a larger investment, 
an important place, is also assigned to the private 
sector in the development programme. How ivould 
you devise a tax policy suitable to the development 
programme of the country in both sectors? 

Question 21.— What part can tax policy play in stimulat¬ 
ing capital formation in the private sector consis- 
tently with the needs of the public sector? 

While in the assessment and allocation of resources 
envisaged in the First Five-Year Plan due provision has 
been made for financing the public sector, the private 
sector, which is expected to play its role in the develop¬ 
ment programmes, is expected to rely on its own re¬ 
sources. Also the responsibility for developing the 
private sector in the field of industry, except in regard 
to certain specified Industries such as the integrated 
steel plant, industries for manufacturing heavy electrical 
equipments, fertilisers, etc., will mainly rest with 
private enterprise. While the role assigned to private 
enterprise in respect of industrial development is appre¬ 
ciated, it is felt that the Plan has not made any ade¬ 
quate provision for creating conditions conducive for 
the fulfilment of the responsibilities placed on the 
private sector. An investment of Rs. 233 crores is in¬ 
volved in the programme of development for the 42 
organised industries in the private sector. In addition, 
industries have also to find resources for expenditure 
on replacement and modernisation to the extent of 
Rs. 155 crores, and if we add to this the need for addi¬ 
tional investment in the shape of working capital, the 
balance required, for the sector will be of the order of 
Rs. 533 crores. Having regard to the fact that the total 
investments in the first 2 years have come only to 
Rs. 60 crores, it is of the utmost importance to make 
necessary provision in terms of creating suitable climate 
for savings and capital formation for the private sector 
so as to enable it to play its role towards achieving the 
objects envisaged in the Plan. 

In this context, it is necessary to remember that 
the rising cost structure and the diminishing margin 
of profit and the increased incidence of further burdens 
by way of additional taxation have considerably reduc¬ 
ed the capacity of industries for providing resources 
necessary for various development schemes. It, there¬ 
fore, reinforces the plea to so devise the tax policy as 
to provide the necessary scope for savings and invest- 
1 tec/55 


ment so essential for the private sector to keep its 
pace with the public sector. Government through their 
taxation policy must provide facilities for private enter¬ 
prise to increase corporate and personal savings and 
also give such direct assistance in the form of special 
concessions, such as higher initial depreciation allow¬ 
ances, etc., in cases where the profits are ploughed 
back for investment for expansion of existing or growth 
of new industries. The tax policy in our opinion can 
play a very significant and positive role in stimulating 
capital formation in the private sector. Government 
must bring about a reorientation in the tax policy, so 
as to release forces which encourage and promote 
personal and corporate savings and consequently capital 
formation, which alone can make industrial develop¬ 
ment possible by assuring a normal and regular flow 
of capital. It may not be out of place to refer here to 
the iemarkable industrial development which has taken 
place in Puerto Rico as a typical case of backward 
economy. Government in spite of the system of mixed 
economy have formulated a special “ Aids-to-industry ” 
programme whereby complete exemption from income- 
tax, property tax, and municipal licence taxes has been 
granted to new industries and certain old industries. 
Such tax incentives and exemptions have proved to be an 
effective instrument for industrialisation. We are of the 
opinion that development in private sector fostered in 
this manner will be supplementary to the expansion 
achieved in the public sector and will go a long way 
in providing increasing employment opportunities, ful¬ 
filling the overall economic expansion and the conse¬ 
quent raising of the standard of living of the people. 

Question 22.—(i) Is there evidence for the view that the 
rate of private capital formation in the community 
has been loiver in the last few years as compared 
to the pre-war period ? What factors, in your 
opinion, account for decline ? 

(ii) Has there been a shift in recent years in the 
sources of capital formation in the private sector as 
between individuals, corporations and other institu¬ 
tions? 

(i) There is no reliable data available for the rate of 
private capital formation either in the pre-war period 
or for the post-war years. However, it could definitely 
be stated that, whatever quantum of capital formation 
is possible in the post-war years, is considerably lower, 
relative to the requirements of the industries, and in 
cases it is not even sufficient for maintenance of exist¬ 
ing capital. This is confirmed by the Report of the 
Fiscal Commission, when they state that “ there can 
be no doubt about post-war trends in general—that the 
rate of capital formation has declined ”, In an under¬ 
developed country with a sub-marginal living standard 
for a larger sector of the population and where joint 
stock enterprise has not developed, savings are to be 
drawn from a small proportion of the population, viz., 
those engaged in industry, trade, commerce or profes¬ 
sion. This basic fact has been often ignored in calculat¬ 
ing the damaging effects of a high tax structure on 
savings of this sector, on which the country has mainly 
to depend for capital formation. Amongst the imporanf 
factors, which operate as a check on the process 
of capital formation, may be mentioned the high 
incidence of direct taxation, existing Income-tax regula¬ 
tions, which do not make adequate provision for 
depreciation and maintenance of capital, inadequate 
credit facilities for the smaller and medium-scale busi¬ 
nessmen, restrictive regulation and control on commerce 
and industries and unrealistic policies in respect of 
price fixation, bonus awards, etc. It is in this context 
that it is felt that the tax structure today is inequitable 
and as judged from canons of equity, simplicity, etc., 
strikes at the very foundations for planning of industry 
by drying up the springs of savings. It may be relevant 
to quote here a well-known observation that “ tax legis¬ 
lation which impedes, discourages or retards capital 
formation consumes the seed-corn of our economic life ". 

(ii) As has been pointed out elsewhere, there has 
been a shift in recent years in the sources of capital 
formation and it may be generally observed that the 
shift has taken place in favour of corporate savings and 
other financial institutions. The individuals, who con¬ 
stituted hitherto an important source of savings, are no 
longer in a position to play their traditional role on 
account of both increased direct taxation and indirect 
taxes and levies, which the Governments at the Centre 
and in the States have imposed from time to time. The 
position of the middle-class, and the lower middle-class, 
who have been particular victims of this can be more 
aptly described in the words of Prof. C. N. Vakil, “The 
euthanasia of the middle-classes, which is being gradual¬ 
ly brought about, thanks to the continuance of the 
period of high prices and of low fixed incomes, does 
not augur well for the economic development of the 
country. It is widely believed that the re-distribu¬ 

tion of income that has taken place during the war 
and the post-war period has not benefited the middle- 
classes. who formerly provided the sheet-anchor for the 
borrowing programme of Government and private enter¬ 
prise, What is not equally widely realised is that the 
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taxation policy of both the Centre as well as the State 
Governments has been excessively burdensome on these 
classes and the cost of the various social amelioration 
measures undertaken by the Governments has been 
largely borne by them through sales taxes and higher 
prices.” 

Question 23 .—Do you think that tax relief in respect 
of persons in the middle-income group would assist 
the growth of savings or mainly promote consump¬ 
tion ? 

In view of what is stated above, tax relief to the 
middle-income group will result in a major part of it 
being saved. Only a part of it is likely to be utilised 
for maintaining their customary standard of living. 
Question 24 .—The Planning Commission have given tut 
estimate of the rate of progress in regard to national 
income and consumption standards on the assump¬ 
tion of 50 per cent, of the additional output going 
into investment each year after 195G-57. What 
measures in the field of taxation are necessary if 
this assumption is to be realised ? 

At the outset, it must be pointed out that the avail¬ 
able data for an analysis of output and consumption re¬ 
quirements by different sectors of the community is 
very meagre and there is no scientific analysis avail¬ 
able, except scattered information on which the assump¬ 
tion is based. We believe that the target of saving 
arrived at by the Planning Commission as a difference 
between larger output and lower consumption require¬ 
ments is on the. high side, having regard to the fact that 
the vast majority of the people are already living on 
sub-marginal subsistence level. Any further inroads 
into the consumption standards would mean consider¬ 
able hardship, affecting the efficiency of the people. The 
State is expected through fiscal and other measures to 
regulate consumption standards within limits and there¬ 
by increase resources for investment. This enlarge¬ 
ment of public savings has to be achieved through taxa¬ 
tion and through the earnings of public enterprise as 
one of the major means. We have already indicated 
above that there is a limited scope for both from the 
point of view of creating increased resources in tiie 
existing conditions, and in that context the need for 
curtailing expenditure and making the existing tux 
structure as broad-based as possible, so as to make avail¬ 
able as large a proportion of savings for purposes of re¬ 
investment. 

Question 25.—Do you accept the view that some regula¬ 
tion of consumption standards is desirable as a 
means of releasing larger resources for develop¬ 
ment ? If so, what part, in your view, can tax policy 
play in this process and what should be the rela¬ 
tive role of direct and indirect taxes in achieving 
the purpose ? 

In a backward economy with a very low standard of 
rT’ ng for the vast majority of the pipulution, there is 
little scope for lowering the present consumption 
standards with a view to realising larger resources for 
development. Nor can any significant results be achiev¬ 
ed through regulation of consumption standards of the 
small section of the people in the upper income groups, 
in this direction. In the present context,, there is little 
scope for increase in direct taxation, and direct taxes 
can but play a limited role in reduction of consumption. 

Question 26 .—How far can tax policy help to promote 
the efficiency of the productive system ? Do you 
think that multiplicity of taxes in India in respect 
of the same commodities and their lack of uniform¬ 
ity from State to State affect the allocation of re¬ 
sources in the community and hence the efficiency 
of the economy ? Have you any suggestions for the 
rationalisation of the country’s tax structure in 
these respects ? 

The tax policy can help promoting the efficiency of 
the productive system, firstly by providing suitable 
reliefs with a view to encouraging replacement and re¬ 
newal of plants, and secondly by minimum interfer¬ 
ence in the smooth working of the competitive economy 
through free inter-play of price mechanism and econo¬ 
mic forces. Multiplicity of taxes in respect of some 
commodities and lack of uniformity in regard to the 
same from State to State very seriously affect the 
allocation of resources and consequently the efficiency 
of the economy of the country as a whole. Reference 
may be made here to the different systems of sales tax 
operating in the country from single-point to multi¬ 
ple-points, resulting in displacement of normal trade 
channels and diversion of trade and commerce. The 
existing systems of sales tax in the country, which com¬ 
pletely lack any uniformity have produced very serious 
repercussions on inter-State transactions. There is 
great need for rationalisation of the country’s tax struc¬ 
ture in this respect and for evolving a uniform system 
of sales tax with a view to removing the adverse effects 
of the same on the economy as a whole. 

Question 27. —Hoio far in your view could the tax 
system be used to secure any order of priorities in 
the development programme in the private sector ? 


One of the methods recognised for the purpose is 
the system of differential tax measures affecting diffe¬ 
rent industries in terms of a certain order of priorities. 
However, there are seri )us limitations to this and we 
believe that the existing provisions of the Industries 
Development & Regulation Act can be used with advant¬ 
age for the object in view. 

Question 28.—What are. the possibilities and limita¬ 
tions of tax policy as an instrument ot economic 
development: (a) by influencing overall demand, 
(b) by reducing consumption and unessential invest¬ 
ment , (c) by positive inducements for desirable in¬ 
vestment, (d) by redistribution of incomes, and 
(e) in other ways ? 

While it is recognised that tax policy can be utilised 
as a powerful instrument for economic development, it 
is necessary to emphasise that in a backward economy 
it has to operate under definite limitations. As already 
pointed out, in a poor country there is little scope for 
tax policy being geared ip for reducing overall demand 
and in reducing consul iption and unessential invest¬ 
ment. ” Aid to indust y ” programme, as indicated 
earlier, can provide po drive inducements for certain 
types of desirable inves orients. 

Alternative (d) is already replied to in earlier ques¬ 
tions. 

Question 29 .—How won d you assess the scope and 
efficacy of tax policy as com,pared to monetary policy 
and direct controls a: an instrument of planned eco¬ 
nomic development i i India ? 

A tax policy aiming at a rationalised and broad- 
based tax structure can play an important part ns an 
instrument of planned economic development. Plan¬ 
ning is essentially a problem of investment and to the 
extent that a sound ta> policy facilitates savings and 
consequent capital form2 t-ion, it can accelerate- the rate 
ot economic progress in a backward economy. Mone¬ 
lary policy forms an iniegral part of the broad econo¬ 
mic policy which a cour try follows and as such mone¬ 
tary and fiscal policies f judiciously used can become 
a useful instrument foi ensuring the sound working 
of the economic system. Except under conditions of 
emergency we do not favour the use of direct physical 
controls. We hold that a properly working price system 
is definitely better than the system of physical controls 
as the normal methods rf regulating economic life. It 
may not be out of place to quote here the views of Rt. 
Hon. Balfofir of Burleigh, D.C.L., D.L., on the subject: 
“ The price system is not only more efficient than physi¬ 
cal controls but also more democratic. It is important 
to stress this because it row seems to be widely believed 
(often unconsciously) that the free price system is in 
some way morally suspect and that rationing and con¬ 
trols are in some way ethically superior and pay greater 
regard to social values. The truth is the very reverse. 
Yet there are people about—surely for the first time 
in our history—who seen to believe that rationing and 
controls are not only desirable as a normal feature of 
our economic life but represent an actual advance in 
economic organisation ty comparison with the price 
system. Any such doctrine I regard as a complete 
fallacy.” 

Question 30.—Do you th-nk that the present tax system 
in India makes for a reduction in inequalities of in¬ 
come and wealth ? 

Tire highly progressive and strict system of direct 
taxation in the present system ostensibly aims at reduc¬ 
tion in inequalities of ncome and wealth by taking 
away substantial portion of income from the higher 
income groups. The same is directly confirmed by the 
Estate Duty measure wnere the statement of objects 
and reasons clearly mentions that the measure is cal¬ 
culated to reduce the ex sting inequalities in the distri¬ 
bution of wealth. However, in a backward economy there 
is a limited scope for using the tax system as an instru¬ 
ment of reduction in inequalities and if overdone the 
same may defeat its own purpose. What is important 
and should receive first priority is the problem of bring¬ 
ing about conditions of all-round economic development 
so as to be able to raise the standard of living of the 
people by increasing the total wealth of the country. 

Question 31 .—What modifications in the tax system 
would you suggest for securing a larger degree of 
economic equality, consistently with maintaining 
the incentives to capital formation and higher pro¬ 
duction ? 

The paramount need in a backward economy for 
maintaining and even increasing the incentives to capital 
formation and higher nroduction has already been 
emphasized. As the lim t has been reached as far as 
the present tax system is concerned and if attempts are 
made to make the same more steep or progressive, it 
will very seriously affect ncentives to saving and capital 
formation ultimately defeating the objective of an all¬ 
round economic development. The emphasis should be 
first on achieving greater degree of development and 
towards that end creatng conditions favourable for 
that. The stimulus given by such development will 
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inevitably result in increased beneiit to a larger sector 
and a progressive elimination of the disparities in 
standards. 

Question 32.— What place would you assign to public 
expenditure as compared ivith the tax system in 
achieving a greater measure of equality of income ? 
The fiscal instrument of public expenditure is mainly 
to be undertaken for widening the capital base of the 
economy, i.e., for increasing the productive power of the 
community. The broad objectives of this public expen¬ 
diture must be to strengthen the economy in such a way 
as to make it capable of attaining progressively higher 
levels of output in course of time, and securing an 
increase in output of some essential consumption goods. 
Viewed from this angle, large-scale investment by the 
State for basic development can be a major instrument 
for securing economic equality, for it is through such 
investment that the agriculturists and other rural 
workers will be able to build up economic strength. 
We, however, deem it necessary to pointedly refer to 
the other aspect of public expenditure, _ viz., various 
measure of social welfare policy. There is need for a 
judicious determination of the appropriate plans 
amongst various programmes of public expenditure, and 
it will be risky to try to divert larger funds on measures 
of social policy, particularly in a background economy 
at the cost of economic development. In a system of 
mixed economy as is envisaged in the Plan, a special 
contradiction is likely to arise between development 
policy and welfare policy, if part of the economic 
development is to be linanced mainly by the private 
sector. In this context, the tendency to finance welfare 
schemes through progressive taxation comes into sharp 
conflict with the necessity for providing the essential 
incentives for capital formation. 

The views of Mr. Teodoro Moscoso, based on the 
experience of industrial development in Puerto Rico, 
may be quoted here with advantage: — 

“ A progressive welfare-oriented policy has 
strong internal pressures for increasing expendi¬ 
tures on housing, schools, roads, aequaducts, sewers, 
and other services on purely humanitarian grounds 
and without relation to the development implica¬ 
tions. The implications of such a policy are many- 
fold. First, these services, though manifestly de¬ 
sirable are not inherently productive. Their pro¬ 
vision diminishes the sums available for development 
activity per se. In the second place, such facilities 
generally, though not always, incur future operat¬ 
ing charges which may be difficult to meet. These 
very drastic qualifications on the desirability of 
welfare must be constantly borne in mind but not 
to the extent that they reduce such expenditure 
below the level compatible with economic develop¬ 
ment, as when the health and education of the 
labour force are not improved with sufficient speed.” 

Question 33. —Have you any changes to recommend in 
the tax policy in relation to the investment of 
foreign capital in India ? 

We have no special recommendations to make in 
the sphere, except to emphasize the point that the tax 
policy in relation to investment of foreign capital in 
India should not in any way be discriminating against 
the investment of Indian capital, in respect of any of the 
terms granted tor the purpose. 

Question 34.— Art. 269 of the Constitution enumerates 
the following tuxes which may be levied and collect¬ 
ed by the Union but the proceeds of which are to be 
assigned to the States : 

(a) duties in respect of succession to property other 

than agricultural laud; 

(b) estate duty in respect of property other than 

agricultural land; 

(c) terminal taxes on goods or passengers carried 

by railway, sea or air ; 


(d) taxes on railway fares and freights ; 

(e) taxes other than stamp duties on transactions in 

stock exchanges and futures markets ; 

(f) taxes on the sale or purchase of newspapers and 

on advertisements published therein. 

How do you assess the possibilities of adding to the 
country's tax resources in respect of the ubore 
items? 

In the present context of affairs, we do not think 
that there is much scope in materially adding to the 
tax resources of the country in respect of these items. 

Question 35.— Other possible ways of adding to uix 
receipts which have been suggested are taxes cm 
capital, reintroduction of the salt duty, surcharges 
on land revenue, betterment levies, agricultural in¬ 
come-tax, social security taxes and modification of 
the policy of prohibition having regard to the direc¬ 
tive principles of the Constitution. What are your 
views re : the desirability and the probable scope of 
each of these forms of taxation ? 

The suggestion for reintroduction of the salt duly is 
on strong grounds. We also consider the surohages on 
land revenue and agricultural income-tax as justifiable, 
in view of the recent shifts in the income of the agri¬ 
cultural sector. Likewise, owing to the proposed 
developmental expenditure in the sphere of agricultural 
development, the imposition of betterment levies can be 
considered with advantage, particularly in areas which 
benefit from such developmental activities undertaken 
by the State. 

We do not favour the imposition of social security 
taxes and taxes on capital, inasmuch as these are likely 
to increase the already heavy burden imposed on indus¬ 
tries at present and will result in retarding capita) form¬ 
ation. 

Question 36. —Do you consider it desirable and feasible 
to levy a tax on unearned increments in calve of 
land and other property as a result of public pro¬ 
jects of development ? 

It will be desirable to devise a scheme of levying 
tax on unearned increments in value of land and other 
property, as a result of public projects of development:. 

Question 37. —What measures would you suggest for in¬ 
creasing the receipts from existing sources of 
revenue ? 

As far as direct taxation is concerned, it must lie 
remembered that the present high rate of income-tax is 
subject to the law of diminishing returns, and in fact 
it has already reached a point where there is a strong 
case for bringing down the rates to a reasonable level 
and readjusting the same in a broad-based manner so 
as to maintain the necessary returns from these sources. 
As to the sphere of indirect taxes in a backward economy 
where a large number of people are poor, it is a question 
whether indirect taxation should be used to produce the 
desired effect of reducing the propensity to consume. 

Question 38. —What other new sources of taxation can 
you recommend ? 

The scope for new sources of revenue has already 
been indicated in replies to earlier questions. 

Question 39.—To what extent and as regards trim I 
taxes should the powers of the Centre to impose 
surcharge under Art. 211 of the Constitution be. 
used ? 

There is no scope for the Centre to impose sur¬ 
charges as there is already a heavy burden of taxes on 
trade and industry. 

Taxation and inflationary and deflationary 
Situations 

Question 40 to Question 45. 

These aspects have been covered in a general way 
in our observations on Question 1(c). 


PART II.—DIRECT TAXES 
Income-tax 


Before entering into a discussion of the specific 
points or issues covered by the questions in this part of 
the questionnaire, we would like to make some observa¬ 
tions of a general character in order to emphasize the 
directions in which the scheme of direct taxation, both 
in its structural aspect as also in its detailed provisions, 
requires to be considerably modified. Earlier, we have 
already referred to the growth of the incidence of direct 
taxation and the increasing nature of the share of the 
yield from direct taxes. Taxes on income, in the pre¬ 
war year, represented less than 25 per cent, of the 
total ' yield of the Central Exchequer. At one time, 
during the war period, it had gone to nearly 70 per cent, 
and, at the moment, nearly 45 per cent, of the tax 


yield of the Centre comes from taxes on income. 
Another striking feature which has been the subject of 
criticism is that the burden of direct taxation is not 
spread in a reasonable manner. The middle-class and 
the upper middle-class people are called upon to bear 
a disproportionate share. In proposals for reforming 
the structure of direct taxation, therefore, the import¬ 
ance of efforts to reduce or eliminate this disparity can¬ 
not be over-emphasized. The greatest drawback, how¬ 
ever, of the present scheme of direct taxation is. that 
the income level for the maximum rate of personal taxa¬ 
tion is much lower in this country than in some in the 
advanced countries like even the U.K. and the U S A. 
The residue of income available for disposal, after 

18 A 
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meeting tax dues under our system, also compares less 
favourably with the position obtaining elsewhere. The 
main problem, therefore, is one of evolving proposals 
which would result in securing the spreading of the tax 
burden more evenly and revising the rate structure in 
such a manner as would assist the conservation of a 
part of the income for utilisation in developmental 
purposes. The changes necessary for realising the 
above objective are being indicated in detail in reply 
to the different questions. At this stage, we would only 
wish to emphasize that the Commission will necessarily 
have to give great importance and thought to these 
aspects which are of a cardinal nature, in any attempt 
to make our scheme of direct taxation more rational. 

The detailed nature of the questions in this part of 
the questionnaire dealing with the Income-tax law and 
procedure, naturally raises the presumption that the re¬ 
commendations of the Commission would cover not only 
the broad aspect of the structure of taxation, but also 
detailed provisions of the law embodying the scheme of 
taxation as such. We would like to point out that the 
structure and law of direct taxation in the country are, 
more or less, the result of a haphazard growth. 
Revenue exigencies, from time to time, have led to the 
expedient of stepping up rates, imposing surcharges or 
making flat and all-round increases in the rates, such 
changes not being the result of anything like an expert 
scrutiny or warranted by the capacity of those con¬ 
cerned to bear the effect and consequence of the t urden. 
There is, therefore, a strong case for rationalising the 
whole structure. The depressing effect of the existing 
scheme of taxation on investment activities in the 
country has come to be recognised. The main problem, 
therefore, is to devise a tax structure which would be 
considered fair in its incidence by all sections of the 
society and, at the same time, adequate to meet the 
needs and requirements of an expanding economy. In 
the ultimate analysis the taxation policy and procedure 
should subserve the larger economic policy and should 
not come in the way of the larger objective of increased 
investment support for the country’s programme of 
development and reconstruction. 

The complicated nature of the tax law is another 
aspect which has been the subject of critical comments. 
Successive attempts to make the tax more productive 
and the consequent over-growth of amendments have 
resulted in making the Income-tax law cumbrous and 
involved with the result that the average assessee has 
inevitably to invoke the assistance of experts in dis¬ 
charging even the normal requirements under the law. 
It is not that every assessee is in a position to commend 
the assistance and services of qualified experts and the 
feeling of harassment caused by the complicated nature 
of the tax law calls for special attention. 

Apart from the need to adjust the progression in 
rate in such a manner as not to destroy the element of 
personal initiative or incentive for expansion of activit¬ 
ies, consolidation of the rate structure in such a manner 
as to avoid taxation under different nomenclatures is 
very desirable. The rate structure should be simplified 
by prescribing a composite rate, eliminating the present 
practice of two distinct levies in the shape of income- 
tax and super-tax, although both the taxes, in effect, 
are taxes on income. Since the rate structure has re¬ 
cognised the principle of progression in rates adjusted 
according to levels of income, there does not appear to 
be any special justification for preserving the two taxes 
under different nomenclatures, and there is overwhelm¬ 
ing justification for the point of view in favour of a 
consolidated rate. Such a combined rate would also 
remove the anomaly of the alleviations or reliefs accru¬ 
ing to the assessee under certain circumstances not being 
available so far as super-tax is concerned. Illustrating 
the point, earned income relief and relief in respect of 
dividend income are not available for estimating super¬ 
tax liability. With a composite rale this type of hard¬ 
ship will be removed. 

Suggestions have been made, from time to lime, 
both by us and by other representative organisations, in 
regard to the changes and reforms necessary in the 
existing provisions of the law and the scheme there¬ 
under as also in regard to the manner and method of 
applying and administering some of those provisions. 
We request to be allowed to recapitulate .some of these 
suggestions which are of vital importance in any effort 
to ensure that the scheme of direct taxation takes due 
account of the practical needs and requirements of the 
situation. 

Depreciation Allowance and Replacement Cost 

The present provision in regard to the grant of depre¬ 
ciation allowance have been found, from practical ex¬ 
perience, to be inadequate. They require to be liberal¬ 
ised in the following directions: 

The second proviso to Section 10(2)(vii) of the Indian 
Income-tax Act treats excess sale proceeds of machinery 
or plant as income liable to taxation. Thus, when any 
asset is disposed of, where the amount for which the 


same is sold exceeds the written-down value, so much 
of the excess as does not exceed the difference between 
the original cost and the written-down value is deemed 
to be profits of the year in which the sale took place 
and assessed to tax. This results in a great disadvant¬ 
age to undertakings having assets of large value. It is 
common ground that the outlay for a new unit, in 
the process of replacement, is of an increased magni¬ 
tude and as such the taxation of the excess proceeds of 
liie discarded machinery is a definite handicap. Such 
excess should be allowed to be ploughed back, free of 
lax liability, for subsequent use in the process of replace¬ 
ment. 

The present arrangement regarding grant of depre¬ 
ciation is linked to the original cost of the machinery. 
The theoretical assumption is that the sum ot ail these 
annual allowances plus any proceeds on the sale of the 
plant as scrap shoulc equal the cost of replacing the 
asset. Even under fairly stable prices, the improve¬ 
ments in technique o • designs of plant and equipment 
affect the estimate o: such allowances on that basis, 
in a period of rising prices and rapid technical 
improvement, the cost of replacement will be dispropor¬ 
tionately high and the fund built up on the basis of the 
present calculation wi 1 be only a proportion of what is 
necessary to replace the asset by a new unit of the 
same productive capacity. The question as to how far 
the factor of replacement cost has to be taken into 
account in determining the basis of allowance for depre¬ 
ciation, is one of the major problems which the Com¬ 
mission will have to tackle. Government have for pur¬ 
poses of Railways accepted the principle of linking 
Depreciation to Replacement Costs. The real solution of 
the difficulty will have to be attempted by a radical 
change in the ideas relating to the economic concept of 
profit so that some kind of charge for financing of re¬ 
placement of equipme it would come to be accepted as 
an item of expenditure in calculating profits. The 
acceptance, in principle, of a system of tax-free replace¬ 
ment reserves, with some safeguards to ensure that 
those reserves are used only for replacement purposes, 
will, perhaps, offer a practical solution to the difficulties 
inherent in this present arrangement. Grant of addi¬ 
tional depreciation allowance on a tax-free basis to meet 
the differential cost of replacement, grant of interest-free 
loans by Government or statutory lending authorities 
like the Industrial Finance Corporation for assisting re¬ 
placement programmes, etc., are some of the other sug¬ 
gestions which may be favourably examined by the Com¬ 
mission. In the case of Plant and Machinery required 
by purchase, practical difficulties have been experi¬ 
enced in the process of administering the provisions in 
regard to Depreciation. The Income-tax Officers, it 
appears, are sometimes inclined to question the pur¬ 
chase price as recorded in the books of the purchasing 
company and to disallow the quantum of depreciation 
claimed, on the ground that the purchase price was 
higher than what slioi id be normally allowable in his 
opinion. Whenever such purchase price is indicated or 
mentioned in any document of transfer or sale, the same 
should be taken as pnma facie correct, unless there is 
occasion to suspect fra id, and accepted for purposes of 
grant of Depreciation. 

Anomalies and Difficulties experienced under 
Section 23A 

We had, in the past, on more than one occasion, 
drawn the attention of the authorities to the anomalies 
inherent in the present provisions relating to taxation of 
income of companies in which the public are not sub¬ 
stantially interested, under Section 23A of the Indian 
Income-tax Act. The question of liberalising compul¬ 
sory requirements in the provision so as to allow suffi¬ 
cient freedom and initiative to the shareholders of such 
companies to conserve a portion of the profit made in 
a particular year for he purpose of assisting a pro¬ 
gramme of expansion, requires to be immediately 
tackled. It is but proper that instead of a private com¬ 
pany under such circumstances being obliged to borrow 
money from outside sources for purposes of its develop¬ 
mental requirements, il should be free to desist from 
distributing profits as dividend to the maximum limit 
required in terms of the provisions in the section and to 
conserve a portion for utilisation in such developmental 
programmes. Under the U.K. income-tax law, it is open 
to an assessee, governed by the corresponding provision, 
to show to the satisfact on of the Commissioners of the 
Inland Board of Reven te that the company concerned 
has not unreasonably withheld any income from distri¬ 
bution and on that basi; the assessee would be allowed 
the benefit of some flexibility in the quantum required 
to be distributed as dividend. 

Apart from introducing an element of flexibility 
in regard to the quantum required to be compulsorily 
distributed, there should also be provisions permitting 
adjustments to meet difficulties of a practical character. 
In the case of a company having branches functioning in 
foreign territories, actua difficulties mav be exoerienced 
in securing remittances from such branches by reason 
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restrictions on movement of capital or moneys, 
iposed by the authorities of those countries. The 
mpany concerned, under such circumstances, may not 
.ve funds in this country sufficient to ensure distri- 
:tion upto the prescribed limit. In determining the 
fount for distribution, obligatory charges such as those 
>wed by a Government of a State or by a Local Author- 
t which may not have been fully allowed in com- 
iting assessable income of the company, will also have 

be allowed. Further, on occasions when it is difficult 
r an assessee to estimate exactly the assessable in- 
me, an opportunity should be given to make up the 
11 60 per cent, or whatever the prescribed limit. 

Under the present provisions again, when the aceu- 
ulated reserves of such a company, in which the public 
e not substantially interested, exceed the paid-up 
ipital, the full 100 per cent, of the profits is required 

be distributed. This compulsory distribution of the 
itire profits should not be enforced. If the share- 
ilders of such a company desire further allocation to 
eserves, the Department should not come in the way 
: such allocation by arbitrarily insisting on 100 per 
:nt. distribution of profits. 

There is also another practical difficulty in adminis- 
•ation, which has been noticed. At present, the com- 
letion of assessment work takes an unduly long time, 
nd if after a period of 2 or 3 years the company is 
squired to compulsorily distribute the deficiency as 
etermined by the Income-tax Officer, having regard to 
ne items which he considered as dis-allowables, the 
ompany may not be able to find the resources neces- 
ary for such supplementary distribution. Therefore, 
he time-limit, of say 2 years from the date of passing 
f the Balance Sheet for the relevant period, should 
>e fixed, after which there should be no orders for com- 
mlsory distribution. 

lections 42 and 43 

We would like to re-state the general case and griev- 
ince of the assessees about the extremely unsatisfac- 
ory position resulting from the provisions of Sections 
:2 and 43 of the Indian Income-tax Act as they stand 
it present. The general complaint is that the provisions 
n the section have been so administered that Indian 
ixporters who sell goods to foreign buyers and Indian 
mporters who buy goods from foreign sellers, even in 
■ases where such transactions are as between principal 
o principal, are being treated as agents of non-residents 
loncerned in respect of such transactions and on that 
jasis, are being subjected to tax in respect of profits 
ir gains deemed to have been made by the non-resident 
Although we have been assured that the intentions of 
joth the legislature and Government are that actually. 
,he liability of the agent to pay the tax will not arise 
except where something definitely in the nature of an 
igency existed, in actual practice, the application and 
he enforcement of the provisions in the section, it is 
loted, goes counter to the main purpose and primary 
ntentions of the legislature and Government in making 
fie agent responsible for the tax liability of the non- 
■esident. The confusion and the difficulty have really 
irisen because the term 1 business connection ’, occur- 
•ing in the section, has been very literally construed 
noth by the taxing authorities and by some of the High 
Courts in the country. If a strictly literal interpreta¬ 
tion is given to the term, it would appear that even a 
jingle transaction between a resident and a non-resident 
would be deemed as a business connection and 
an that basis the resident would be called 

upon to discharge liability as agent, in respect of the 
lax due from the non-resident. In order to remove the 
doubts regarding the real intentions of the scope of the 
liability contemplated by the provisions in question, we 
had, in the past, indicated the importance of an entire 
review of the provisions in Sections 42 and 43. We 
had also drawn the attention of Government to the 
practical difficulties with which the persons, who were 
treated as agents of non-residents, were being con¬ 
fronted. It is not possible for such agent, where a non¬ 
resident had more than one agent, to know the total 
income of such a non-resident through the agency of 
different persons in the country and consequently it is 
not possible for any such agent to ascertain the tax 
liability and retain sufficient amount in his hands to 
meet the liability when the demand is finalised. This 
view has been confirmed by the observations made by 
the Chief Justice of Bombay in a recent reference in¬ 
volving interpretation of the sections in question. More¬ 
over, under the existing sections, a resident agent is 
made liable in respect of income made by the non-, 
resident principal on account of ‘ business conneetburf.’ 
The expression ‘ business connection ’ has now}?ierfc''been 
properly defined. The vicarious, 'mMlity 'to which a 
resident is subjected qcifirer' the 'Existing provision should 
be removed and thjsf sections in question should be so 
amended so that, /amon-resident principal would be sub¬ 
ject to the taxation laws of this country only when he 
exercises a traffic in the Union of India and not mereiy 


with India. In short, the changes required in regard 
to the provisions in question may be briefly summarised 
as under: — 

(1) It should be made clear that, firstly, there would 

be absolutely no tax liability on transactions 
purely on a principal to principal basis ; 

(2) secondly, that the vicarious liability to which 

a resident is subject under the present provi¬ 
sions, should be removed by providing that a 
a non-resident principal would be subject to 
the taxation laws of the country only when 
he exercises a trade in the countiy, as is the 
position under the corresponding provisions of 
the U.K. law ; and 

(3) thirdly, in any event, the liability of an agent 

should be confined to the funds or moneys of 
the non-resident actually coming into his 
hands in excess of the commission or remun¬ 
eration to which the agent may be entitled 
and where such an agent has no money from 
such a non-resident at the time of assessment, 
he should not be held liable for any payment 
on behalf of the non-resident. 

A buna fide commission agent or bona fide broker 
should not be considered as an agent tor purposes of 
Section 43. 

The Income-tax Appellate machinery to be separated 
from llic administrative machinery 

The view that the Appellate machinery under the 
Income-tax Act should be completely divorced from the 
administrative side and that towards that end the 
Appellate Assistant Commissioners should be placed 
under the administrative jurisdiction of the Income-tax 
Appellate Tribunal has often been stressed. This view 
found support from the Income-tax Investigation Com¬ 
mission also. It is a salutary principle that the execu¬ 
tives, who are concerned with deciding matters of fact 
or law, should not themselves sit in judgment on any 
points arising out of such decisions which are brought 
up for appellate consideration. The need for reform in 
the direction of separating the judiciary from the execu¬ 
tive has been acknowledged in other spheres and the 
present suggestion is an extension of the same principle. 
The experiment begun in 1939 of making the appellate 
machinery independent of the charging machinery 
should be carried forward to its logical conclusion and 
the Appellate Assistant Commissioners should be re¬ 
moved from the control of the Commissioners of Income- 
tax and the Central Board of Revenue and placed under 
the Income-tax Appellate Tribunal. “ On the principle 
that not only should justice be done but that it should 
appear to be done and should inspire confidence in the 
persons concerned, we think that the present system 
requires alteration in the above words the Investiga¬ 
tion Commission supported the public demand for this 
reform. 

Regarding the composition of the Tribunal, we had 
often in the past stressed that the Accountant Member 
of the Tribunal should be one chosen from the practising 
profession. Lately, retired Income-tax Officials are 
being appointed as members of the Tribunal. This is 
undesirable and should not be allowed. 

Difficulties in the process of income-tax administration 

While the importance of enforcing due observance 
and compliance with the requirements of the law in 
force from time to time will be readily conceded, some 
of the causes and circumstances responsible for creating 
a feeling of oppressiveness in the minds of the Eiss.e&'see's 
as a result of the administrative practices of. Trie Depart¬ 
mental officers require to be gone into'. The general 
complaint is that in the anxiety to 'augment collections, 
there is generally a tendency ryr/the part of the Income- 
tax officers to over-assass'. It may be argued that the 
assessee has the righrf to press ihe matter on appeal 
and get the position rectified. In the meanwhile, the 
demand is enforced and the assessee is called upon to 
pay to the fulVgxtent of the demand ; requests for time 
for stay of enforcement of the disputed portion are not 
generally agreed to and even the Income-tax Investiga¬ 
tion Corpffnission found it necessary to recommend the 
insftifion of a specific provision conferring a right of 
( appeal for stay of enforcement. If the right to the 
, benefit of stay of recovery of the disputed portion upto 
the time the appeal is decided is legally recognised, the 
grievance of the assessees resulting from the denial of 
this facility would automatically go. The attitude of 
the officers in applying the penal provisions of the Act 
also calls for a definite change. The tendency seems 
to be imposed heavy penalties for even defaults of a 
technical nature. In applying the penal provisions, the 
officers should be required to be guided by the larger 
point of view of corrective action and penalty should 
not be imposed merely to recover additional revenue to 
the extent authorised by law. Delay in completing 
assessments, and delay in passing and settling claims 



for refund are other spheres in which complaints of a 
general nature persist. Unless the law imposes a 
definite obligation to complete assessment within a short 
period and to grant retund within a prescribed time¬ 
limit, complaints in these spheres will persist. Non- 
acceptance ot accounts submitted by assessees and 
assessment on the basis ot assumed margins, etc., are 
some ot the other general grievances of the assessees. 
W’e are mentioning these to emphasize the importance 
of sustained effort to usher in an era of relationship 
between the assessee and the department in which the 
former is encouraged to feel that the law was being 
administered in a fair and reasonable manner. Often¬ 
times the official spokesmen at the helm of the Income- 
tax Department assert that the law was being adminis¬ 
tered in a fair manner. The test should be that the 
public should also share that feeling and on the admini¬ 
strative side the importance of public relation should 
be sufficiently impressed. In this connection, the Com¬ 
mission may consider the feasibility of creating, at each 
important regional Income-tax Headquarters, some sort 
of machinery—may be in an advisory capacity—which 
couid go into the difficulties and complaints in the 
administrative sphere. In that machinery non-official 
representatives of accredited organisations should be in¬ 
cluded. The public should be encouraged to place their 
difficulties, particularly pertaining to administration, 
before that advisory machinery, so that the very know¬ 
ledge that departmental action would be subject to con¬ 
stant informal or advisory review, would be helpful in 
creating more cordial relations between the depart¬ 
mental officers and the assessees. Greater care in the 
selection and training of personnel recruited as In¬ 
come-tax Officers is called for. During the period of 
the War, the Department expanded considerably and 
the basis of selection was relaxed. Apart from such 
Officers having an adequate theoretical knowledge of 
accounts and trade laws, they should be also given 
intensive training at headquarter Income-tax Office 
tor a period of not less than 2 years. Again, as accounts 
in the case of smaller assessees may be maintained in 
vernacular, the Income-tax Officers should know or 
should acquire adequate working knowledge of one of 
local vernaculars. With these preliminary observa¬ 
tions, we would proceed to deal with the question 
seriatim : 

Residence 

Question 46. —Do the provisions of the Income-tax Act 
(Sections 4A and 4B) regarding the determination 
of residence of various assessees, viz., individual, 
Hindu undivided family, firm, association of persons 
and company, require any modification ? In parti¬ 
cular, what is your vieio regarding the retention of 
the category described as “not ordinarily resident’’? 
The principle of taxing a resident assessee on his 
world income was first introduced by the Indian In¬ 
come-tax (Amendment) Act in 1939 and the category of 
not ordinarily resident ” was then brought in as a 
concession to assessees who were foreigners and who 
were in the country temporarily for the purpose of their 
business or vocation. There is no longer any need to 
continue this special position. The Income-tax Investig¬ 
ation Commission had recommended the abolition of this 
category of assessees and we are in favour of dividing 
the assessees for the purpose of tax liability under two 
broad categories, viz., resident and non-resident. 

According to Clause (iv) of sub-sec. (a) of Sec. 4A, 
an individual would be a resident in India if he has 
arrived in India during the relevant year and the In- 
- come-tax Officer is satisfied that he is likely to remain 
m India &tr not less than 3 years from the date of his 
arrival. According to this provision, an individual who 
comes to Ind. a wiIV sbe liable to be taxed as a resident 
if the Income tax Officers is satisfied that he is likely to 
remain in India for not less tihan 3 years from the date 
of his arrival, even though his actual residence in India 
may be only for a small period> further, since an 
assessment may be closed and completed after over 3 
years, the Income-tax Officers’ finding the question 
whether the assessee is likely to remain in dndia for not 
less than 3 years from the date of his arrived will be a 
finding after the event. We, therefore, suggest bthat this 
Clause should be deleted. x 

Income 

Questions 47 and 48, —Does the definition of “income" 

I .see. ..(6C)] require any modifications? Are there 
any receipts or gains which are not taxed at present 
but which, in your opinion, should be taxed and 
vice versa ? In particular, what is your view re¬ 
garding the taxing of capital gains ? 

The existing definition of ‘ income ’ is inclusive and 
not exhaustive. In the case of Mutual Insurance trans¬ 
actions, the resultant surplus would not be normally in¬ 
come, whether the transactions are with members or 
with non-members. But the definition of W 
makes such surplus liable to taxation as ‘ income ’. 


There is no difference between the surplus of a C 
operative Insurance Company and the insurance bus 
ness transacted by a Mutual Association. Therefor 
•he definition of ‘ income ’ should be changed, so as ; 
exclude the profits of a business of insurance carric 
on by a Mutual Insurance Association. 

Taxing of Capital Gains. —We are not in favour < 
taxing capital gains. The limited experience of tk 
working of the Capital Gains Tax in force from 1947 f 
1949 confirms the general view that it has an advert 
psychological effect on investments, and it wouid hampc 
the free movement of stocks and shares. In fact, th 
Finance Minister of the Government of India acknov 
ledged these aspects in his speech while moving for th 
abolition of the levy in 1949. The psychological rc 
actions following the existence of such a levy should nc 
be ignored. Duiing appreciation in capital value o 
account of temporary factors, there will be disincline 
tion to sell capital assets. In periods of comparativ 
slump, on the otier hand, there will be an inducemeri 
to sell with a view to claim set-off of loss against othe 
income. In the result, there will be no stable recurnn 
revenue from su< h a form of taxation. 

Question 49 .—Have you any comments on the presen 
position re : taxation of profits which accrue or aris 
abroad, on their repatriation to India ? 

It is relevant to recall that the 1939 Amending Ac 
substituted accrual of income as the basis of liabilif 
in place of the remittance basis previously in force 
in the case of the foreign income of a resident in thi 
country and thereafter the resident is being taxed oi 
the basis of his world income. Naturally, the foreigi 
income of a resident assessee, after that date, has borni 
taxation and therefore the amount represented by sucl 
profits could be brought by him into the country 
Taxation consideration would not stand in the way o 
the amount represented by such profits being brough 
to the country, whenever the assessee chooses. Then 
is nowever, the case of income and profits earned b\ 
resident assessees between 1933 and 1939. Even if the 
assessees wish to bring the same to the country at this 
■ St f a fu’ \ he: r i Y /0Uld feel discouraged to do so, because 
ot the fact that the same would attract taxes as soon 
as it is brought to the country. Government should be 
alive to the importance of attracting increased capital 
for 4 . udllsatlon m the country. It would be in keeping 
wffh the present objective of assisting the flow ol capital 
if foreign income, profits and gains of Indian residents, 

remitte d r 1 U 7 ng n, 6 pe 7° d 1933 to 1939 is allowed to be 
to ffix d t0 the '' 0untry wlthout any liability in regard 

Foreign profils, remitted or brought into India by a 
person within the first 2 years of his becoming a resi- 

n? nt tl n Indla ’ are exempt. The period of 2 years fixed 
for the purpose ot repatriation of foreign profits is 
inadequate. In view of the various restrictions existing 
m overseas countries regarding movement of capital 
“ thelr hints, it may be impracticable, in many 
cases, to transfe - an assessee’s entire resources within 
the period allowed. We, therefore, suggest that in the 
ffist instance, the period should be increased to 5 years 
‘ lb pr:)ved ’ b F reasons of the existence of 
m 7 ^overrent Of capital in other countries, that 

J n . a Particular case the same could not be repatriated 
withm o years, tne scope of the relief should be extend- 

fna nortin S n q 7f en t ye , ars . also ’ wh en actually the remain- 
the country f ° forelgn profltii is brought back into 

Question 50. WJ at change, if any. is called for in the 

$ t'TVJ. J'SS ; ISec -*“» : **• * 

“ 0,0 

Question 51.—-Do the provisions of the Income-tax Act 
relating to t le taxability of non-residents through 
their business connections in India in respect of in¬ 
come deemed to accrue or arise within the taxable 
7/7,7° n w S ( - Se , cs - 42 & 43 °f the Income-tax Act) 
frl,ZiL? d i Ve 7 C l y r'- e mterests of versons engaged in 
foreign trade ? If so, what modification would you 
suggest m these sections ? 

We have already, in our preliminary observations, 

\ referred to the unsatisfactory nature of the provisions 
( ih _Sections 42 and 43 and the working of the same, 
i Briefly stated, tie changes required are that there 

\ should absolutely be no tax liability on transactions 
V Purely on a principal to principal basis, that the vicari- 
xous liability which a resident is subjected under the 
present provision; should be removed by providing that 
a nonvnasident principal would be subject to the taxa¬ 
tion laws of^ tne 'c ouotzx only when he exercises a trade 
m the country and that M anjr ewgnt the liability of an 
agent would be confined to the funcXs or moneys of the 
non-resident actually coming into his jfoands. 

Question 52. What modification would \tpu suggest in 
the definition of ‘agricultural income 'Y-Sfifi. 2X1) 1 to 
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avoid the contingency of the same income being 
taxed by the Central Government as well as the 
State Governments, e.g., in respect of income from 
forests, dividends from agricultural companies, etc.? 

Income derived from land would be treated as agri- 
iltural income for the purposes of the Indian Income- 
ix Act only when the land is assessed to land revenue 
1 the taxable territories. The justification for the 
icome-tax exemption thus is that the land and the 
evenue therefrom has borne a prior tax or rate. In 
ae past, the spirit of the above exemption was fully 
cspected for income-tax purposes and dividend income 
rom agricultural undertakings was excluded from in- 
ome liable for taxation. Unfortunately, the above 
osition has been upset by certain recent legal decisions 
n the ground that dividend income was not directly 
eceived from land. Without going into the fine legal 
iistinction involved in the above decision, we would 
irge that the position should be made clear by suitably 
unending the provisions in the Income-tax Act, so as 
o confer exemption on such dividend income. 

Juestion 53.— Are you in favour of integrating agricul¬ 
tural income with non-agricvltural income for rate 
purposes ? If so, ivhlch of the following methods 
ivould you advocate :— 

(i) Aggregation of agricultural and non-agri- 

cultural incomes only under the State Acts ; 

(ii) Aggregation of agricultural and non-agricul¬ 

tural incomes only under the Central Acts ; 

(iii) Aggregation of agricultural and . non-agricul¬ 

tural incomes both under the State and the 

Central Acts? 

Please discuss the administrative, constitutional and 
other problems that are likely to arise if any 
of the above alternatives is adopted. 

Question 54. —Would you recommend the abolition, by a 
suitable amendment of the Constitution, of the dis¬ 
tinction between agricultural and non-agricultural 
incomes and the taxation of both types of income, 
aggregately under a Central Act ? 

Agricultural income is, in terms of the provisions of 
the Indian Constitution, out of the sphere of Central 
taxation. In the past, suggestions were made that the 
exemption of agricultural income for purposes of In¬ 
come-tax should be discontinued. The Ayre’s Com¬ 
mittee had also recommended that agricultural income 
might, at any rate, be taken into account for the purpose 
of determining the rate at which tax on the ether in¬ 
come should be computed. Apart from the constitu¬ 
tional difficulties which by themselves are valid and sub¬ 
stantial against agricultural income being aggregated 
or taken into account for rate purposes, certain recent 
trends of legislation in the sphere of tenancy rights and 
land tenure call for a new approach to the problem. For 
agricultural income, naturally the exemption limit will 
have to be kept at a comparatively high level. The 
land revenue payable will also have to be taken into 
account. Lately, agrarian reforms in the States, wher¬ 
ever they have been undertaken, indicate distinctive 
trends. Larger holdings are being prevented and com¬ 
pulsory distribution of holdings is being attempted. The 
large agricultural land-holder, with substantial resources 
in the shape of recurring yield will, perhaps, be no 
longer there. In the light of these developments, such 
additional taxation on agricultural income, as may be 
necessary, will have to be confined through an increase 
in the land revenue rates or, as is already being done 
in some of the States, by a separate agricultural income- 
tax leviable by the State. It is difficult to envisage 
State authorities surrendering their constitutional right 
over agricultural income and as long as the two types 
of income, viz., agricultural and non-agricultural, are 
under the jurisdiction of two taxing authorities, any 
proposal for aggregation, whatever be its fiscal justifica¬ 
tion, is not easy of realisation. 

Question 55.—Is the treatment given to irregular and 
fluctuating income in the present law satisfac¬ 
tory ? In particular, should any changes be in¬ 
troduced — 

(i) to average income over a number of years 

where receipts are irregular and fluctuating ; 

(ii) to spread lump sum receipts over a number of 

years ? 

Section 12AA of the Income-tax Act, which is a new 
provision inserted by the Finance Act, 1953, has re¬ 
cognised the principle of spreading over a period of 
years income of an irregular and fluctuating character. 
But the provision is confined to specific cases, viz.. 
royalties or copyright fees for literary or artistic work. 
There are other types of income of this nature. Seme 
general provision which would enable such income being 
spread over, in an appropriate manner, is called for. 
In the case of a film undertaking, for example, the 
receipts in a particular year, for right of exhibition of 
a film for a period of years, will have to be suitably 
adjusted. Similarly, lump sum payments on tenpina'- 


lion of employment in the shape of gratuity or compen¬ 
sation for loss of employment should not, reasonably, 
be liable to taxation in the year of receipt as income 
during that year. Income from long-term contracts, or 
cumulative dividends, paid at a particular point of time 
should also be suitably adjusted for purposes of tax 
liability. Premiums received for lease of property 
should not be considered as income wholly received in 
the year of receipt, but should be spread over. There¬ 
fore, the law may include a general provision to permit 
of the same 

Exemptions 

Question 56 .—Do you think the present provisions re¬ 
garding exemption of charitable and religious trusts 
need any modification ? If so, in what respects ? 

The provision in Section 4(3)(i) secures exemption 
from rax liability for income held under Trust for re¬ 
ligious or charitable purposes. To entitle the benefit of 
the exemption, the source of the income should be from 
property held under Trust or which is the subject ot 
Trust. Till recently property was deemed to include 
business carried on by a Charitable Trust where the in¬ 
come is exclusively used for religious or charitable pur¬ 
poses. This point of view was supported by a decision 
of the Lahore High Court. Government, however, 
thought it fit to withhold the benefit of the exemption 
for income derived from business by undertaking an 
amendment of the Income-tax Act in the year 1953. We 
feel that this amendment was not justified. Even if the 
source of income is business, so long as the income is 
exclusively used for the purpose of charity, the same 
should be eligible for exemption in the same manner 
as income from property held under Trust are exempt. 
The position should be rectified and the. status quo ante 
should be restored. 

Another point which requires to be noted, in this 
connection, is that ordinarily the exemption under this 
provision will be available only if the income is applied 
for charitable purposes within the taxable territories 
unless the Central Board of Revenue makes an order 
that the relief may apply even if the income is applied 
to charitable purposes outside the taxable territory. 
The restriction that in order to obtain exemption the 
income should be applied within the taxable territories 
is likely to create hardship in the practical application 
of the relief. In the case of charitable trusts which, 
from traditional times, have been awarding scholarships 
to Indian nationals for higher technical studies 
in foreign countries, the withdrawal of the relief, on the 
ground that the income is not being spent within the 
taxable territory, would amount to a hardship. The 
law may, therefore, be suitably amended so as to make 
it clear that where the amounts are spent for purposes 
or objects enuring ultimately to the benefit of the 
country or to the nationals of the country in general, the 
same would be allowed, notwithstanding the circum¬ 
stances that the amount may have been spent outside 
the country. 

Question 58.—Are you in favour of continuing the con¬ 
cessions given to new industrial undertakings under 
Section 15(C) of the Income-tax Act ? Have initial 
and extra depreciation allowances made the conces¬ 
sions practically infructuons ? If so, what are the 
directions in which the provisions of this section 
should be modified ? 

Section 15(C) of the Indian Income-tax Act provides 
a measure of relief for new industrial activity, in that 
income-tax shall not. be payable by a new industrial 
undertaking on so much of the profits or gains as do 
not exceed six per cent, on the capital employed in the 
undertaking for a period of years commencing from 1st 
April 1948 to 31st March 1954. We are in favour of 
the relief and encouragement being continued. The 
grant of initial and extra depreciation allowance in no 
way affects the justification and need for the above 
relief. While higher initial depreciation allowance 
affords some measure of financial assistance, it must be 
pointed out that such allowances, ineffect, are only in 
the nature of interest-free loans to the undertaking in 
the initial period against the mortgage of its future 
depreciation allowance as the total of the allowances, 
including the inital slab, will not be permitted to exceed 
100 per cent, of the cost of the plant and machinery 
concerned. Therefore, the system of increased initial 
allowances cannot be considered as anything in the 
nature of effective relief. New manufacturing concerns 
are encouraged in a simliar manner by provision for a 
tax-free period under certain circumstances in other 
countries also. The question of further modifications 
and relaxations in favour of new industrial undertak¬ 
ings in the provision under the section may well be 
examined. For instance, the restriction now in force 
that the relief shall be available only in the case of an 
undertaking employing more than 20 workers or 10 
workers in the case of industries worked by power, as 
the case may be, requires to be reconsidered and there 
peed not be any limit with reference to the number of 



employees. Again, the benefit is intended to be avail¬ 
able only to industries started between the years 1948 
and 1954 , on the other hand, the provision may be 
general and whenever new industries are started, the 
relief should be available. For the purpose of calculat¬ 
ing the profits to be exempt from tax to the extent of 
6 per cent, per annum on the capital employed in the 
undertaking, initial depreciation allowed for new pro¬ 
perty, machinery or plant should not be taken into 
consideration. 

Question 59 .—A suggestion has been made that banking 
profits of foreign branches of Indian banks should 
be given concessional treatment for tax purposes in 
order to encourage the opening of branches abroad. 
What are your views ? 

We are in favour of the proposal that banking profits 
of foreign branches of Indian banks should be entitled 
to concessional treatment for tax purposes in order to 
encourage the opening of branches abroad. We would 
also suggest that the principle of affording concessional 
treatment in respect of profits of foreign branches should 
be extended to shipping and insurance companies. 

Question 60.— Should any liberalisation be made in the 
present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds? 

Exemption from tax of amounts paid as life insur¬ 
ance premia and contributions to provident funds was 
intended to encourage thrift and to ensure that a person 
during his working period made savings in that form 
which would reasonably provide for himself and his 
family after active life. The limits prescribed under 
the Act are no longer adequate having regard to the 
reduction in the purchasing power of the money and 
the general nicreaso in cost. There is. therefore, a 
justifiable case for an upward revision of these limits. 
At present, the total of the allowances under Section 15 
in respect of insurance premia and under Section 58 in 
respect of contributions to provident funds should not 
exceed l/6th of the total income of the assessee or 
Rs. 6,000, whichever is less, and in the case of a Hindu 
Undivided family, 1/6th of the total income of the 
assessee or Rs, 12,000, whichever is less. Normally the 
rate of contribution for purposes of recognised provident 
funds is 8 1/3 per cent, by the employer and 8 1/3 per 
cent, by the employee. Thus the limit of l/6th of the 
total income, is, as a matter of fact, normally absorbed 
by the provident fund contribution alone and in effect 
the relief by way of exemption for life insurance premia 
does not operate. We, therefore, suggest that the limit 
should be raised to l/4th of the total income or 
Rs. 10,000, whichever is less, with corresponding adjust¬ 
ments for Hindu Undivided family. 

We have elsewhere suggested that the present system 
of two distinct levies, such as income-tax and super¬ 
tax, should be consolidated. If, however, it is proposed 
to retain the two kinds of levy, life assurance premia 
and contributions to provident fund should be exempt 
from super-tax. 

While on this, we would also like to draw pointed 
attention of the Commission to the discrimination in the 
basis of arrangement connected with tax relief in the 
matter of contributions to recognised provident funds 
as between provident funds for employees of Govern¬ 
ment and statutory organisations and provident funds 
for persons in private employment. The details regard¬ 
ing the difference in the basis of the relief are briefly 
indicated here below: — 

Provident funds governed by Provident Fund Act, 1925. 

1. The employers’ contribution and the interest accu¬ 

mulations to the credit of the Provident Fund 
are not taken into account in computing the 
total income of the employee for purposes of 
income-tax liability. 

2. Exemptions allowed: 

(a) Insurance premia and employee’s contri¬ 
bution to the extent of l/6th of total income, 
d.e':, including private income, allowances, etc.l or 
Rs. 6,000 whichever is less [Sec. 15(1) and (3)]. 

(Thus in an 8 1/3 per cent. Provident Fund 
l/12th of the total salary income is available 
for relief on account of insurance premia in 
addition to 1/6'th of private income.) 

(b) Whole of interest is exempted. 

(c) Repayment of Provident Fund at the time 
of retirement or resignation—exempted un¬ 
conditionally (4th proviso to Sec. 7). 

Private Provident Funds recognised under the Indian 
Income-tax Act. 

Under Section 58E of the Indian Income-tax Act, both 
these items are taken into account in computing the 
total income of the employee, 


Exemptions allowed: 

(a) Insurance premia and employee’s and employf 
contributions to the extent of l/6th of the total inco 
(i.e., including private income, allowances, etc., but 
eluding employer’s contribution and interest on Provid 
Fund) or Rs. 6,000 whichever is less [Sec. 58F(1)]. 

(Thus In an 8 1/3 per cent. Provident Fund th< 
will be no margin for relief on account of insurai 
premia unless the employee has got private inco: 
[See. 15(1) and (3)]. 

(b) Interest upto l/3rd of the annual salary provic 
it is not allowed at a rate exceeding 6 per cent, i 
annum [Sec. 58F(2)]. 

(c) Exempted subject to conditions set out in S 
58G (4th proviso to Sec. 7). 

Apart from the injustice in treating the privs 
section of the society on a differential basis, a larj 
issue of policy is involved. In effect, the prese 
position amounts to a lower basis of taxation for : 
come earned by Government servants. Is such a pi 
ferential treatmen ethically correct ? We, therefore, ur 
that the provision in the Income-tax Act is suitab 
amended so that ill recognised provident funds, inclu 
ing provident funds for private employees, are treat 
on a uniform has s for purposes of tax relief. 

Allowances. 

Question 61.—(i )Do you favour the grant of larger c 
predation allowances to assist industry to fiman 
the considerably increased costs of replacement 
assets? If so. how and in ivhat form should thi 
be given — 

(a) by large ; depreciation allowances on ne 

assets ; 

(b) by revalorisation of existing assets; 

(c) by treating the excess of replacement cost ovi 

original cost as revenue expenditure : 

(d) by any other method? 

(ii) What is the justification for assistance fro. 

public resources to certain classes of ta : 
payers only by way of covering partially t) 
excess of replacement cost over original co 
of old assets? 

(iii) In case adequate justification exists for assis 

ance by Government in the form of tax coi 
cessions to meet the situation, what saf< 
guards should be prescribed to see that th 
funds s( made available are utilised for th 
purposes for which they are intended? 

(1) We have alieady, in our preliminary observation 
stressed the importance of liberalising the basis of d< 
preciation allowance so as to assist industry in its pri 
gramme of renovation and replacement. The specif 
suggestions which might be considered are: 

(a) Excess sale proceeds of machinery, under Se< 
tion 10(2)(vii), should not Be treated as income liable 1 
taxation. The law should provide that such amour 
should be free from taxation provided the same is kef 
as reserve and utilised only for replacement purposes. 

(b) The principle of tax-free replacement reserve 
should be recognised. It should be open to a compan 
to set apart a ceitain percentage of the profits mad 
by it in industry every year as a reserve to be utilise 
for purposes of replacement. Such reserves should b 
free from tax. He e a safeguard might also be includes 
If subsequently such accretions to the special reserv 
fund are not utilistd for replacement purposes, the sam 
should be liable to tax. In the alternative, the rebat 
of 1 anna now available in respect of undistributed 
profits ploughed back into the industry should be raise 
to 2 annas. 

The grant of larger depreciation allowance on ne^ 
assets alone will n:>t prove to be a solution so long a 
the sum total of such allowance does not exceed 100 pe 
cent. Income-tax authorities should be empowered t 
grant higher depreciation allowances in all cases, wher 
the circumstances warrant the granting of such bighe 
allowances. 

The procedure of revalorisation of existing asset 
may be helpful, bu' the point as to how that revalorisa 
tion is to be applied for other purposes, viz., for put 
poses of the accounts of the company, requires to b 
examined in greater detail. Revalorisation of existin 
assets should be dene only by a body of experts. 

Assistance in the shape of special loans from statu 
tory lending organ.sations for financing replacement i 
another form of relief which may be considered. 

(c) The proposal that excess of replacement cost ove 
original cost may be treated as a revenue expenditur 
would afford material relief, but the point arises whethe 
the profits of an undertaking in a given period wouli 
be sufficient to allow this relief being made a\ailabl 
in a particular year. If the principle of carry-forwari 
is to apply and that is for a fairly long period for sue] 
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excess of expenditure, then a solution in that direction 
may prove helpful. 

Question 61.—(ii) and (iii) The questions here are 
based on the assumption that something in the nature 
of special favour is being shown to industrial under¬ 
takings. On the other hand, it should be viewed from 
the aspect of rectifying the damage done by a lacuna in 
the previous position. In the period of the war and 
immediately thereafter when the price structure of plant 
and machinery was progressively rising, industry was 
taxed to the full extent without making due allowance 
to the need for the future requirements as indicated by 
the rising trends in prices of plant and machinery. If 
in those years, those in charge of framing the tax policy 
had thought it fit to look ahead and allowed industry 
increased provision for future needs and requirements, 
the question of any special assistance at this juncture 
might not have arisen. Moreover, the problem has also 
to be viewed in a wider perspective. After all industrial 
asset is an asset of vital national importance. It is in 
the larger interests of the country to preserve that asset. 

If new industry is to be stimulated by the grant of con¬ 
cessions or other forms of assistance for preserving the 
general economic policy of the State, there is greater 
reason for some special consideration for assisting exist¬ 
ing industry to preserve their productive capacity un¬ 
impaired in regard to their needs for replacing the 
existing wornout equipment. 

The funds made available by tax concessions for 
assisting reolacement should be strictly used for that 
purpose. If they are not so used, the tax relief should 
automatically go. Government might also prescribe 
other safeguards preventing mis-use or wrong use of 
such funds. 

Question 62 .—Are any changes called for in the classifi¬ 
cation of assets for purposes of depreciation, rates 
of depreciation and methods of computing the 
allowances ? 

In 1939 the law was changed whereby the written- 
down value method for purposes of grant of deprecia¬ 
tion allowance was introduced. When the change in 
the method was announced, we had expressed the view 
that the depreciation allowance granted under the 
written-down value system would not be the actual 
depreciation and that in a period, when wear and tear 
was greater, the allowance for depreciation would be 
lees. From time to time, organisations representing 
special branches of industry have placed before Govern¬ 
ment suggestions regarding changes in classification and 
the rates at which depreciation should be allowable for 
particular class of assets. Government may be re¬ 
quested to refer all such suggestions to an expert body 
like the Council of the Institute of Chartered Account¬ 
ants of India. The task of reviewing and revising the 
classification and the rate structure may be decided 
upon after such an expert scrutiny. 

Question 63 —Should any tax concessions he given to 
encourage development of mineral resources ? If so, 
what form should they take ? In particular, should 
depletion allowance on wasting assets be allowed ? 
How should it be computed for different kinds of 
assets you have in view ? 

The principle of special encouragement for opera¬ 
tions on" wasting assets has now been recognised and 
taxation systems of other countries provide special 
reliefs or concessions for operations of that character. 
Under the English Income-tax Act, two kinds of allow¬ 
ances are granted. An initial allowance on the capital 
expenditure incurred in the acquisition of wasting assets 
is granted and an annual allowance calculated by refer¬ 
ence to the output, it is understood, is also granted. The 
Taxation Enquiry Commission should recommend a 
provision for relief for undertakings involved in exploit¬ 
ing wasting assets like mines, oil-wells, etc. The details 
of the basis on which such allowances should be granted 
may be formulated and settled in consultation with 
organisations representing such mining and other 
interests. 

Question 64 —In what form would yon provide for per¬ 
sonal and family allowances — 

(i) exempting the first slice of income from tax; or 
(ii) providing specific allowances for family and de¬ 
pendents ? In the case of (i), do you consider 
that the first slice Rs. 1-1,500—should be re¬ 
vised ? In the case of (ii), what treatment 
would you give to the Hindu undivided 
family ? 

In regard to taxation of personal income, it must 
be remembered that what is taxed is not the residue 
available after meeting what is essential for sustaining 
the life of the person. In short, the scheme of taxation 
is not the taxation of the surplus as such, but of the 
income as a whole. The case for specific allowance for 
personal income is, therefore, on strong grounds. The 
relief should be provided by a combination of both the 
methods, viz., increasing the slice which is exempt from 
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liability for taxation and providing allowances on the 
lines of similar allowances granted under taxation 
systems in other countries. 

Regarding the tax-free slab, the present limit of 
Rs. 1,500 should be increased to Rs. 2,500. Allowance 
for children relief and allowance for dependents relief 
are allowances in force under the U.K. law. A specified 
allowance of say, Rs. 500 for each child should be avail¬ 
able to a tax-payer for children under 18 years of age, 
living at any time during the assessment year with him. 
Such relief may be limited to four children. In the 
case of children over 18, allowance at the same rate 
should continue in the case of those who are receiving 
full-time instruction at a university, college or other 
educational establishments. In the case of a Hindu 
undivided family, allowance should be computed with 
reference to the number of children of each co-parcener 
in the family. 

Question 65 .—Should the present law regarding admis¬ 
sible expenses [Section 10(2)] be altered ? If so, 
please indicate, with reasons, the items of expenses 
(i) which are not now admissible but, in your view, 
should be admissible and (ii) which are nou> admis¬ 
sible, but, in your view, should not be admissible. 

Section 10(2)(xv) of the Act provides that any expen¬ 
diture, not being a capital expenditure or personal ex¬ 
penditure, incurred wholly or exclusively for the 
purpose of business should be an admissible deduction. 
The complaint of the tax-paying public has been that 
while the responsibility for carrying on the business and 
earning the income which results in tax liability, is 
that of the assessee, the right of determining how far 
and to what extent the expenditure, claimed in con¬ 
nection with that business is admissible, is vested in the 
assessing authority. The general feeling is that the 
right is exercised vexatiously and not in a manner which 
takes due note of the practical realities of the circum¬ 
stances connected with the business of the assessee con¬ 
cerned. All items of expenditure which, in fact, have 
actually been incurred and about which proof has been 
furnished to the assessing authority should, as a matter 
of course, be allowed. The Income-tax Officer should 
be empowered to go into the reasonableness of the 
expenditure only for purposes of ascertaining its bona 
fides, and not otherwise. There is then the case of ex¬ 
penditure for which proofs in the shape of vouchers or 
receipts cannot be submitted. It is common knowledge 
that in many trades there are secret commissions and 
other forms of special payments. As far as such com¬ 
missions and special payments are concerned, they 
should be allowed within a reasonable limit. 

Expenditure of an exploratory or developmental 
character should also, as a matter of course, be allowed. 
Illustrating the point, in efforts to explore new markets 
and possibilities of fresh or increased business, business¬ 
men have sometimes to undertake extensive tour. In 
the year in which such tours are undertaken, the same 
might result in substantial expenditure. The compen¬ 
sating factor will be that, in due course of time, the 
same would result in additional business which, in turn, 
would bring additional income liable to taxation. The 
complaint is that the assessing authorities are inclined 
to take a limited and narrow view of such expenditure 
and they allow the same only if, as a result of such 
travel, in the accounting year, there has been a subs¬ 
tantial addition of new business and new income. 
Expenses incurred for advertising should be considered 
as revenue expenditure and allowed as an admissible 
item. 

The cost of income-tax appeals and references should 
be an allowable expenditure. Revenue expenditure in¬ 
curred before business began should be allowed in the 
first accounting period. Legal costs on the acquisition 
of a lease or right should be allowed for the period of 
the lease. 

Any expense or loss incurred in providing benefits for 
employees should be deductable. Any abortive expen¬ 
diture should be deductable as an expense of the year 
in which it is incurred. Expenses incurred in success¬ 
fully defending any criminal proceeding against an 
assessee in connection with the business should be 
allowed. We would here like to urge the importance 
of the law making it clear that all payments which have 
to be made as a consequence of the decisions of author¬ 
ity having legal force, should, as a matter of course, 
be allowed. Instances have happened where Tribunals, 
appointed by Government under the Labour Laws, have 
awarded certain payments in the matter of bonus, 
gratuity, etc., and where the Income-tax Officers have 
questioned such payments on the ground of either being 
excessive or not relating to the period for which the 
assessment was being made. In the case particularly 
of awards resulting in gratuity payments, the effect of 
the disallowance can be easily imagined. It must be 
realised that the employer has no choice in the matter, 
who has, perforce, to incur the expenditure when a 
properly constituted authority awards the payment. 
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Tf it is felt that such payments do not fall under Sec¬ 
tion 10 (2) (xv), special provision should be made to make 
it clear that payments consequent upon decisions havin 0 
legal character, should be allowed as items of revenue 
expenditure deductable in arriving at the assessable in¬ 
come. An attempt should be made, so as to be of 
guidance to the assessees, to codify items of expenditure 
which would normally be deemed as admissible ded- 
tions for the purpose of computing income for tax liab - 
ity under Section 10. In the preparation of such a list, 
perhaps, legal decisions in the past in regard to points 
of dispute involving admissibility of particular items of 
expenditure would be helpful. 

Rate Structure 

Question 66.—(a) Are you in favour of combining in¬ 
come-tax and super-tax into a consolidated levy. 

(b) What are the merits or demerits of such a step 

from the point of view of (i) assessees, and 
(ii) administration? 

(c) Are you satisfied with the degree of progres¬ 

sion in the present rate structure (both in¬ 
come-tax and super-tax) especially in regard 
to its economic effects ? 

(d) In case you consider a change is necessary, what 

alternative rate structure would you recom¬ 
mend ? 

(e) Should the rate of surcharge levied under 

Article 271 of the Constitution also be 
graduated ? 

(a) In our preliminary observations earlier, we have 
already expressed our considered view that the present 
position of two separate levies under the nomenclature 
Income-tax and Super-tax is not rational and serves no 
special purpose. Both the taxes are taxes on income 
and such direct taxation on income, as may be consider¬ 
ed necessary for budgetary and other considerations, 
should be by a consolidated levy. 

(b) The combined rate will show clearly the exact 
proportion of the tax burden on a given income. 
Administratively also, all the complicated calculations are 
avoided. From the point of view of the assessees, re¬ 
liefs which are now not applicable in respect of super¬ 
tax will be readily available. Income from interest on 
Government Securities which are free of income-tax, is, 
for instance, not free of super-tax. Similarly, for super¬ 
tax purposes the exemptions in respect of charitable 
donations under Section 15B are not available. Earned 
income relief is also not available for super-tax pur¬ 
poses. The allowance in respect of insurance premia 
is not extended to super-tax purposes. Dividend income 
is included for purposes of computation of super-tax 
liability although such income might have borne both 
income-tax and Corporation Tax in the hands of the 
company. 

(c) The degree of progression in the existing rate 
structure is very unsatisfactory. The maximum rate of 
taxation being applied at a comparatively lower level 
of income, the residue available at the disposal of an 
assessee, after meeting the tax demand, also compares 
unfavourably with the position under the taxation 
systems in other countries. Illustrating the point, on 
an assessed income of Rs. 5 lakhs, the balance avail¬ 
able to an Indian assessee would be just over 24 per 
cent., whereas in Canada it is over 43 per cent, and in 
the U.S.A., over 51 per cent. The inevitable conse¬ 
quence is that the object of savings assisting capital 
formation to subserve the needs of an expanding 
economy is not facilitated. 

(d) In the absence of detailed break-up figures of 
the aggregate income under the different slabs, it is 
difficult for the Committee of the Chamber to suggest 
a detailed rate structure indicating the rates of varying 
tax for the different slabs of income. They have already 


surcharge as such will be very difficult from the adimn 
istrative standpoint. While on this, we would also lik< 
to stress that surcharges, whenever introduced lo 
reasons of an emergency character, should be strictly o 
a temporary duration, viz., for the period ot tni 
emergency, for which the revenue therefrom is intend 
ed to be. ’ Thereafter, the surcharge should automat.1 
eally go. In any case, no surcharge should be allowec 
to remain in force continuously for a period of more thar 
two years. 

Question 67 .—Have you any change to suggest in tht 

exemption limit for individuals (Rs. 4,200) and foi 

Hindu undivided families (Rs. 8,400) ? 

The exemption limit for individuals was increased 
this year from Rs. 3,600 to Rs. 4,200 and from Rs. 7,201 
to Rs. 8,400 in the case of Hindu undivided families. The 
main consideration which weighed with the. Finance 
Ministry in recommending the raising of the limit was 
that, by so doing, the total number of assessees woulc 
be reduced by over 70,000, resulting in administrative 
convenience. The loss to the Exchequer was estimated 
to be less than Rs 1 crorc. We desire that the mattei 
should be reviewed from another standpoint. The 
exemption limit is intended to ensure that the tax 
liability should accrue only after providing the necessary 
margin for meeting the minimum requirements of 
an assessee. In providing for such minimum needs, 
the effect of the present conditions on the cost of living 
should be given due importance. There is a strong 
case for an upward revision of the limit and we sug¬ 
gest that the same may be increased to Rs. 6,000. As 
regards the Hindu undivided family, the Income-tax 
Investigation Corn mission had recommended that the 
non-taxable maximum should be twice that prescribed 
for individuals and in the case of Hindu undivided 
families having more than four co-parceners, the non- 
taxable maximum should be three times that obtaining 
for individuals. 

Differentiation 

Question 68.—(a) Are you in favour of a distinction 
being made between earned and unearned incomes ? 
What is the economic justification for such a dis¬ 
tinction ? 

(b) Is the present definition of “ earned income ” in 

Section 2(6AA) of the Income-tax Act ade¬ 
quate in this respect nr would you suggest 
any modification? 

(c) Should the quantum of relief now afforded be 

extendi d or reduced ? If so, to what extent ? 

(a) The distinction between earned and unearned 
incomes for purposes of tax liability may be continued. 
Such a distinction is obtaining elsewhere and is general¬ 
ly justified on taxation principles. Earned income is 
supposed to represent the result of personal initiative 
and effort and on that basis, is considered as entitled 
to special encouragement. 

(b) We have no particular suggestions to make in 
regard to the defnition of earned income. The present 
position seems to be satisfactory, 

(c) Earned income relief is limited to one-fifth of the 
income or Rs. 4,( 00, whichever is less. Once the prin¬ 
ciple of earned i icorne being eligible to a concessional 
rate is accepted, here is considerable force in the point 
of view that the relief should be extended to a larger 
sector. We suggest that the limit may be raised to 
Rs. 6,000. 

Earned income relief should also be available in 
respect of income of a minor partner assessed in the 
hands of his father. 

Miscellaneous 

Question 69.—Ha >e you any changes to suggest regard¬ 
ing the principles followed in valuing stocks or a 


expressed themselves in favour of a combined tax 
structure, under which there will be only one kind of 
direct taxation on personal income. They have also 
urged that having regard to the imperative necessity for 
making the tax structure such as would leave in the 
hands of the assessee a residue of income adequate to 
stimulate capital formation and investment support, the 
maximum rate of personal taxation should be suitably 
lowered and the level of income at which such a maxi¬ 
mum rate would be applicable adequately raised. Bear¬ 
ing these considerations in view, they are of the con¬ 
sidered opinion that the maximum combined rate of 
tax should not, in any event, exceed 9 annas in the 
rupee and that the said maximum rate should be appli¬ 
cable to slabs of income of Rs. 2A lakhs and over. 


business for assessment purposes ? 

We have in ;he past generally expressed ourselves 
in favour of stocks being valued at market value or cost, 
whichever is lower. What is, however, of importance 
is that there should be some uniformity in the system 
of valuation ; the method of valuation should be regulat¬ 
ed by accountancy principles. We suggest that the 
Council of the institute of Chartered Accountants of 
India may be requested to go into this aspect from the 
point of view oi accounting principles and prescribe a 
formula for adoption. 

Question 70.—Do you consider that any change is called 
for in the n ethod of assessment of the Hindu un¬ 
divided family ? If so, in what respects ? 


(e) We are not in favour of anything like a sur¬ 
charge being levied on the income-tax rate. However, 
if, for reasons of an exceptional character such as meet¬ 
ing the needs of the Central Exchequer in an emergency. 
Government find it necessary to impose a surcharge, the 
same may be on a percentage basis of the existing rate ; 
such percentage will automatically bring about a gradu¬ 
ation in the different slabs of income. A graded 


For income-tax purposes, the Hindu undivided family 
is being regarded as a single unit and assessed through 
the Manager or the Kartha. We are in favour of the 
same position 1 eing continued. However, we are of 
the considered view that the Income-tax authorities 
should readily a 'cept the Hindu joint family as having 
partitioned wher such a partition is effected by an un¬ 
equivocal declaration of partition on the part of the 



co-parceners and the Department should not insist on 
partition by metes and bounds. As regards assessment, 
incidentally it may be mentioned that formerly there 
was a higher exemption limit in the case of the Hindu 
undivided family for purposes of super-tax. There is 
justification for an increase in the exemption limit if 
super-tax as a separate tax is to continue, although we 
have, earlier in our views, expressed ourselves in favour 
of a consolidated levy. 

Question 71.— Should exemption tram income-tax be 
allowed in respect of voluntary surrender by 
managing agents of the whole or a part of manag¬ 
ing agency commission'! What safeguards should 
be laid down against misuse of such a provision ? 

Managing Agency commission voluntarily surrender¬ 
ed either as a whole or in part should not attract tax. 
The amount represented by such commission having not 
been actually received by the Managing Agents, the 
question of any tax liability does not arise. The fear 
that a provision, that the exemption for commission 
surrendered is likely to be misused is far-fetched, as no 
Managing Agent is likely to surrender his commission 
except where in the larger financial interest of the 
company as such, such a self-denying option on his part 
is necessary. In any case, the test for tax liability 
should be whether the income has been actually received 
or not. 

Question 72 ,—On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 

The entire position in regard to the balance of 
advantage by India entering into agreements for 
avoidance of double taxation should be reviewed by an 
expert body. There is a general feeling that in the 
present context, the balance of advantage would be for 
the nationals ol the other countries as Indian nationals 
claiming relief in respect of taxes paid to other taxing 
authorities would bo comparatively small. The Central 
Board of Revenue might have the satisfies about the 
comparative position and the extent to which Indian 
nationals, on the balance, are benefiting by the arrange¬ 
ment. If on such an overall analysis the general 
arrangement about bilateral agreements for avoidance 
of double taxation is not found suitable, the Indian tax 
law should substitute the same by a system of unilateral 
relief, i.e., our Exchequer should give relief to the 
nationals of this country to the extent of the smaller of 
the two taxes paid. 

Question 73 .—Is the present law relating to determina¬ 
tion of ' bona fide annual value of property and 
deductions allowed from it satisfactory '> 1} not, 

please give any alternative proposals you have in 
this respect. 

We would here like to draw the attention of the 
Commission that the entire basis at present obtaining 
for taxation of income from property requires to be 
reviewed. The amounts paid by way of Municipal 
Property Tax and Urban Immovable Property Tax are 
not being considered as items of expenditure allowable 
as a deduction tor computing income liable to tax, in 
the result the property owner has to pay tax on what 
may be regarded as a notional income which has no 
relationship to the income actually accruing to him. 
The reasonableness of the claim for the allowance of 
such taxes was recognised by Government and in the 
Budget proposals for the year 1948-49 a provision for 
relief in respect of such payments was included. Un¬ 
fortunately, the proposal was not pursued due to legis¬ 
lative exigencies. The issue of these items of 
expenditure being disallowed was also the subject- 
matter of an appeal before the Supreme Court and the 
Court in its judgment decided that what was paid by 
way of Municipal Property Tax and Urban Immovable 
Property Tax would be permissible deductions. 
Government subsequently chose to amend the provision 
of the Act in question so as to exclude from the scope 
of ‘ annual charge ’ any tax paid in respect of property 
and the relief secured to the assessee on the basis of 
the Supreme Court decision was rendered inoperative. 
We are mentioning these circumstances to reinforce the 
case for a categorical recognition that Municipal Pro¬ 
perty Tax and Urban Immovable Property Tax should 
be included in the expression ‘ annual charge ’ and on 
that basis taken into account for arriving at the income 
from property in respect of the bona fide annual value 
for purposes of tax liability. 

Another anomaly operating in the sphere of taxation 
of property is that there is no provision for allowance 
for depreciation on buildings. Grant of depreciation is 
at present confined to property used for business. It 
is an acknowledged fact that all properties suffer in 
value by depreciation and there must be a regular pro¬ 
vision for the grant of depreciation allowance for 
property for calculating tax liability. 

It is also relevant to point out that charges for 
collecting rents and repairs have risen substantially. 


The present allowance of one-sixth of the annual letting 
value is no longer adequate to meet these charges. 
Instead, we suggest that expenses actually incurred for 
such purposes should, as a matter of course, be allowed. 

Income from property should not be assessed on a 
notional basis. The actual income should be ascer¬ 
tained and the assessment should be made as under 
Section 10 of the Indian Income-tax Act. 

Question 74.— Is any change required in respect of pro¬ 
visions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried 
backward in case of cessation of business ? 

The Millard Tucker Committee which went into the 
question of reforming the Income-tax Law of the 
United Kingdom have recommended that carry-forward 
of business losses and set-off against subsequent profits 
should be available without time-limit. The feasibility 
of a similar facility being introduced here may be 
examined. Another limitation under the existing provi¬ 
sions, which cannot be reasonably justified is that carry¬ 
forward and set-oil is available only against the income 
from the same business. This restriction is leading to 
vexatious results. Just as the liability of an assessee 
is determined by reference to the totality of his income, 
the relief in subsequent years should also be adjusted 
in relation to the total of his income from all business. 
The Finance Act of 1953 introduced another arbitrary 
element, in that speculation losses would be allowed 
to be carried forward and set-off only against profits 
or gains from speculation business and not from any 
other business. The distinction implied in the above 
arrangement is unjustifiable and will lead to anomalous 
results. We are ot the considered view that this dis¬ 
tinction should be removed. 

The Millard Tucker Committee again have recom¬ 
mended that in the case of cessation of business it 
should be possible to carry back a loss incurred in the 
last year of the business and set it off against the 
assessments on that business for the three preceding 
years. The introduction of a similar facility here may 
be considered. 

Question 75.— Do the provisions relating to the pay¬ 
ment of advance tax under Section 18A of the 
Income-tax Act need any modification ? 

The system of advance payment was conceived as a 
war-time measure and was mainly intended as a check 
on the then existing inflationary condition as also to 
assist the ways and means position of Government. 
Even then we had expressed ourselves strongly against 
the proposal. The emergency having ended, there is 
no longer any justification for continuing the system of 
advance payment. The present arrangements are also 
iound to be very inconvenient from the point of view of 
the assessee. It is difficult to estimate, in advance, 
every quarter, the likely income or profit position 
with reference to that quarter or prospectively for the 
year as a whole with any degree of accuracy. Parti¬ 
cularly in a period of declining activities and trade re¬ 
cession, the expedient of advance collection of taxes will 
impose an avoidable strain on the financial resources 
of the assessees. Another great handicap is that there 
is no incentive for the Department to expedite the work 
of assessment. After the system of advance payment 
came into force, assessments are being kept pending 
indefinitely. After Government introduced the system 
of payment of tax dues in the form of advance deposits, 
the need for finance is no longer a compelling factor to 
expedite assessments. The removal of the system will, 
naturally, call for greater attention to the revenue needs 
of Government and the work of completing assessments 
will come to be expedited. At the same time, to facili¬ 
tate the requirements of revenue, we suggest that the 
provision may be substituted by providing for the com¬ 
pulsory payment of the tax dues within a period of 
three months from the filing of the return, the tax 
liability being determined on the basis of the income 
shown in the return. 

Question 76. —Do the principles underlying the assess¬ 
ment under Section 34 of the Income-tax Act need 
any modification ? 

The change effected in the position relating to re¬ 
opening of assessments under Section 34 by the amend¬ 
ments made in 1948 is considered as having vested in 
the Income-tax Officers more discretionary powers which 
would enable them to reopen assessments even on mere 
suspicion. There should be some finality in the proce¬ 
dure and basis of assessments. Under the previous 
position, an Income-tax Officer could reopen an assess¬ 
ment only on the basis of definite information that in¬ 
come. profits or gains chargeable had, in fact, escaped 
taxation. There was, thus, a check on the arbitrary 
exercise of the right of reopening. The Income-tax 
Officer would be obliged to satisfy the assessee that he 
was acting on definite information or data. At present 
he would be in a position to reopen the assessment even 
if there is any reason to believe that the income has 
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escaped assessment. We are strongly in favour of re¬ 
storing the old position under which the right of re¬ 
opening should be exercisable only on the basis of 
definite information about escapement. 

Question 77.—What measures would you suggest for sim¬ 
plifying the procedure of assessment in order to re¬ 
duce the cost of compliance with tax regulations ? 

The procedure of assessment requires to be consider¬ 
ably simplified. In the first place, the Form of Return 
should be made more simple. The present Form has 
become very cumbrous and together with the Notes and 
Instructions, confuses an average assessee. The Central 
Board of Revenue should enlist the assistance of the 
Council of the Institute of Chartered Accountants of 
India for framing a simple form. The process of assess¬ 
ment should be expedited and towards that end, the 
feasibility of a provision that an assessment and the tax 
liability thereunder would come to be time-barred if the 
same is not completed within a period of two years in¬ 
stead of the present period of four years from the date 
of the submission of the return, may be examined. Mis¬ 
takes of a formal or clerical character should be allow¬ 
ed to be immediately rectified. The Income-tax Officers 
concerned should be easily accessible to the assessees 
and should, instead of trying to find faults and mistakes 
in the Return and the records of the assessee should 
consider it as part of their duty to guide and assist the 
assessee with a view to the early completion of the 
assessment formalities. 

Question 78.— It has been suggested that the Appellate 
Tribunal should have powers to enhance assessments 
in the same manner as Appellate Assistant Com¬ 
missioners have. What is your opinion ? 

We are against any proposal for vesting in the 
Appellate Tribunal powers to enhance assessments. As 
a matter of fact, it is the assessee who generally would 
go in appeal against the quantum or amount of the 
assessments made either by the Income-tax Officer or 
the Appellate Assistant Commissioner. Further, the 
Tribunal is the final authority on questions of fact and 
no appeal or reference can be made from a decision on 
a question of fact. This being the position, there is no 
justification for suggestion that the Tribunal should be 
empowered to enhance the assessment. 

Appellate Assistant Commissioners should also not be 
empowered to enhance the assessment. The present 
powers in that regard should be removed. 

Taxation of Companies and Shareholders 

Question 79.— Do you recommend that an element of pro¬ 
gression should be introduced in the corporation 
tax ? 

We are against the levy of Corporation Tax as a 
separate tax. Joint-stock companies also should be 
liable to pay only one form of taxation on income and 
that should be the income-tax. As, in the case of com¬ 
panies, the ultimate liability of the shareholders would 
again be determined in the hands of the shareholders, 
the rate of taxation lor the company as such should con¬ 
tinue to be at a fixed basis without any progression or 
gradation. 

It might be suggested that since Corporation Tax is 
an exclusively central source of taxation, a change in 
the above direction would lead to difficulties of a con¬ 
stitutional character, and that the central share of the 
yield from direct taxes would be affected. The con¬ 
stitutional distinction was, perhaps, with a view to 
facilitate ultimate distribution of the revenue from 
direct taxes. Necessary adjustments could be made by 
revising the basis regarding distribution between the 
Centre and the States. At the moment, the distribution 
is on the basis that 60 per cent, of the yield from In¬ 
come-tax and Super-tax goes to the divisible pool, Cor¬ 
poration Tax being completely absorbed by the Centre. 
On the abolition of the Corporation Tax, the percentage 
for the purpose of the taxation pool may be revised. 
The States also will not suffer in the process for the 
obvious reason that the additional resources accruing 
from the Estate Duty will, in its entirety, go to the 
States. 

While on this, we would like to mention in passing 
that if the Corporation Tax as a separate tax is con¬ 
tinued, there is no longer any justification for denying 
to the individual shareholder the right of revision, in 
appropriate cases, in respect of tax paid on his behalf 
by the company in the shape of Corporation Tax as is 
the case for purposes of income-tax. Both the taxes are 
taxes on income and the shareholder should be entitled 
to the necessary adjustment in respect of the Corpora¬ 
tion Tax paid on his behalf by the company. 

Question 80.— Would you advocate different rates for 
different types of corporate enterprises, e.g.— 

(i) small industries ; 

(ii) cottage industries ; 

(iii) private limited companies or what may be 

termed proprietary companies; 

(iv) holding companies ? 


We are not in favour of different rates for differen 
types of corporate enterprises. The rate structur; 
should basically be uniform and, if necessary, the feasi 
bility of relief by special concessions or rebates for sucl 
cases may be examined. 

Question 81.— Thee is a demand for the exemption o 

inter-corporate dividends from corporation tax. Di 

you consider this justified and, if so, why ? 

If our suggestion for making the levy on joint-stocl 
enterprise into a consolidated tax is accepted, the ques 
tion of exemption of inter-corporate dividends from cor 
poration tax would not arise. If, however, the corpora 
tion tax continues as a separate feature, then there i; 
considerable force in the demand for the exemption o 
inter-corporate dividends from corporation tax, as other¬ 
wise, there would be double taxation of the same incomt 
at different stages. 

Question 82.—Do you think that any special provision: 

are necessary for the assessment of— 

(a) banks ; and 

(b) investmen ! : companies ? 

Do existing n les relating to assessment of insurana 
companies, especially mutual insurance as so 
ciations, require any change ? If so, in wha 
respect ? 

(a) The business of banking has certain special 
features. As a credit institution, in a banking under¬ 
taking it would be part of prudence to provide 
adequately for future contingencies. The bank should, 
therefore, be encouraged to build up reserves for bad 
or doubtful debt! as also for depreciation in invest¬ 
ments. Banks, naturally, have to carry a large port¬ 
folio of investmen .s. Allocations to such reserves should 
be allowed for tax purposes. In the case of the busi¬ 
ness of Banking, income under different heads should 
not be treated separately for tax purposes. The aggre¬ 
gate income, including income from property and other 
kinds of investments, should be treated as income from 
same business, so that there may be no difficulty for 
purposes of carry-forward and 1 set-off of losses under 
different heads. 

(b) At present the income derived by an investment 
company from dividends of other companies is exempt 
flrom super-tax liability. We have already indicated 
the desirability of introducing a rate structure under 
which super-tax as a separate tax will go. If that 
position is accepted, some form of concession in tax 
treatment for investment companies will have to be 
granted. Among other reliefs, the question of tax-free 
allocations reserved for depreciation in the value of 
investments may be specially considered. 

The existing rules governing assessment of Insurance 
companies require to be modified in the following 
directions: — 

(a) Regarding life insurance companies, re-insurance 
commission should be treated as a reimbursement 
of expenditure already incurred. It should not be 
treated as incomings under the schedule. 

(b) Under Rule 4 of the Schedule where the assess¬ 
ment is made under Rule 2(b) on the basis of the 
annual average ol the surplus disclosed by an actuarial 
valuation for an inter-valuation period exceeding 12 
months, no credit should be given in terms of Section 
18(5) for the tax ceducted at the source in the preceding 
year. Where theie is a valuation for five years and 
the assessment is made for three years only for that 
valuation and crec it is given at an average tax deducted 
during the valua ion period for three years only, as 
there is another valuation for three years which have 
been the basis of assessments thereafter, credit for tax 
deducted at source to the extent of 2/5ths in respect 
of five years’ valuation is lost to the company. The 
company should not be deprived of credit of tax already 
deducted at source to the extent of 2/5ths. 

(c) For purposes of carry-forward and set-off of loss 
under Section 24(2), Life and Fire Departments are 
treated as separate business so that the profit earned 
in any particular department could alone be set off 
against the loss of that department carried forward from 
the previous year. The two departments should not 
be treated as separate. 

(d) Expenses for travelling, etc., in connection with 
opening of a new branch should not be disallowed. In 
this connection, it may be pointed out that the Allaha¬ 
bad High Court in the case of Hindusthan Commercial 
Bank Ltd., held that expenditure incurred in connec¬ 
tion with opening of new branches were not capital 
expenditure and were, therefore, allowable deductions. 
The High Court o bserved that by reason of opening of 
new branches, the out-turn of the business might have 
increased on which the assessee was liable to pay tax, 
but it could not te said that there has been any such 
acquisition of an asset which would amount to all the 

expenses being classed as capital expenditure. 
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Regarding General Insurance companies, the de¬ 
mand often placed before the authorities for allowing 
them the facility of building up additional reserves, 
requires to be sympathetically considered. Under the 
present arrangement 50 per cent, of the annual income 
is allowed for reserve for unexpired risks for Fire and 
miscellaneous policies and so far as Marine insurance 
is concerned, 100 per cent, is allowed. Insurance 
interests have represented that the experience of the 
working of this arrangement has not been satisfactory 
and there must be some flexibility in regard to _ the 
allowance for reserves. Possibly, the Indian authorities 
have followed the arrangements under the English law 
for the purpose of the above relief. But the position in 
the two countries is not on a strictly comparable basis. 
The English companies have accumulated reserves to 
stand by on occasions of periods of special risks and 
hazards. Moreover, under the English law the Marine 
accounts are not closed for a period of one year, but 
for periods of two years at a time on the basis that 
marine covers and claims take a longer time in the 
process of settlement. In respect of fire insurance also, 
the insurers are entitled to place before the authorities 
the special circumstances on the basis of which they 
claim higher allocations for reserve and the law is made 
flexible to allow such special claims wherever the basis 
and justification for such special treatment are sup¬ 
ported by the circumstances of the case. It is, there¬ 
fore, desirable that increased allocations for reserves of 
General Insurance companies should be recommended. 

In the case of Life Insurance companies, there is 
also the demand often placed before the authorities that 
100 per cent, of the adjusted surplus allocated for tho 
benefit of the policyholders should be allowed as a 
deduction. The present position is that only 4/5ths of 
the surplus rdserve for policyholders is so allowed. 
There is no justification tor this restricted relief as the 
surplus really belongs to the policyholders although held 
by the company till the time of actual distribution. 

The question of encouraging insurance companies to 
build up reserves against depreciation in value of then- 
investments should be sympathetically considered. Any 
amount carried to such a reserve should be allowed, as 
a matter of course. The assessing authorities should 
not consider that the allowance should be dependent on 
the fact whether depreciation has actually taken place 
or not. It should also be made clear that if the depre¬ 
ciation is wiped out by a rise in value in a subsequent, 
year within or after the same inter-valuation period, 
though in such a case if the subsequent appreciation has 
not been taken credit for in the accounts or in the 
actuarial balance sheet, the depreciation written oit 
should be allowed and should not be subsequently 
adjusted. 

Earlier we have already indicated our view that 
Mutual Insurance Associations should be placed on the 
same basis as Co-operative Societies for the purpose of 
tax liability. 

We would here like to make some observations on 
the question of the tax liability of mutual associations 
although the same is not strictly covered by the ques¬ 
tion under discussion. For purposes of tax liability 
the accounts of mutual associations, working tor the 
benefit ol' their members, are divided into two parts. 
The subscription income is treated as voluntary contri¬ 
butions from members and not liable to tax. The in¬ 
come derived by the association from other sources, viz.. 
investments, property, etc., are made taxable. Hard¬ 
ships arise in the fact that the allocation of expenditure 
is not quite rational. In the case of many associa¬ 
tions, a good part of the expenditure is met out of in¬ 
come from other sources, say, from property or from 
income from investments. Although the activity of the 
association as such is not treated as commercial by iso¬ 
lating the income derived by it from non-member 
sources, more tax is collected from such associations 
than would be the case if the overall position is taken. 
To illustrate the arbitrary nature of the working of the 
present arrangement, we would mention the instance of 
our Chamber. In the Chamber we are conducting a 
Monthly Journal. The Monthly Journal results in an 
annual loss of a fairly large sum, say, over Rs. 20,000. 
On the ground that the Journal Is primarily intended 
tor the members of the Chamber, this loss is treated as 
a non-commercial loss. At the same time, there is a 
small income of Rs. 5,000 or 6,000 by way of advertise¬ 
ments. This advertisement income is taken as com¬ 
mercial income and aggregated with the other commer¬ 
cial incomes for tax liability after allowing a small pro¬ 
portion for expenditure in the printing of advertise¬ 
ments. Even if the Journal as such is treated as an 
expenditure for membership, the overall financial result 
of the Journal is not being taken for computing the tax 
liability. The allocation of expenditure as between the 
taxable and non-taxable activities should be a little more 
realistic and adjusted to practical requirements of the 
case. The associations should also have the option to 
request the department to compute their tax liability 


by the overall position, i.e., if the activities of the 
Association as such result in a deficit or in a smaller 
surplus, the assessment should be with reference to that 
overall position and not merely with reference to the 
balance of position calculated with reference to the 
commercial activities as such. 

Question 83.— Do you think that differentiation should 
be made between distributed and undistributed 
profits of companies for tax purposes ? If so, on 
'what grounds ? What change would you suggest in 
the present quantum of differentiation in favour of 
undistributed profits ? Should the concession in 
future be restricted to particular industries ? 

If the tax concession in favour of undistributed 
profits is allowed to continue as at present 
or in a modified form, what measures would 
you suggest to ensure — 

(a) that retained profits are not used as a 
device by shareholders of private limited 
companies to evade super-tax ; 

(b) that retained profits are actually applied 
for productive purposes ? 

in particular, arc the provisions of Section 23A of 
the Income-tax Act satisfactory ? If not, what 
changes would you suggest ? 

The differentiation in treatment as between distri- 
ouied and undistributed profits of companies for tax 
purposes is justified. It encourages eilorts to consoli¬ 
date the position of the company and will help plough¬ 
ing bacx part of the profits tor purposes of expansion. 
In short, it is a recognised method of financing future 
requirements of capital. We would suggest that the 
amount ot rebate may well be increased. It is at 
present one anna ; the same may be increased to two 
annas. We are not in favour of the concession being 
restricted to a particular industry. It should be avail¬ 
able in all cases of undistributed profits. 

We do not consider that any special safeguards are 
necessary to ensure that retained profits are actually 
applied lor productive purposes. If, however, Govern¬ 
ment wish to arm themselves with powers, it may be 
provided that if at any time retained profits are used in 
the process of distribution, or used tor purposes other 
than that connected with, or are not ploughed back into, 
the activities of the companies, the same would be liable 
to taxation. 

Regarding the anomalies resulting from the present 
provisions in Section 23A, we have already, earlier in 
our observations, made detailed suggestions. 

Question 84.— Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, ivha t are your suggestions in this 
regard ? 

In the first place, we have recommended that the 
system ot subjecting companies to two taxes undet- 
diii'erent nomenclatures should be discontinued. If cor¬ 
poration tax, however, is to continue as a separate levy, 
the dividend income which has already borne corpora¬ 
tion tax should not be subject to super-tax in the hands 
of the shareholders. 

Question 85.— Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken 
by the Centre, the States and Local Bodies should 
be required to contribute, from their earnings in 
the way of income-tax or in other ways, to general 
revenues ? 

The State is increasingly entering into spheres which 
were traditionally recognised in the past as meant tor 
the citizen. In that process, the resources of the State 
are employed in competition with the resources of the 
citizen. Conditions of such competition, it is reasonable 
to suggest, should be even and equal, and in fields of 
such trading activities the State should not be entitled 
(o any benefits of a special or concessional character. 
It State-owned business undertakings are exempt from 
the obligation to pay tax, it would mean that we are 
creating unequal conditions of competition. In a mixed 
economy, it is quite obvious that in the same sector 
there would be manufacturing or trading units owned 
by private enterprise as also by the State. While the 
concept that, as in the trading activities of the State, 
the element ot profit-making is absent, the same should 
lie entitled to tax-free consideration might have been 
deemed as reasonable in the past, in the existing con¬ 
text of affairs, under which the State is making incur¬ 
sions into the sphere of organised trading or manufac¬ 
turing activity, there could be no longer any justifica¬ 
tion tor. continuing the exemption of profits of such 
activities from taxation. The inequity of any difference 
in the basis of treatment for taxation purposes is quite' 
obvious and will lead to results of an undesirable 
character. 
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Such tax liability should not be confined to vocations 
when the commercial or industrial activities of the 
State are a separate structural unit under the framework 
of the Indian Companies Act or any other special 
legislation. The liability should accrue even where the 
State concerned carries on commercial activities, more 
or less, on a departmental basis. The State Govern¬ 
ments are now operating large transport and other 
services. Some of the Governments have been actively 
carrying on day-to-day trade. Some such trading 
activity has resulted in large profits. It is but proper 
that in respect of such trading activities, the States 
concerned should be placed on a position of par in the 
matter of tax liability with private enterprise. 

Evasion and Avoidance of Tax 
Question 86. —What measures would you suggest for the 
greater use of the services of Chartered Accountants 
for assisting in the determination of the taxable in¬ 
come of assessees ? What obligations should be 

placed on a Chartered Accountant when he certifies 
a statement of accounts of an assessee for purposes 
of income-tax assessment ? In particular with a 
view to minimising evasion of tax, would you 
recommend that the certificate of a Chartered Ac¬ 
countant should invariably accompany the return 
for business income over a certain limit ? If so, 
would you suggest that a form of certificate should 
be prescribed indicating the scope of the check that 
should be exercised by Chartered Accountants luho 


siderable loss of revenue ? If so, please state the 
perquisites you have in mind, and how they should 
be dealt with for t ie purposes of taxation ? 

Normal perquisites given to employees in the shape 
of allowances for specific purposes should be excluded 
for computing tax liability of the employer, unless in 
cases where the Income-tax Officers have reason to 
believe that the allowances granted are dispropor¬ 
tionate to the nature of the duties performed by the 
employee, and constituted a deliberate attempt to fritter 
away the resources of the employer and to reduce the 
tax liability. The assessing authority has adequate 
powers to go into the details of such allowances and to 
determine the quantum which could reasonably be 
allowed. Beyond that there should be no general provi¬ 
sion for excluding all perquisites. 

Question 90.— In the case of a company under liquida¬ 
tion, what steps, ii any, would you suggest for safe¬ 
guarding payment of tax dues before any payments 
are made to shareholders? 

Under the law, as it stands, tax claims have always 
a prior or preferential claim in liquidation and bank¬ 
ruptcy proceedings. We do not think that a debt to 
the State should have priority over other preferential 
debts such as wages to workmen, labourers, rent, etc. 
In any case, no payment to shareholders, even under 
the existing law, is possible before all these preferential 
claims are met. No additional provision seems neces¬ 
sary. 


render the certificate mentioned above ? Do you 
agree that fees payable by assessees to Chartered 
Accountants for such certificates should be restrict¬ 
ed to a schedule to be prescribed by Government'! 
Normally the accounts maintained and presented by 
the assessees should be accepted subject, of course, to 
the departmental verification. The use of the services 
of a Chartered Accountant for assisting the determina¬ 
tion of taxable income of an assessee should be on an 
entirely optional basis. If the assessee chooses to enlist 
the services of a Chartered Accountant, then the account 
presented by the Accountant should be accepted as a 
matter of course. In cases where, having regard to the 
smallness of the income or other connected factors, the 
assessee does not think it feasible for him to enlist the 
services of a Chartered Accountant, such enlistment 
should not be enforced and the accounts produced by 
him, subject, of course, to such departmental scrutiny, 
should be accepted. 

The question of standardising the certificate to be 
given by a Chartered Accountant along with the return 
may be examined in consultation with the Council of 
the Institute of Chartered Accountants of India. 

Question 87. —What changes would you suggest in the 
present law relating to the representation of assessees 
before Income-tax authorities (Section 61) in order 
to ensure—- 

(i) effective representation of assessees at rcason- 

■ able fees ; 

(ii) a minimum level of proficiency on the part of 

representatives regarding the subject of in¬ 
come-tax law, rules and regulations ? 

The Income-tax practitioners should be encouraged 
to form themselves into an effective organisation and to 
prescribe a code of conduct for the profession. In the 
case of the Accountancy profession Government have 
taken steps which have resulted in the professional 
activities being regulated under the guidance of a re¬ 
cognised (institute. Similarly, the accredited Associa¬ 
tion of the Income-tax Practitioners should be taken 
into confidence and through the aegis of the Association, 
Rules framed for governing the code of conduct for the 
Income-tax Practitioners. In Bombay there is the 
Chamber of Income-tax Consultants, representing collec¬ 
tively the Practitioners at this end. The feasibility of 
the formation of similar organisations at all income-tax 
centres and entrusting the Association with the work 
of enforcing and maintenance of proper standards by 
the practitioners may be considered. 

Question 88. —Will it assist in checking avasion if the 
names of the persons ivho are venalised for con¬ 
cealment of income are published 1 
We are not in favour of the introduction of the 
practice of publishing the names of persons penalised 
for concealment of income. The main object of any 
such step is to hold the person to ridicule. Such a pro¬ 
cedure smacks of a form of medievalism in inflictin'* 
punishment. Again, for the offence of concealment the 
assessee concerned would be punished in terms of the 
provisions in the law, either by way of fine or imprison¬ 
ment. Therefore, the publication of the names and the 
consequent ridicule would amount to the infliction of an 
additional punishment. 

Question 89. —Do you think that the present practice of 
excluding, front taxable profits, perquisites given 
to employees of business undertakings results in con¬ 


Question 91.— Do you think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them ? 
In particular, should powers to search premises and 
seize documents and books of accounts be given to 
Income-tax authorities ? If so, ichat is the lowest 
grade of officer on whom you would confer these 
powers ? 

We are of the considered view that the powers vested 
m the assessing authorities under the existing provi¬ 
sions of^ the Act are sufficient and adequate to prevent 
any avoidance of tax Recently these powers have been 
added by provisions enabling enforcement of submission 
of a wealth statement under certain circumstances as 
also enabling the impounding of books of accounts of 
the assessees under certain circumstances. Even other¬ 
wise. there is a general feeling that the attitude of the 
assessing authorities towards the assessees calls for a 
leorientation. Powers to enter and search premises 
seize documents and books of accounts should not be 
vested in the Income-tax machinery. It must be re¬ 
membered that assessees are not criminals as nothing 
incriminating has oeen found against them. They 
should be entitled to the normal immunity enjoyed by 
tlie average citizen and if on suspicion or prejudicial 
information the Income-tax authorities enter the pre¬ 
mises of an assessee and conduct a search, the informa- 
tion about such a development will do irreparable harm 
to the standing am. credit of the assessee concerned 
and with all the en phasis at our command, we would 
submit that the Commission should discount the idea 
ot such inquisitorial methods in income-tax proceedings 
and administration. 

Question 92.— What precautions are necessary and 
possible to prem nt the creation of an artificial legal 
entity a trust or a private limited company or a 
partnership, especially family partnership—either 
for avoiding peyment of income-tax or for frac¬ 
tioning of incoi le to escape higher rates ? Would 
you recommend the use of penalty rates of tax to 
minimise such practices ? 

A clear distincti m must be made between evasion 
0l , tax „. and av °ida rce of tax. Evasion of tax arises 
when there is a del berate attempt to defraud revenue ; 
a\ oidanee on the < ither hand, is a process of adjust¬ 
ment of the financial affairs of the assessee in such a 
manner as to^ reduce tax liability within the framework 
of the provisions of the law. In a recent judgment of 
the Bombay High Court, the Chief Justice, Mr M C 
Cnagia, succinctly dealt with this aspect in the follow¬ 
ing words: “A citizen is perfectly entitled to exercise 
his ingenuity so to arrange his affairs as may make it 
possible for him legally and lawfully not to pay tax 
and if his ingenuiy succeeds, however reluctant the 
Court may be to acknowledge the cleverness of the 
assessee, the Court must give effect to the letter of the 
taxation law rathei than strain that letter against the 
assessee.” In anotl er judgment, Chief Justice Sir John 
Beaumont gave hii considered opinion: lt Anyone is 
entitled so to conduct his affairs within the law as to 
avoid incidence of taxation, and if a man finds that he 
will suffer less in taxation by carrying on business in 
partnership with his mother rather than his wife, he 
is entitled to select his mother. But the partnership 
must be a genuine partnership.” We submit, therefore, 

• e C? lln< ierlying presumption in the question is not 
justified. As long as the law otherwise permits it, it 
should be open to the assessees to create a Trust or 
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to form themselves into private limited companies or 
enter into partnerships in order to secure a reduction 
in the tax liability. There is nothing illegal or im¬ 
moral about it. No special checks in the shape of 
penalty rates of tax to meet such a situation would 
be justified. 

Recovery 

Question 93 .—In the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

In the case of a registered firm, under the existing 
provision and practice, tax liability does not attach to 
the firm as such but to the individual partners. The 
tax liability is also computed with reference not merely 
to the share of income from the partnership business 
as such but after aggregating the other income of the 
individual partners. There would be no justification 
to fix the liability on the firm for such liability is not 
merely with reference to the profits accruing from the 
business but will be dependent on the general liability 
of the partner as an assessee. On the same basis, there 
would be no justification to recover the tax dues of the 
defaulting partner from the remaining partners. 
Government should rely on the normal powers of en¬ 
forcement vested in them by the provisions of the Act. 

Question 94.—Are present arrangements relating to 
recovery of income-tax adequate ? Would you 
advocate the Income-tax Department having a 
separate machinery for enforcing the recovery of 
arrears of tax ? 

We presume that in respect of tax deducted at source 
under the special provisions of the Act, the existing 
provisions and arrangements regarding recovery have 
not resulted in any difficulty. No change is called for 
in the same. 

In regard to the recovery of arrears, the powers con¬ 
ferred at present are adequate and easily enforceable. 
On a certificate from the Income-tax Officer, the Col¬ 
lector of the area recovers the arrears as in the case 
of arrears of land revenue. No other legal formalities 
have to he completed. In the process of recovery, the 
Collector is entitled to sell all the assets of the assessees 
including movable property, distrain crops, cattle, life- 
stock, etc. The extreme method of enforcement of 
arrest and imprisonment is also not ruled out, except 
in the case of an assessee who is a lady. We do not 
think it is necessary for the Income-tax Department to 
have a separate machinery for enforcing recovery of 
tax dues. 

Question 95.-—Whnt provisions should be made 
to ensure timely collection of tax from private 
limited companies ? Do you consider that liability 
for payment of tax in such cases should be placed 
upon shareholders of the company in proportion to 
their shareholding ? 

Private limited companies are as much a legal entity 
as public limited companies. The principle of limited 
liability implied in any type of joint-stock undertaking 
equally operates in the sphere of private limited com¬ 
panies. The underlying idea is that an individual 
shareholder in a private limited company, as is the case 
for a shareholder in a public limited company, is liable 
only to the extent of his unpaid share capital. No 
other liability attaches to him personally in respect of 
the affairs of the company. .This principle should not 
be violated by any exceptions made for purposes of the 
Income-tax Law. 

Earlier we had suggested that in place of the present 
requirement regarding advance payment, a procedure 
under which the assessee pays the tax due on the basis 
of the return within three months after the submission 
of the return be introduced. If such a procedure is 
introduced, within a short time of the closing of the 
account period, the assessee would be obliged to pay 
his tax dues. Chances of loss on account of the present 
abnormal delays in completing assessments would be 
obviated and no other special precaution seems to be 
necessary. 

Question 96 .—If income from any property is included 
for assessment purposes in the hands of a person 
other than the ostensible owner, would you agree 
to the tax so assessed being also made recoverable 
from such property ? 

Income-tax is more or less in the nature of a per¬ 
sonal liability and is not a liability attached to the pro¬ 
perty as such. It should be enforced against the person 
assessed. 

General 

Question 97 .—What concrete measures should be taken 
to improve the relations of the Income-tax Depart¬ 
ment with assessees, especially in regard to — 

(i) provision of free advice to small assessees on 
the followings points :— 

(a) maintenance of accounts in a form acceptable 
to the Income-tax Department; and 


(b) matters such as filling returns of income, 
claiming refunds, facilities for tax pay¬ 
ment, expeditious disposal of assessments, 
etc.; 

(ii) provision of information on various matters re¬ 

lating to assessment proceedings, such as dis¬ 
posal of refund applications, adjournment 
applications, examination of records, etc.; 

(iii) arrangement of work so as to obviate the 

necessity of assessees or their representa¬ 
tives having to wait in Income-tax Offices for 
unduly long periods; and 

<iv) securing the largest measure of agreement on 
facts between the assessee and the depart¬ 
ment at Income-tax Officer level ? 

The Commission should concentrate on efforts to 
improve the general relations between the Department 
and the assessee. This is an aspect which has caused 
good deal of concern and dissatisfaction in the past. 
Apart from creating' good Public Relations machinery 
at each Income-tax Headquarters, which, among other 
things, will give free advice to assessees, assist them 
in maintaining accounts in proper form and assist them 
in the matter of discharging their formal obligations 
such as filing returns, claiming refund, etc., there should 
be created at each Income-tax Headquarters a High 
Power Advisory Body to whom aggrieved assessees 
could go to represent their grievances and difficulties. 
Besides the Commissioner of Income-tax and other 
departmental officials, the Advisory Body should in¬ 
clude representatives of accredited associations. The 
knowledge that departmental action is likely to come 
up for review in such a manner would in itself have a 
salutary effect in not only increasing administrative 
efficiency but also in improving the relations between 
the Department and the public. The superior officers 
should be easily accessible to the average assessee and 
when they have any complaint or grievance against a 
subordinate, same should be looked into expeditiously 
and the apprehension that the audacity of the assessee 
in seeking to present the matter before the Commis¬ 
sioner would entail the wrath of the official and further 
resulting harassment should be removed. Ail Income- 
tax Officers should also undergo training in developing 
personal relationship and treatment of the public. 

The arrangement for the reception of assessees in 
the Department should be improved. They should be 
treated in the same manner as a business firm would 
treat its constituents. After all, they are the main 
contributors to the revenues of the State on which the 
Department is sustained. Provision of adequate accom¬ 
modation for sitting together with minimum amenities 
should receive greater attenton. In the matter of 
appointments with Income-tax Officers, greater care 
should be taken to see that those called for interviews 
have not to wait indefinitely. The present practice of 
a chain of interviews on a particular day with the pre¬ 
vious interview overlapping the time for the successive 
interviews _ should end. Interviews should be planned 
on a basis that assessees are not obliged to wait in¬ 
definitely. In any case, if it is found that an assessee 
called for interview could not be attended to imme¬ 
diately, he should be informed of the same and given 
choice of an alternate appointment on a subsequent 
day. 

Question 98.— What changes would you suggest in 

the existing arrangements relating to— 

(i) issue of notices; 

(ii) simplification and filing of returns; 

(iii) levy of penalties ; 

(iv) recovery of tax ; and 

(v) appellate procedure and machinery, particular¬ 

ly with reference to administrative con¬ 
trol over Appellate Assistant Commis¬ 
sioners ? 

(i) Issue of notices. —Notices issued should clearly 
indicate the requirements which the assessee is expected 
to fulfil. Omnibus demands should be avoided. 
Notices should also not be issued as a matter of course 
and in a routine manner. Only on occasions where any 
provision had to be complied with a formal notice 
should be deemed as necessary. 

(ii) Simplification and filing of returns. —We have 
already indicated the need for simplifying the form of 
the return. In any case, for returns for personal in¬ 
come or for salaries, a simple form without all the 
details now included in the form should be evolved. 

The request for extension of time for filing of 
returns should generally be favourably considered ex¬ 
cept where such requests are made repeatedly. 

(iii) Levy of penalties. —The Income-tax Officers 
should be impressed to bear in mind the corrective as¬ 
pect of penalty. Penalty should not be levied to the 
extent authorised by the law merely for the purpose 
of augmenting revenue. For offences of a technical 
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nature, the tendency to inflict penalty should be dis¬ 
couraged. 

(iv) Recovery of tax .—Requests for time for pay¬ 
ment of tax dues or facility of payment by instalments 
should normally be sympathetically considered. As 
mentioned earlier, when the tax demand is subject to 
an appeal, payment of the disputed portion of the tax 
should not be enforced. The present discretion to stay 
recovery is not being used to the benefit of the assessees 
and a specific legal right conferring such stay, except 
on occasions where the Income-tax Officer has reason 
to believe that the stay would result in frittering away 
of the assessees’ tax resources, should be granted. 

(v) Appellate procedure and machinery .—The appel¬ 
late machinery should be completely divorced from the 
administrative side. The Appellate Assistant Commis¬ 
sioners should be removed from the control of the Com¬ 
missioners and the Central Board of Revenue and 
placed under the Appellate Tribunal. 

When a point has been decided in appeal, the 
Department should give the benefit of the decision for 
subsequent assessments instead of compelling the 
assessee to go in appeal on the same point. Similarly, 
benefit of the decision should also be extended to other 
assessees, where identical or similar points are involved. 

There is another administrative aspect which has 
been the cause of bitter complaint. The frequent trans¬ 
fer of Officers results in cosiderable practical hardship 
to the assessees. When a new Appellate Official takes 
up a case left uncompleted by his predecessor, every¬ 
thing has to. start de novo. When a case, therefore, 
has been taken up and heard by an Appellate Officer, 
he should not be transferred until such time as orders 
on the case are passed. 

The proviso to sub-sec. (1) of Sec. 30 of the Indian 
Income-tax Act provides that no appeal shall lie against 
an order under sub-sec. (1) of Sec. 46, i.e., from an 
Order imposing a penalty, unless the tax has been paid. 
Very often, this provision creates great hardship in that 
the Appellate Assistant Commissioners before whom 
appeals from an order imposing penalty are filed, refuse 
to hear the appeals on the ground that the tax has not 
been paid. The provision should, therefore, be 
amended, and an appeal from an Order under Sec. 46(1) 
should bo heard by the Appellate Assistant Commis¬ 
sioner and such hearing should not be conditional upon 
payment of the tax due. 

Question 99. —(a) Do you think that undue delay occurs 

at present in the course of assessment proceedings ? 

If so, what do you attribute this to and what are 

your suggestions for remedying this ? 

There is a general complaint that assessment pro¬ 
ceedings are unduly delayed. One reason for the de¬ 
lay, it is understood, is that many times Income-tax 
Officers are reluctant to act on their own and have 
developed the practice of previous consulfalion with 
superiors, viz., Inspecting Assistant Commissioners, and 
deal with the matter only after obtaining their guidance. 
The assessment proceedings are the primary responsi¬ 
bility of the Income-tax Officers and' they should not 
normally he encon aged to look to the Inspecting 
Assistant Commissioners for guidance in every case. 
Similarly, the Inspecting Assistant Commissioners 
should not interfere in day-to-day assessment work. 

Another factor generally contributing to the delay 
is the practice of calling for a variety of documents and 
papers. The Income-tax Officer should prirna facie 
satisfy himself about the correctness of the returns 
and should not be unduly punctilious about the sub¬ 
mission of detailed mass of documents and papers. 

The difficulty about transfer of Officers during the 
peruiency of an assessment is another contributing 
factor. Instances have happened in the past when 
after an assessment had been under the scrutiny of an 
Income-tax Officer for a period of months there was n 
transfer, the entire proceedings having to start de novo. 
Here also, there should be a general practice under 
which a transfer should take effect only after the official 
concerned had disposed of the work actually in his 
hands. 


To obviate delays, a system of check-up of progress 
of assessment may be introduced. If within a period 
of three months afte: the submission of return, the 
assessment in respect of an assessee is not completed, 
the Income-tax Officer should be under an obligation 
to submit a diary of delayed cases stating the reasons 
for such delay. 

At present, an assessment has to be completed 
normally within four years. The period of four years 
is too long. It should be provided that if the assess¬ 
ment is not completed within two years from the date 
of submission of the return, same would be deemed 
as time-barred. Such a check would have a salutary 
effect. 

Question 99.—(b) In order that delays of the kind 
mentioned above do not appreciably affect collec¬ 
tion of a substantial portion of the tax due, should 
any special concessions be provided to assessees to 
induce them to make advance payment of tax ? 

We have expressec ourselves against the system of 
advance payment of lax. On the other hand, we have 
suggested that a procedure might be introduced under 
which the tax liabili y estimated on the basis of the 
return submitted by the assessee should be payable 
within three months rom the date of the filing of the 
return. 

Speci.il Business Taxes 

Question 100.— What, in your opinion, would be the 
circumstances which would justify the levy of 
Excess Profits Tav or special business taxes? 

Wc are not in favour of the levy of special taxes 
like the Excess Profits Tax or special business taxes. 
The experience of the working of these taxes has con¬ 
firmed us in our view that such forms of taxes are not 
desirable and suitable. In periods of excess profits, 
normally the Exchequer gets a larger share by way of 
income-tax. When a uniform and consolidated struc¬ 
ture of taxation' is evolved, all such special levies 
should not be attempted. In an emergency, there is 
provision for the levy of a surcharge on general rates 
of taxation, the proceeds accruing entirely for the 
Central Exchequer. Beyond such an additional levy, 
and that too strictly confined to meet the conditions of 
an emergency, there should be no additions to direct 
tax in the form of Excess Profits Tax or special business 
taxes. 

Death Duties 

Question 101 .—What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 

The Estate Duty Bill has since been passed by the 
Houses of Parliament. We had submitted a detailed 
Memorandum of our views and suggestions when the 
Bill was under discussion. We do not propose to cover 
the entire ground again fo-r the purpose of the present 
Questionnaire. All that we would like to say is that 
in the context of the overwhelming need for assisting 
capital formation, the levy of this duty and at the rates 
now announced will have a depressing effect on new or 
increased economic activity. More than anything, we 
also fear that psychologically the Bill will encourage 
a tendency for dissipation of resources instead of as¬ 
sisting conservation of resources for developmental 
purposes. 

Question 102.—Would you in the matter of rates 
of levy di fferent ate between self-acquired property 
forming the estate of a deceased and property in¬ 
herited by him ? 

Obviously, when he Questionnaire was framed, per¬ 
haps. the Commission were under the impression that 
the Bill would not lave become law before they had 
completed their recommendations. As the position 
stands at present, the rates structure has already been 
adopted and in the rates structure the distinction has 
not, been recognised. However, viewed objectively, 
there is considerable force for introducing the distinc¬ 
tion on the same an; logy as the distinction for purposes 
of income-tax between earned income and unearned 
income. As, however, for the present, the discussion 
of the merits of such a distinction would be merely one 
of an academical character, we have no desire to pursue 


PART HI.—COMMODITY TAXES (Central & S ate). 

CUSTOMS 


The Indian Customs Tariff, like many other modern 
tariffs, is very complex. The system of levying duties 
on importation originated in this country in the year 
1875. Temporarily between 1882 and 1894 no duties 
were levied. The financial exigencies, however, led to 
the reimposition of the Customs Duty in 1894. A brief 
historical survey of the growth of the tariff may not be 
out of place 

From 1894 till the period of the First World War, 
the general rate of import duty was 5 per cent. Cer¬ 


tain items like Railway materials and machinery were 
free of duty. Items like liquor and tobacco, capable 
of yielding higher revenue, were subjected to higher 
rates. After the outbreak of the First World War, 
there were three important stages of increase in the 
rates, viz., in 1916, 1921 and 1922. In 1916 financial 
exigencies necessitated a general revision. The general 
rate was increased from 5 per cent, to 7£- per cent, and 
the duty-free list was also curtailed. The list of items 
hearing higher rates was added to. 
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In 1922 Government was confronted with a heavy 
deficit in the budgetary position and among other 
things, the general rate of import duty was further 
raised to 11 per cent. From that year onwards a 
schedule of luxury goods like motor-cars, silk goods, 
watches, etc., was introduced bearing duty at a higher 
percentage. The general rate was again increased from 
11 per cent, to 15 per cent, in 1922. From that year on¬ 
wards wide breaches were made also in the principle, 
which till then existed, of uniformity in rate with small 
exceptions. 

In 1921 the first Fiscal Commission recommended a 
policy of discriminating protection. They also recom¬ 
mended the introduction, as a general principle, of 
exemption from duty of raw materials used in indus¬ 
tries and low rates of duty on semi-manufactured goods 
entering processing activities. During the years follow¬ 
ing, a policy of discriminating protection was followed 
and two types of duties, viz., revenue and protective, 
were in force. Many duties that were protective in 
effect were important as producers of revenue also to 
;he extent that the level of the levy was not high 
enough to shut out imports. Similarly, duties levied 
'or revenue purposes, in most cases, furnished an inei- 
iental measure of protection. During the inter-war 
/ears, the country greatly reduced its dependence on 
foreign sources of supply in certain consumption arti¬ 
cles such as cotton textiles, matches, soaps, sugar, iron 
and steel and a few chemicals. Thereafter, during the 
period of the Second World War, imports declined firstly 
due to non-availability of supplies and secondly due to 
restrictions necessitated by currency considerations. 
The cumulative effect was a drastic fall in revenue on 
account of customs. 

Since customs duties had been an important source 
af Central revenue before the Second World War and 
since alternative sources were not adequate to meet the 
increasing demands on account of increasing expendi¬ 
ture, Government had to tap intensively customs duties 
by increasing the rates. In 1941 there were certain 
increases on specified items. In 1942 this was followed 
by an overall surcharge over the whole field of import 
duties to the extent of l/5th of the rates in force. These 
steps resulted in increasing the yield, but it was only 
from 1944/45 that the revenue position recovered sub¬ 
stantially as a consequence of freer flow of imports. 

After the war, relief in respect of customs duty was 
given on certain items particularly on raw materials 
required for industry and on plant and machinery. The 
duty on the latter was reduced from 10 per cent, to 
5 per cent, except in the case of certain items, in which 
corresponding locally manufactured plant and machinery 
required to be protected. In the post-war years, arti¬ 
cles which are generally considered as luxury items 
were singled out for higher taxation with a view partly 
to discourage their consumption. In 1950 the general 
rate of duty stood at 30 per cent. There was a group 
of items selected for specially high duties, another group 
subjected to protective duties, and yet another group 
subjected to low duties and a few items entirely free. 
As a cross division of the revenue duties a group _ of 
items carried preference for the U.K. and other British 
Colonies. 


The fact that the de facto burden has gone down 
notwithstanding the substantial increase in the general 
level and the increase in rates of import duty on 
many of the items goes to show that while the cha¬ 
racter and composition of our imports might have 
undergone substantial changes, the level of the tariff 
has not been such as to increase the overall burden. 
The obvious inference is that our imports have ex¬ 
panded in spheres in which the rates of duty are com¬ 
paratively lower. In respect of those items on which 
the higher rates of duty were charged with the com¬ 
bined view of either restricting consumption and in¬ 
creasing revenue, the results achieved have been, per¬ 
haps, according to plan. While there may be a feeling 
of disappointment that the rates of duty on certain 
items in use by particular sectors importing the same 
are high, it cannot be contended that the present level 
of tariff has, taken as a whole, a regressive effect on 
the volume of imports. Similarly, the comparative 
position in regard to de facto burden also would lend 
support to the point of view that in the search for 
wider coverage or increased revenue the sphere of im¬ 
port duties offers reasonable possibilities. 

The general consideration which should weigh in 
the matter of future adjustments in our import tariff 
should obviously be that raw materials required for 
our industries should invariably be free of import duty ; 
semi-manufactured goods entering any such manufac¬ 
ture or imported for processing activities here should 
bear only nominal rates of duty. In cases where such 
raw materials or semi-finished articles are partly used 
for manufacturing purposes and partly for other pur¬ 
poses, a system of refund of duty in the case of users 
importing the same for manufacturing purposes should 
be introduced ; in regard to import duty levied on raw 
materials used in manufactured goods where the levy, 
at the raw material stage, is dictated by wider con¬ 
siderations, there should, at any rate, be an arrange¬ 
ment under which refund of duty paid on the raw 
materials used in the finished products subsequently 
exported should, as a matter of course, be granted. 
The level and rate of import duty on items which are 
in the nature of essentials of life should be kept com¬ 
paratively low. The present system of preferential 
rates in respect of imports from particular countries 
should be reviewed and no such concessional treatment 
should be allowed unless on the basis of a correspond¬ 
ing quid pro quo ; where imports have to be restricted 
to reduce internal consumption, such checks should be 
by a combination of both quantitative control and levy 
of import duties so that such essential imports, as may 
be necessary, are not penalised by unduly high rate of 
import duty. 

Export duties were an integral feature of our early 
tariff policy and were levied generally at a small 
ad valorem rate on most of the exports, certain articles 
being specifically exempt. Although the levy was 
mainly justified on grounds of revenue, the principle 
was regarded as unsound and a consistent policy of 
abolition of export duties was pursued from 1867 right 
up to 1916. In the period just before the First World 
War, export duty was levied only on one item, viz., 
rice. The need for additional revenue during and 
after the First World War led to a revival of taxes on 


The current import tariff schedule consists of 22 
sections, incorporating over 520 items, all separately 
mentioned. Out of this, a group of 317 items is sub¬ 
jected to ad valorem duties and the rest are specific. 
Again 413 are revenue duties, 92 preferential and 128 
protective. At present the general rate of duty stands 
at 31J per cent, ad valorem. Concessions on the lines 
of the GATT are granted to 116 items. The internal 
classification of the tariff is on the basis of affinity or 
attributes. Goods are listed according to their stage of 
manufacture, viz., raw materials, finished goods, etc., 
or as to their derivations, viz., animal, vegetable, 
mineral products, etc., or in line with some other 
technical description or use. 


The best way to study the justice or the effect of 
the import duties is to classify the taxed articles under 
four broad categories, viz., necessaries, luxuries, raw 
materials and capital goods and to analyse and com¬ 
pare the proceeds from each class. Such a classifica¬ 
tion may not give a definite idea of the exact burden 
on the various income groups. Nevertheless, the broad 
picture given by this classification will be instructive. 

The de facto burden of a tariff is measured by the 
ratio of yield of customs duties to the value of imports. 
Such a basis may not be helpful in giving a correct 
picture about the level or the height of the tariff, but 
is a rough indication of the effect of the tariff as a 
whole. The de facto burden before the years of de¬ 
pression. i.e., for the years 1926/27 to 1928/29 was 
estimated at 16-63 per cent.; during the years of de¬ 
pression, i.e., 1929/30 to 1933/34, the same was 26-8 
Der cent In the period of recovery 1934 to 1936/37 
Ft was 301 per cent. In the pre-war years 1937/38 
to 1939/40 it was 26-4 per cent. In the war years 
1940/41 to 1945/46 it was 31-9 per cent. In the post¬ 
war years 1948/49 to 1951/52 it has been estimated at 
17-5 per cent. 


1 tec/55 


exports. In 1916 jute and tea were brought within 
the purview of export duties and in 1919 tax was 
imposed on exports of hides and skins. The duty on 
hides and skins was intended as a measure of protec¬ 
tion to the Tanning Industry to check exports in raw 
form. 

Prior to the Second World War export duties of 
importance were levied by this country only on raw 
jute and jute goods. In the post-war period Govern¬ 
ment imposed duties on a number of articles with a 
view to bringing about an equilibrium between the 
internal prices and the export prices and with a view 
to having a share in the difference between the two 
prices for the State Exchequer. The market condi¬ 
tions in respect of commodities subjected to such ex¬ 
port duties have, from time to time, been changing and 
our exports have been experiencing price resistance 
and severe competition from alternative sources of 
supply in foreign markets. It is, therefore, quite neces¬ 
sary that the whole question of export duties is con¬ 
sidered afresh in the light of these changed conditions 
in world markets. In the words of the Export Promo¬ 
tion Committee “ to rely on exports as a stable source 
of revenue is most unsafe and is, indeed, opposed to 
every canon of fiscal prudence ”. 

Broadly speaking, therefore, export duties should 
normally be avoided except in cases where such a levy 
is considered desirable so as to discourage exports for 
purposes of conserving supplies for home consumption 
and except where we have a position of monopoly as 
suppliers to the world. Even in the latter case, possi¬ 
bilities of substitutes and the efforts of other countries 
to provide alternative sources of supply will have to 
be taken into account. The levy of export duty with 
a view to making available to the Exchequer a part of 
the margin represented by the wide divergence between 
the internal price and world price may have some 

20 
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justification, but the experience of the working of such 
levies in the country has been far from happy. It has 
led to steps in the direction of chopping and changing 
the level of export duties which have met with adverse 
reactions in the buying markets. Moreover, Executive 
action, when the difference in the price level had nar¬ 
rowed, has not been timely, and in the result the country 
has been faced with the risk of loss of markets built up 
as a result of a good deal of pioneering efforts. 

Import Duties 

Question 103.— Do you think that any change's are 
necessary in the Indian Customs Tariff in respect of — 

(i) grouping of commodities; 

(ii) additions to and alterations in tariff items ; 

(iii) correlation with the Import Trade Control 

Schedule; 

(iv) clarification in nomenclature and in units of 

measurements or weight ? 

(i) The present classification is based upon the 
grouping of articles on the lines of affinity or attributes. 
The structure of the tariff schedule underwent a major 
revision in the year 1935. As the present grouping 
follows mainly the general procedure adopted for pur¬ 
poses of the Customs nomenclature drawn up by the 
Expert Committee appointed by the League of Nations, 
it may be claimed that the existing basis of arrange¬ 
ment has the support of the views of international ex¬ 
perts in the matter. It is also relevant to mention that 
as the public who have to make use of the tariff 
schedules have become fairly familiar with the present 
arrangement, there is no justification, at present, for 
disturbing the same. 

(ii) There are cases of entries which, in the light 
of the subsequent changes in the pattern of our im¬ 
ports, need no longer be in the same elaborate manner. 
Cotton piece-goods is a case in point. This is described 
under different sub-heads. Items of articles, the im¬ 
ports of which are no longer substantial, may, perhaps, 
be grouped under more consolidated heads. 

In order to make the reference to the schedule easier 
and clearer, a machinery should be set up in the Depart¬ 
ment of Commercial Intelligence for examining sug¬ 
gestions, from time to time, for additional heads. In 
the same manner, proposals, oftentimes made for split¬ 
ting the existing heads into different sub-heads accord¬ 
ing to quality, origin, etc., may also be considered. 
These are matters of detail which would require adjust¬ 
ment from time to time. 

(iii) Customs Schedule should be correlated with 
the Import Trade Control Schedule. Government had 
appointed a Special Officer to go into this aspect of 
the matter and make recommendations designed to 
achieve the necessary element of correlationship. The 
officer in question had discussed the matter with re¬ 
presentative organisations and detailed suggestions were 
made in connection therewith. The object should be 
that an importer should be able to readily understand 
and know the corresponding classification in the Cus¬ 
toms schedule in respect of the items covered by the 
serial number for which he has received import per¬ 
mission. Such an understanding of the position is 
necessary to have a clear idea of the duty payable on 
the items allowed to be imported as also to avoid dis¬ 
putes with the Customs authorities that the import 
permission did not relate to a particular item in the 
tariff schedule. 

In this connection, suggestions have been made that 
both the import control and the customs, for purposes 
of tariff, should work on a common schedule. This is 
not considered feasible for the obvious reason that the 
purposes of the two schedules are entirely different ; 
for example, in the import control schedule, 'in the same 
item, break up under a number of heads will be neces¬ 
sary as the import policy in respect of each such sub¬ 
head would have to be separately decided with refer¬ 
ence to the demand position and internal availability. 
While, therefore, an arrangement which would facilitate 
cross reference between the two schedules would be 
helpful, correlationship in the sense of making the 
two schedules either inter-dependent or common may 
not be feasible. 

(iv) Complaints have often been received about the 
difficulties experienced in regard to the differences in 
view in regard to the nomenclature used in the classi¬ 
fication. What is important here is that a machinery 
should be set up for purposes of clarification at each 
port centre in which public element should be asso¬ 
ciated. There are at present Customs Advisory Com¬ 
mittees functioning in ports. Difficulties in regard to 
classification and nomenclature should be referred to 
such committees and, from time to time, an attempt 
made to clarify the position in respect of items which 
have given rise to differences or disputes. The results 
of such clarification should thereafter be published in 
a suitable manner. 

Question 104. —(i) What considerations should govern 

the fixation of rates of import duties for different 


groups or sub-groups of commodities or for special 
tariff items ? 

(ii) Have you any modification to propose in the 

present rales of duties in the light of the 
considerations suggested by you ? 

(iii) Do you consider that import duties Should be 

reduced in respect of any specific commodities 
in order to reduce the scope for smuggling ? 

(iv) Are there any cases within your knowledge 

where duties on the constituent parts are 
higher than on the finished product ? Is 
there adequate justification, in your opinion 
for this differentiation ? 

(v) Do you think that owing to high rates of dutiei 

the yield on any commodity has reached the 
point of diminishing returns ? 

(i) The general considerations that should weigh ir 
the fixation of the rates of import duties for differeir 
articles or groups of articles were dealt with in detai 
in our preliminary observations. We would like t< 
supplement the same by only one observation regardinj 
duties intended primarily for protective purposes. Ir 
calculating the quantum of protection, the margir 
should not merely bo equated to the difference betweer 
the cost of manufac'.ure in the country and the landec 
price of the competing product. There should be ar 
additional margin to cover the element of consumers 
preference to foreign goods as a result of long use. 

(ii) Bearing in mind the general considerations re 
ferred to above, requests received from trade or indus 
trial associations representing specific branches for re 
duction in the rate of duty on articles in their respec 
live spheres may be considered. Particularly in th< 
sphere of machinery and apparatus, there appears tc 
be scope for greater concessional treatment in tot 
matter of the rate of duty. Items of machinery art 
generally means of increasing production in the country 
A reduction in the rates would be an encouragemen 
to efforts for greater production, except of course ir 
regard to such maciinery as is being manufactured ir 
the country. 

(iii) It is common knowledge that certain items bear¬ 
ing duty at comparatively higher rates have encour¬ 
aged smuggling in order to avoid the incidence of the 
duty. Silk and artsilk piece-goods, fountain pens 
watches, diamonds, etc., are common instances. Ever, 
when imports of some of the items are precluded undei 
the Import Trade Control, reports are current that they 
are being smuggled across the land frontier. So smug¬ 
gling will have to oe treated effectively. 

Question 105. — Is the relative use of ad valorem anc 
specific duties in the Indian Customs Tarifj 
satisfactory ? If not, in what respects would yov 
enlarge or restrict the scope of application of either, 
whemer used singly or in combination ? 

Ad valorem duties fall with equal weight irrespec¬ 
tive of grades or quality on a particular commodity 
when imported under varying grades of quality. In 
the event of price fluctuation also the burden of the 
duty remains the same. The ad valorem basis is easy 
to understand and lacilitates comparisons of toe height 
of a particular levy. The chief drawback, however, is 
in the matter of a;sessment of value for purposes oi 
estimating the levy. For obvious reasons, these values 
cannot be precise as they have to be determined by 
the Customs offlicia s. Complaints about the arbitrary 
nature of the flxa ion of values by the Appraising 
officials are common. The fact that the value would 
depend upon the Appraising officials’ decision affords 
chances for questionable practices being used in secur¬ 
ing a favourable decision, requires consideration. 

From the point of view of administrative convenience 
specific duties have an advantage, in that the amount 
of the duty would not be in dispute and would remain 
fixed. At the same time, the incidence under the spe¬ 
cific duty would be higher on toe lower grade of the 
same article or group of articles. Duty is recovered 
without any reference to quality or value of the article. 
In toe light of the different objectives served by the 
Indian Customs Tariff, viz., revenue, protective and a 
combination of both, the use of both the methods, or a 
combination of both, is necessary and unavoidable. In 
toe case, however, of specific duties, gradations by 
splitting up the same item under different qualities or 
strength or places of origin may be helpful in relating 
the burden to a grt ater extent to the price factor. 

Question 106. —(i) in what circumstances would you 
consider “ tariff values ” a satisfactory basis for 
assessment of import duties ? (Section 22 of the 
Sea Customs Act). 

(ii) Are there any commodities to which you would 

extend the application of “ tariff values ”? 

(iii) What charges, if any, should be made in the 

procedure for determining “ tariff values ’’? 

(i) Fixation of tariff values in effect means toe intro¬ 
duction of the basii; of specific duty for a given period 
of time, viz., one ye ar. The arrangement of prescribing 
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tariff value at the commencement of the year is found 
to be very convenient particularly in respect of items 
which are subject to frequent price fluctuations. It 
eliminates chances of dispute both between the importer 
and the Customs on the one hand, and between the 
importer and his constituents on the other. In making 
contracts for sale of imported supplies, the importer is 
in a better position under a system of tariff values 
because he can estimate accurately the exact amount 
of the duty payable, in advance, and give his price 
quotations to his buyers on the basis thereof. 

(ii) Every year, at the time of the annual revision 
of tariff values, suggestions are being made in regard 
to the introduction of additional tariff value heads. 
These suggestions are also being discussed with the 
departmental officers at frequent intervals. 

(iii) Under the present procedure the tariff value for 
the ensuing year is based on the average of the market 
value prevailing for the item in question for the pre¬ 
vious period of 12 months. The chief drawback in such 
an arrangement is that when the prices show a conti¬ 
nuous downward tendency, the fixation of the value on 
the basis of the previous average amounts to recovery 
of duty at a higher rate. Therefore, in arriving at the 
tariff value the price trend should be a determining 
factor and due consideration should be given to the 
same in fixing up the value. Again, in respect of §n 
item for which tariff value is fixed and for which the 
grades or qualities differ widely, the tariff value head 
should be split up into a number of sub-heads so as to 
make it possible to fix separate values for each such 
sub-head related to the prices prevailing for the items 
under such sub-head. Sometimes, the sub-division on 
the above basis will have to be by reference to the 
country of origin from which the article is imported. 
Such an arrangement is in vogue, but it should be more 
extensively applied. 

Question 107. — (i) What changes in your opinion are 
necessary in the present provision (section 30 
of the Sea Customs Act) regarding the determina¬ 
tion of ‘ real value ’ and why ? 

(ii) Would you suggest any specific measures to 

counter the evasion of import duties through 
deliberate under-valuation ? 

(iii) Have the methods of valuation in the Sea 

Customs Act proved satisfactory in relation 
to trade through the land customs border, 
especially on the Indo-Pakistan border ? If 
not, have you any specific suggestions to 
make in this regard ? 

The General Agreement on Trade and Tariff, vide 
Article VII, has defined the basis of valuation that 
should be followed for customs purposes. The Euro¬ 
pean Customs Union Study Group of Brussels has 
drawn up a definition of value for the purpose of the 
levy of duties. The definition in question is somewhat 
similar to the “ real value ” as defined under Section 30 
of the Sea Customs Act. The International Chamber 
of Commerce has drawn attention to the defects and 
drawbacks in the international definition in their bro¬ 
chure on International Trade and Government Regula¬ 
tions. Whatever be the form of ultimate definition 
decided upon, it is of importance that in the actual 
process of administration and interpretation of the de¬ 
finition, the importing interests should not feel that 
they are being harassed. Unless there is reason to 
doubt the bona fides of a particular case, the value 
as quoted in the invoice should normally be accepted. 
We are not over-looking the possibility of collusive 
arrangements between the exporter at the other end 
and the importer here. But such exceptional cases 
which prima facie give rise to doubts can be more 
closely looked into. 

Question 108. —What changes would you suggest in 
the matter of granting exemptions from, or reduc¬ 
tions in, import duties especially in regard to : 

(1) raw materials used for essential industries; 

(2) materials used for scientific research; 

(3) materials imported for charitable and 

humanitarian purposes ; 

(4) materials imported for stimulating desirable 

activities, such as agricultural develop¬ 
ment ; and 

(5) necessaries of life ? 

(1) Government have the necessary power to grant 
exemptions or reductions in import duty on raw mate¬ 
rials used for essential industries. These powers should 
be used very liberally. Perhaps, a general procedure 
may be introduced under which applications for con¬ 
cessional treatment in this respect are scrutinised by 
the Tariff Commission departmentally, the recommen- 
cjations of the Tariff Commission being, as a matter of 
course, acted upon. 

(2) Government have, earlier this year, by a press- 
note announced their intention to grant such exemp¬ 
tion. It would, however, appear that the concession is 
intended for research in institutes sponsored by 


Government or semi-Government bodies. It is relevant 
to point out that there are private institutions run for 
the purpose of promoting research. There are also 
research units attached to private industries. The 
concession should be equally available in such cases 
also. 

(3) The grant of duty-free concession for materials 
imported for charitable and humanitarian purposes 
should be considered on merits of each case. Medical 
needs in case of epidemics of widespread diseases 
should, as a matter of course, be assisted by duty-free 
imports. 

(5) We have already dealt with in our preliminary 
observations the general basis governing the levy of 
duty on necessaries of life. 

Question 109 .—To what extent do you think revenue 
might be sacrificed in the interests of bilateral or 
multilateral fiscal arrangements such as GATT or 
the preferences in favour of certain Commonwealth 
countries ? 

It is difficult to estimate the effect on revenue or 
the balance of advantage resulting to the country as 
a result of the concessional arrangement, under the 
bilateral or multilateral agreements, in force. The 
Fiscal Commission went into the matter, but refrained 
from giving an estimate of the ultimate financial effect. 
So far as the Commonwealth preferences are concerned, 
the general feeling is that the arrangement has out¬ 
lived its utility. The position will have to be con¬ 
sidered de novo. In the matter of the GATT, as the 
Indian representatives have taken a direct part in 
negotiating these concessions, the desirability or other¬ 
wise of continuing the same should not be determined 
merely by reference to the balance of financial effect. 
In the context of the place and position of India as an 
active participant in international arrangements, such 
agreements need not be objected to so long as the 
concessions do not relate to products in respect of 
which a claim for protection is likely to be made by 
the country in the immediate future and do not result 
in excessive loss of revenue. Under the GATT India 
has received many direct or indirect concessions on 
some of its items of export. It has also granted con¬ 
cessions on a number of imports. The Fiscal Com¬ 
mission (1950) formulated certain basic ideas for the 
purpose of tariff negotiations. Firstly, in regard to 
tariff concessions to be received from other countries, 
India should concentrate on commodities which meet 
with competition from similar commodities from other 
countries in the world market and on commodities 
which meet with competition from possible substitutes 
from other countries in the world market and on manu¬ 
factured goods rather than on raw materials. In the 
matter of granting tariff concessions, India should con¬ 
centrate on capital goods, other machinery and equip¬ 
ment and essential raw materials. Our future agree¬ 
ments, both bilateral and multilateral, should be 
governed by the above criteria. 

Question 110 .—Under what circumstances should customs 
duties be used in preference to import quotas as a 
means of restricting imports ? 

Where the restriction in the volume of imports is 
necessary from the point of view of stimulating the 
growth or development of an industry in the country, 
the same should be achieved more by the levy of cus¬ 
toms duties at adequate levels than by import quotas, 
unless of course to meet the requirements in a parti¬ 
cular case a combination of both is considered desirable. 
Similarly, where the restriction of import is with a 
view to reduce consumption of certain articles or 
groups of articles, the results should be achieved by 
the levy of customs duties at appropriate levels. On 
occasions, however, when regulation of imports is neces¬ 
sary with a view mainly to conserve foreign exchange 
resources, quantitative controls would be preferable, 
for such imports as are necessary in the items con¬ 
trolled would not be penalised by a high level of duty. 
There would obviously be cases in which, although for 
larger reasons of policy the volume of imports have 
to be restricted, yet some quantity to the extent of 
meeting the essential needs will have to be allowed. 
In such cases, if the restriction is attempted by a high 
level of duty, the quantum required to be imported for 
essential purposes will bear an avoidable burden. 

Question 111 .—In what respects should the present 
law regarding “ drawbacks ” and “ warehousing ” 
be altered in order to assist the export trade in 
manufactured goods which involve the use of im¬ 
ported raw materials ? 

The Bill, at present before the Parliament, seeking 
to amend the Sea Customs Act would empower Govern¬ 
ment to allow drawback in respect of import duty paid 
on materials subsequently re-exported either in the 
same form or after processing. The main point to be 
emphasized is that drawback to the full extent of the 
duty actually paid should be available on such re¬ 
exportation and the formalities prescribed for the pur¬ 
pose of claiming such drawback should be simple. In 
addition, the question of the introduction of free zones, 
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where materials required for processing could be im¬ 
ported without payment of duty on the basis that the 
processed goods would be re-exported, has been under 
discussion for some time. The proposal did not evoke 
much public support because the same was considered 
with reference to only one port. The feasibility of a 
proposal under which free zones could be created at 
each port centre, where duty-free imports may be 
allowed, facilitating processing activities, may be 
examined. 

Question 112. — Have you any suggestion to make 
regarding the administration of the Sea and Land 
Customs Acts, especially in regard to — 

(a) facilities for settlement of disputes arising 

out of appraisement; and 

(b) penalties imposed under the Act and the 

appellate procedure relating to them ? 

(a) Disputes arising out of appraisement are at pre¬ 
sent heard and decided by the officials of the Customs, 
viz., the Assistant Collector and the Collector. The 
possibility of some machinery in the shape of a Board 
for hearing such disputes at each port centre may be 
examined. Against the decision of the Collector of 
Customs, there is an appeal provided to the Central 
Board of Revenue. If a party feels aggrieved 
against the decision of the Central Board of Revenue, 
there is no appeal to a judicial authority except on 
matters of law. An appeal against the decisions of 
the Central Board of Revenue to an appropriate judicial 
authority may be provided. 

Export Duties 

Question 113. — Under vihat circumstances, in your 
opinion should export duties be imposed ? 

The general considerations which should weigh in 
the matter of levy of export duties have been dealt 
with in detail in our preliminary observations. 

Question 114, — What measures would you suggest 

to achieve greater flexibility in the rates of duties 
to accord with the changing conditions of export 
markets ? 

Government have recently been empowered with 
powers to vary the duties to meet the situation arising 
out of price fluctuations in the export markets. Deci¬ 
sions regarding reduction or removal of export duties 
should be taken expeditiously and in time. The past 
experience has been that oftentimes the decisions taken 
are too late to achieve the purpose in view, with the 
consequence that the country is faced with the risk 
of permanent loss of markets as a result of encroach¬ 
ments made by competitors during the intervening 
period. In order to ensure that action in the direction 
of variation in the rates of duties is taken in time, we 
suggest the creation of a separate machinery with 
which non-officials should be associated for the purpose. 
Perhaps, the requirement could be met by empowering 
Port Export Advisory Committees to make recommen¬ 
dations for being placed before the appropriate Depart¬ 
ment of the Ministry regarding changes necessary in 
the rates of duty from the point of view of the effect 
of the prevailing rates on our overseas trade. Such 
recommendations should be immediately considered 
and wherever necessary acted on by Government. 

Question 115. — Would you suggest that the whole or a 
part of the receipts from certain export duties should 
be funded for financing schemes for promoting long- 
range development of the export trade, subject to 
the obligations under GATT ? 

In the context of the emergence of increased com¬ 
petition, a purposive programme of assistance for 
stimulating exports is indicated. Among other things, 
a portion of the proceeds of the export duties may be 
earmarked for financing market research and for pro¬ 
moting schemes for development of export trade. The 
proportion thus reserved for expenditure on developing 
exports should be adequate to permit of export sub¬ 
sidies also being considered on occasions when such 
assistance is necessary for securing entry for our ex¬ 
port products in a new market and for enabling them 
to withstand periods of abnormal competition. 

Question 116. — Would you, in the interests of revenue or 
from any other point of view, recommend increased 
participation by the State in import and export 
trade ? If so, what form do you think should such 
participation take ? 

We are strongly opposed to the State participating, 
directly or indirectly, in import and export trade. Our 
objections are two-fold: In the first place, we are not 
in favour of State Trading in any form, as in our 
opinion, State Trading is the very negation of the basic 
idea of freedom and equality of opportunity, which is 
the sheet-anchor of private enterprise. Secondly, from 
practical considerations, the State organisation is not 
at all suited for undertaking the responsibilities of and 
obligations involved in trading activities, more so in 


the sphere of overseas trade. A State organisation 
built or set up for trade purposes cannot but be subject 
to political interference, which would impair the effi¬ 
ciency of any trading activity. Moreover, lack of per¬ 
sonal interest and the fear of public criticism will 
always prove to be stumbling blocks against those in 
charge of a trade unit sponsored by the State taking 
quick and correct decisions. An officer in charge of a 
State undertaking would have to explain everything in 
a political way. The head of a private organisation 
can take quick decisions on his own responsibility. 
Risk taking and risk bearing are natural elements in 
the organisation and conduct of business under modern 
conditions, and with the emergence of keen competition 
they are all the more important in spheres connected 
with overseas trade A State-sponsored organisation 
would be very reluctant to undertake these normal 
trade risks. Excessive reliance on safety-first prin- 
_ ciples would make a State undertaking grossly lacking 
in that energising element, which would strive to secure 
improvements in marketing methods that alone will 
enable the country o have increased and expanding 
markets for its manufactures. In the field of interna¬ 
tional trade, the sellers’ market has almost ceased to 
exist. There is the general emergence of the buyer 
being able to dictate terms. Competition naturally 
would become keener, and the days when buyers would 
knock at the doors of the sellers and ask for their 
requirements are gone. By a process of exploration, 
by the search for new pastures, by a desire to meet the 
demands and tastes of the foreign consumers and by a 
studied and systematic effort to get a hold on the 
limited markets, for which there would be a great 
scramble, because cf efforts and schemes for self- 
sufficiency everywhere, the country would have to 
nurse and nurture i;s overseas trade, particularly in 
finding export markets in the years to come. We 
venture to submit that for work of the above character, 
involving as it does a high degree of personal adapta¬ 
bility, a State organ sation uninfluenced by the profit 
or personal success motive would be entirely ill-suited. 
It must also not be ignored that loss of a State under¬ 
taking would result .n a national loss. An individual 
trading on his own a( count would naturally make every 
effort to cut down losses, as continuous losses to him 
would mean his personal ruin. 

CENTRAL EXCISES 

Excise as a source of revenue, was, in the earlier 
periods, used only during periods of financial stress. 
Otherwise, the levy vas mainly intended for the pur¬ 
pose of introducing a regressive effect on the consump¬ 
tion of certain items like Drink or Tobacco. The 
general objection to the use of excise as a commodity 
taxation is that it singles out particular items or groups 
of items for special taxation which do not fall generally 
on other sectors. Where, however, the levy does not 
result in untaxed competition from outside sources or 
from substitutes within, the levy within reasonable 
rates and on a selected list of commodities, as a revenue 
earner, cannot be seriously objected to. The chief 
problem for decision however, is the selection of the 
items for purposes of the levy, The choice would be 
between imposing a tax on a large number of goods 
with relatively low rates, or confining it to a selective 
list in which the volume of turnover is large and the 
demand fairly inelas ;ic. Even then, if the item is an 
essential of life, public sentiment, notwithstanding the 
tax incidence being comparatively low, would express 
itself against such a levy. The Fiscal Commission of 
1921-22 laid down certain criteria in regard to the cir¬ 
cumstances under which the levy of excise would be 
justified. According to the Commission (i) Excise duties 
should be ordinarily confined to industries which are 
concentrated in large factories or small areas ; (ii) they 
may properly be imposed for the purpose of checking 
the consumption of injurious articles and especially on 
luxuries coming under this category; (iii) otherwise, 
they should be imposed for revenue purposes only; 
(iv) while permissible on commodities of general con¬ 
sumption they should not press too heavily on the 
poorer classes, and (v) when an industry requires pro¬ 
tection and a consumption tax is also required from the 
produce of that industry in the interest of the revenue, 
the necessary amount of excise is unobjectionable, pro¬ 
vided that it is accompanied by an import duty equal 
to .the excise duty, together with the necessary protec¬ 
tive duty plus a small extra duty to compensate for 
the administrative inconveniences to the manufacturer 
caused by the excise duty. In order to secure a greater 
coverage through indrect taxation so as to reach those 
sections of the community who do not contribute their 
share through direct taxation, the use of excise duty, 
as a tax source, can be justified if the articles selected 
for the purpose of the levy are of general consumption 
and the rate or rates of the levy are not such as to 
produce a regressive effect on consumption. Most of 
the commodities of general consumption in India are 
of the nature of necessaries of life rather than luxuries 
and, therefore, particular care has to be taken in fixing 
the rate for the purpose of the levy. 
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Question 117. — Do you regard as satisfactory the present 
selection of commodities for purposes of levying 
excise duties ? If not, what changes would you 
suggest and why ? 

In the sphere of Central Excise, excise duties are 
levied on kerosene, matches and mechanical lighters, 
motor spirit, salt, silver, steel ingots, sugar, tobacco, 
tyres, vegetable products, cloth, coffee and tea. There 
are also special excise duties on coal and coke, copra, 
oil crushed in mills and rubber. In addition, the States 
are entitled to levy excise duty on alcoholic liquors, 
narcotic drugs and spirituous medicinal and toilet pre¬ 
parations. In the light of the tests of suitability sug¬ 
gested by the Fiscal Commission, perhaps, the selection 
of articles for the purpose of excise duty cannot be 
objected to barring one or two items, but the same 
cannot be said about the rates at which the duties are 
levied particularly in respect of certain items. The 
levy of excise duty on steel which is an essential raw 
material for a number of industries is an instance in 
point. 

Question 118. —(i) Have you any changes to suggest in 
the present rates of excise duties ? 

(ii) Are the provisions regarding valuation satis¬ 
factory where ad valorem excise duties are 
levied ? 

The high rates of excise duty on cloth are already 
proving to have a deterrent effect on consumption. In 
the same manner, the rates in force for motor spirit 
and tobacco have been the subject of frequent com¬ 
plaints. In the case of motor spirit the existence of a 
countervailing import duty might be considered as an 
extenuating factor. So far as tobacco is concerned, the 
grievance is more on account of the rate having been 
made steeper by successive changes within a short 
period of years. 

We have not had serious complaints in regard to 
the basis of valuation where excise duties are levied 
on ad valorem basis. 

Question 119. — Do you think that the differential rates of 
duty on different types of unmanufactured tobacco, 
other than flue-cured, should be replaced by a 
uniform rate of duty ? Have you any other sugges¬ 
tions regarding the tobacco excise tariff ? 

The tobacco interests have expressed themselves 
strongly against the existing basis of differential rates 
of duty depending upon the capability of the tobacco 
being used for more than one purpose. The chief 
drawback of that basis is that there is room for a good 
deal of administrative arbitrariness and the consequent 
harassment of the trader. On the other hand, the 
introduction of a uniform rate of duty—at a rate suffi¬ 
cient to yield the expected revenue,—would, besides 
eliminating the difficulties complained of in the process 
of administration, encourage the use of better quality 
tobacco. In particular, the trade strongly feels that 
after payment of a uniform rate of duty at the un¬ 
manufactured stage, there should not be any further 
formality in connection with the taxation of this item. 

Question 120.- —Do you think that the lower rate of 
duty on the cottage match industry has been help¬ 
ful to its development ? If not, would you suggest 
any change in the existing rates of duties ? 

A lower rate of duty on matches produced on a 
cottage industry basis does not appear to have been 
helpful in assisting the cottage industry to consolidate 
its position. Other forms of assistance will have to 
be considered for the purpose of strengthening this 
industry. 

Question 121. —Do you think that the arrangements 
for the assessment and collection of excises in res¬ 
pect of manufactured and unmanufactured com¬ 
modities require simplification ? In particular, 
please comment on the present system as regards 

(a) licensing, 

(b) warehousing, and 

(c) transport 

oj excisable commodities. 

The sugar interests particularly have often com¬ 
plained about the practical hardships resulting from 
the existing arrangements regulating warehousing and 
transport in the enforcement of the requirements in 
regard to excise. The detailed aspects of these hard¬ 
ships, we understand, are being placed before the Com¬ 
mission by the interests concerned 

Question 122. —Do you agree that a part of the 
proceeds of excise duties may be earmarked for 
expenditure on research and development schemes 
designed to improve the quality and marketability 
of the commodities ? 

The excise duty is mainly levied for the purpose of 
revenue and the proceeds should normally go towards 
strengthening the overall budgetary position. It is not 
proper to earmark the proceeds of excise duties for 
expenditure on research and development unless the 
benefit from such efforts accrues exclusively to the 


advantage of the industry or the commodity paying the 
excise. In particular, the levy of an excise duty on 
one industry for strengthening or assisting another 
industry is open to objection, the more so when the 
products of the assisted industry are competing directly 
or indirectly with the products of the industry paying 
the levy. 

Question 123. — Do you think that the imposition of 
excise duties has affected adversely the develop¬ 
ment of industries producing excisable commodities, 
e.g., t heir size and competitive capacity in export 

markets ? 

The levy of excise duty will affect the competitive 
capacity of industries in export markets. But the pro¬ 
vision for grant of rebate in respect of excisable goods 
exported somewhat mitigates the position. However, 
the procedure and formalities connected with the grant 
of rebate should be simplified and arrangements should 
be made whereby the rebate is obtainable as a matter 
of routine and almost immediately after the exports 
have taken place. 

SALT DUTY 

Question 124. — Would you recommend the re-imposition 
of the excise duty on salt ? If so, on what con¬ 
ditions ? 

From the point of view of taxation principles and 
objectives, the salt tax is a form of taxation which 
would readily commend itself. In the first place, salt 
is a commodity in everyday use by the common man. 
On that basis, a levy, even at a small rate, would, in 
aggregate, fetch a substantial revenue. It cannot be 
said that the abolition of the salt tax has led to an 
improvement in the purchasing power of the people 
who have been relieved of the burden of this levy. The 
Taxation Enquiry Committee had estimated the burden 
per head per month at nine pies on the basis of the 
average consumption of half-a-seer per month at the 
then existing level of duty. At the same time, it must 
be realised that the issue is not free from certain senti¬ 
mental aspects. It is, in this connection, relevant to 
point out that the abolition of the Salt Duty has not 
resulted in the increased availability of cheap salt of 
good quality all over the country. The feeling is justi¬ 
fied that in the present context of the need for addi¬ 
tional source of revenue, the incidence of which will be 
spread widely, the Salt Tax may not meet with any 
serious opposition. 

GENERAL OBSERVATIONS ON SALES TAX 

Importance of Sales Tax in the Taxation Structure of 
the States in India : 

Sales tax as an important source of revenue has 
been comparatively of a recent origin in India. It was 
first introduced in India prior to the war in two 
Provinces, namely, Madras and Bombay, with the 
object of making good the loss in revenue as a result 
of the adoption of the policy of prohibition. Whereas, 
however, in Madras the sales tax was of a general 
application, in Bombay, when it was introduced, it 
had only a limited application, the tax being levied 
and collected only on certain specified articles. During 
and after the war, the remaining Provinces, one after 
the other, resorted to this impost with the object of 
finding additional revenue required by them among 
other things, for financing their reconstruction and 
development programmes. By now, sales tax is in 
force in almost all the States in the Indian Union, 
including some of the Part “ C ” States. In some of the 
States like Bombay and Madras, it has been the largest 
single source of revenue. The former derived there¬ 
from a revenue of Rs. 10-61 crores in 1952-53, which 
worked out to approximately 29-11 per cent, of its total 
tax revenue. As far as the sales tax proceeds of all 
the Part “ A ” States are concerned, the same amount 
to Rs. 43-87 crores which works out to 18-73 per cent, 
of their total tax revenues of Rs. 234 crores. As regards 
Part “ B ” States, the yield from sales tax amounted 
to Rs. 7-10 crores representing 10-51 per cent, of the 
total tax revenue of these States of Rs. 67-54 crores. 

Disparities in the Sales Tax Legislations of the different 
States: 

The development of sales tax as a major source of 
revenue in the taxation structure of the States has, 
however, not taken a scientific and rational basis. This 
explains the lack of uniformity in the sales tax policies 
and administration followed in the different States. 
The sales tax policies of the different States were largely 
governed by the sole consideration of revenue. Each 
State tried to exploit this new elastic form of taxation 
for collecting as much revenue as possible. In their 
anxiety to make full use of this impost, they were 
oblivious to the effects of their sales tax policies on the 
economy of the country as a whole. The effects have 
been on the whole very deleterious on trade, commerce 
and industry of the country. The existence of nume¬ 
rous rates, the adoption of different bases by different 
States for the levy and collection of tax, the divergent 
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policies followed in regard to the application of tax 
on particular commodities or groups of commodities, 
the imposition of sales tax on the same transaction by 
more than one Sales Tax Authority, the procedure and 
formalities laid down for the levy and collection of the 
tax and other disparities in the sales tax legislations 
have affected the economy of the country very adverse¬ 
ly. The incidence of sales tax being quite substantial, 
the potentialities of this tax being a great handicap 
in the regional distribution of the country’s trade and 
industry on a planned and scientific basis cannot be 
ignored altogether. 

Difference in basis of the levy : 

The disparities in the sales tax policies followed by 
the various States are many. In the first place, the 
very basis of the collection and recovery of the sales 
tax is different from State to State. Whereas in certain 
States, the tax is collected on the basis of single point, 
in certain other States, the same is collected on the 
multi-point basis. Again, in certain States mixed bases 
are found. For instance, in the State of Bombay, 
under the Sales Tax Act as it exists at present, although 
broadly speaking the system is mainly multi-point, in 
regard to certain articles two-point system has been 
adopted, under which the tax is collected at the first 
and last stage in the series of transactions. 

Dissimilarities in Rates: 

Dissimilarities in rates are also conspicuously 
observed in the sales tax legislations of the various 
States. The rates generally vary from 6 pies in the 
rupee in certain States like Bengal, Assam and Delhi 
to 3 pies in the rupee in other States like Bombay, 
Uttar Pradesh, Madras, Orissa and Travancore-Cochin. 
Further, two sets of rates are levied in some of the 
States. States like Bombay, Madras, Madhya Pradesh, 
Assam levy two sets of rates side by side, viz., ordinary 
rate applicable to the sale of all goods and the special 
rate applicable to what are called ‘ luxury goods ’. 
Again, whereas in East Punjab the rates are left to be 
fixed by Government, in Bihar, the same are laid down 
from year to year by the Annual Finance Act. In 
Madhya Bharat the Act only lays down the maximum 
and minimum rates, leaving it to the Executive Autho¬ 
rity to fix the annual rates from time to time. 

Disparity in turnover limit: 

Another point of disparity is in respect of fixation 
of turnover limits for the liability to tax and registra¬ 
tion for the purpose. In some of the States two turn¬ 
over limits are fixed for the various kinds of dealers, 
a lower limit being fixed in the case of manufacturers, 
processors and importers and a higher limit in the case 
of dealers other than manufacturers and processors ; in 
other States the same turnover limit applies to all kinds 
of dealers. The turnover fixed for importers and manu¬ 
facturers and processors is generally Rs. 10,000, 
although in a few States it is Rs. 5,000. The turnover 
in the case of other dealers varies between Rs. 5,000 
and Rs. 30,000. 

Divergence in policy in regard to exemptions: 

Divergence in policies is also noticeable in respect 
of exemptions from the sales tax levy. Whereas in 
certain States industrial raw materials like cotton, coal, 
iron and steel are taxed, they are exempt in other States. 
Again, while supplies made to Government Departments 
and Public Utility Undertakings are free of tax in 
some States they are liable to tax in other States. 

Need for Uniformity: 

The disparities in the sales tax policies followed by 
different States as above and the harmful effects of 
the same on the economy of the country as a whole 
emphasize the need for steps being taken to bring 
about as large a measure of uniformity in the sales 
tax policies as possible. As a matter of fact, the 
question of uniformity in sales tax policies has been 
engaging the attention of the Government of India for 
the last more than five or six years. This question was 
discussed at several important Conferences such as for 
instance the Finance Ministers’ Conference held under 
the auspices of the Central Government. Various sug¬ 
gestions and proposals made at the Conference were 
discussed and considered but so far these discussions 
have not brought about any tangible results in the 
direction of uniformity in the sales tax policies. One 
main reason for this state of affairs is the reluctance 
on the part of some of the States to surrender their 
right of making such changes and modifications in the 
sales tax policies as would be necessary for getting the 
revenue required by those States from this flexible 
measure of tax 

It is significant to note here that a suggestion was 
made at the Industries Conference, which was held in 
the year 1947, that the Central Government should 
collect the tax on a uniform basis and distribute the 
proceeds therefrom to the States on some agreed 
formula. Under the Constitution, sales tax is a sub¬ 


ject coming within the competence of the States and 
it is, therefore, onlj the States who can legislate in 
respect of this lev 3 . The centralisation of the tax 
would, therefore, necessitate the amendment of the 
Constitution. It is, however, a moot point whether in 
view of the anxiety of the States to retain this source 
of revenue within their exclusive jurisdiction, the 
States would be agreeable to the suggestion of amend¬ 
ing the Constitution so as to enable the Centre to legis¬ 
late for the levy of tax on the sale or purchase of 
goods in the various States. Looking at the question 
from the practical stand-point, therefore, it may be 
suggested that sales tax may be allowed to be continued 
as a State levy but that an attempt should be made to 
bring about a maximum degree of uniformity in regard 
to the major aspects of the sales tax policies followed 
by the different States. In this, a large amount of 
responsibility rests on the Union Government and it is 
upto them to take the necessary initiative in the matter. 
There are certain aspects of sales tax on which uni¬ 
formity is greatly desirable from the point of view of 
maintaining the economic cohesion of the_ country and 
avoiding the harmful effects of the divergent policies 
followed by the vajious States. 

As a matter of fact, with the advent of the new 
Constitution, uniformity was expected in respect of 
two important aspects of sales tax, viz., list of exemp¬ 
tions and the transactions in the course of inter-State 
trade and commerce. In actual practice, however, 
these expectations have not been realised. 

Exemptions: 

Clause (3) of Article 286 of the Constitution lays 
down that “ no law made by the Legislature of a Stare 
imposing or authorising the imposition of a tax on 
the sale or purchase of any goods as have been 
declared by Parliament to be essential for the life of the 
community should have effect unless it has been reserv¬ 
ed for the consent of the President and has received 
his assent ”. Although the necessary legislation under 
this provision of the Constitution has been passed by 
the Central Government, the much desired uniformity 
in regard to exemptions has not been achieved. It is 
sc because the Central Legislation, viz., the Essential 
Goods (Declaration and Regulation of Tax on Sales or 
Purchase) Act contains a provision whereby the prohi¬ 
bition provided in the Act on the powers of the Stale 
Governments to levy sales tax on the essential articles 
does not apply in the case of levies which were already 
existing prior to the passing of the Act. It will thus 
be seen that the Siates which were levying sales tax 
on the ‘ essential articles ’ immediately before the 
passing of the Act have been allowed to continue those 
levies in spite of tie fact that the goods in question 
are of an essentia] nature. This provision has seriously 
detracted from the value of the above central measure 
as a useful instrument for bringing about uniformity 
in regard to an important aspect of sales tax. 

Inter-State Transactions: 

As regards inter State transactions, it was expected 
that with the coming into force of the new Constitution, 
the perplexities and confusion created by the divergent 
policies followed by the various State Governments in 
regard to the levy of tax on transactions of an inter¬ 
state character wou d come to an end. In actual prac¬ 
tice, however, the ccnfusion has been worse confounded. 
The provisions of the first two clauses of Article 286 
of the Constitution are as under: 

“ 286 (1) No law of a State shall impose, or autho¬ 
rise the imposit: on of a. tax on the sale or purchase 
of goods where such sale or purchase takes place 
(a) outside the State : or (b) in the course of the 
import of the goods into, or export of the goods 
out of, the terr.tory of India. 

Explanation—-For the p.urpqse of sub-clause (o), 
a sale or purchase shall be deemed to have taken 
place in the State in which the goods have actually 
been delivered as a direct result of such sale or 
purchase for the purpose of consumption in that 
State, notwithstanding the fact that under the 
general law relating to sale of goods the property 
in the goods has by reason of such sale or purchase 
passed in another State. 

(2) Except in so far as Parliament may by law 
otherwise provide, no law of a State shall impose, 
or authorise the imposition of, a tax on the sale 
or purchase of any goods where such sale or pur¬ 
chase takes place in the course of inter-State trade 
or commerce: 

Provided that President may by order direct that 
any tax on the sale or purchase of goods which was 
being lawfully levied by the Government of any State 
immediately before the commencement of this 
constitution shall, notwithstanding that the imposi¬ 
tion of such tax is contrary to the provisions of 
this clause, continue to be levied until the thirty- 
first day of March - 1951.” 

The Article seeks to restrict the powers of the State 
Governments to levy tax on the sale or purchase of 
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goods where such sale or purchase takes place outside 
the State concerned or in the course of import of the 
goods into or their export outside the country. The 
Article also seeks to prohibit the State Governments 
from levying purchase or sales tax on transactions in 
the course of Inter-State trade and commerce. The 
provisions in question are, however, so clumsily worded 
that they have lent themselves to varying interpreta¬ 
tions with the result that different State Governments 
interpreted them in such a manner that the levy of 
sales tax on inter-State transactions has continued in 
some form or other. This led to unnecessary contro¬ 
versy and litigation causing inconvenience and hard¬ 
ship to the merchants and traders who are engaged 
in such transactions. 


The legal position of inter-State transactions vis-a-vis 
the Constitution has now been finally decided by the 
Supreme Court in their judgment in the Bombay Sales 
Tax Case. The Supreme Court has decided that Arti¬ 
cle 286(1) (a) read with Explanation thereunder pro¬ 
hibits tax on sales or purchases involving inter-State 
elements by all States except the State in which the 
goods are delivered for purposes of consumption therein. 
In other words, as regards inter-State transactions, the 
Supreme Court is of the opinion that it is only the 
State in which goods are actually delivered for the 
purpose of consumption therein is competent to levy 
sales tax on such transactions to the exclusion of all 
other States. Thus, for instance, if a merchant in 
Bengal delivers goods to a merchant in Bombay for ihe 
purpose of consumption in Bombay, as a direct result 
of the sale, the Government of Bombay is only com¬ 
petent to levy sales tax on these transactions. Although 
this Supreme Court decision has clarified the position 
of sales tax in regard to inter-State transactions, it 
has created a number of difficulties of a practical nature. 
Following the judgment of the Supreme Court, various 
State Governments have served Notices on the dealers 
in other States supplying goods to the parties in their 
own State calling upon them to produce their books 
of account relating to their sales to the parties in 
their own States and to pay the tax under their own 
sales tax legislations on the same. This has caused 
great deal of hardship and inconvenience to the mer¬ 
cantile community. In the first place, if the sales tax 
law of one State is made applicable to the dealers 
residing in other States, it would mean that the latter 
will have to be thoroughly conversant with the sales tax 
laws of all the States to which they are supplying goods 
and keap themselves informed of the changes that are 
made thereunder from time to time in order to ascertain 
their exact liability under the sales tax legislations of 
the States concerned. As a matter of fact the commerci¬ 
al community is finding it difficult to observe the formali¬ 
ties laid down under the Sales Tax Act of the State in 
which their places of business are located. If they are 
simultaneously brought with the purview of a number 
of sales tax laws, it would greatly add to their hard¬ 
ship and inconvenience. 


Secondly, the other implication of the applicability 
of the sales tax legislation of one State to outside dealers 
would mean that they will have to submit their account 
books before the Sales Tax Authorities of not only 
various States but of different areas in all those States. 
Again, the dealers will have to keep and maintain their 
accounts in a manner required by the sales tax laws 
of the various States. This will particularly inflict a 
great hardship on the dealers. 


Sales Tax on Exports : 

As will be seen from the provisions of Article 286 
quoted above, the Constitution seeks to restrict the 
powers of the State Governments in regard to the levy 
and collection of sales tax on the sale or purchase of 
goods, where such sale or purchase takes place in the 
course of import of the goods into or export out of 
India. The exact implications of these provisions were 
the subject-matter of a judgment given sometime back 
by the Supreme Court, in the appeal preferred by the 
United State of Travancore & Cochin from the judg¬ 
ment given by the Travancore-Cochin High Court in 
what are called “ Cashew-nut Cases ”. The Supreme 
Court came to the conclusion that the implications of 
the provisions in question are as follows: 

(1) Sales by export and purchases by import fall 

within the exemption provided for under 
Article 286 (1) (b) of the Constitution. 

(2) Purchases in the State bv the exporter for the 

purpose of export as well as sales in the 
State by the importer after the goods have 
crossed the Customs Frontier are not within 
the exemption. 

(3) Sales in the State by the exporter or the im¬ 

porter by transfer of shipping documents 


while the goods are beyond the Customs 
Frontier are within the exemption assuming 
that the States’ power of taxation extends 
to such transactions. 


It will thus be seen that in terms of the judgment 
of the Supreme Court sales by a manufacturer or 
supplier of goods to an exporter for the purpose of ex¬ 
ports outside the country prior to such export does not 
fall within the exemption provided for in Article 286 
of the Constitution. 

Directions of Reform: 


The need and importance of attempts at uniformity 
in sales tax policies has been pointed out above. The 
steps in respect of which such uniformity is desirable 
and the steps to achieve the same may now be indicated. 
Firstly, the basis of tax should be uniform. From all 
considerations, it would appear that single-point basis 
is the most suitable form of sales tax that can be 
adopted by the States. 


Comparison of the effects of the two main systems of levy : 

There are two main systems of sales tax, viz., the 
single-point and the multi-point. The multi-point basis 
of sales tax is an inequitable form of taxation and its 
cumulative incidence on trade and industry is very 
heavy. Under the multi-point system of sales tax, the 
tax is levied at each and every stage through which the 
commodity changes hands. This, therefore, adds to the 
cost of the supplies of raw materials, components and 
other articles required for manufacturing and proces¬ 
sing purposes, thus raising the cost of production of 
the finished article. In the result, multi-point system 
of sales tax weakens the competitive capacity of the 
finished products of one State as against the products 
of the other State where the single-point system is in 
vogue. Under the single-point system, tax is generally 
levied and collected at the retail stage, i.e., when the 
goods are sold either to unregistered dealers or to the 
consumers directly, the earlier sales, i.e., sales between 
one registered dealer and another registered dealer 
being free of sales tax. Sales of goods by registered 
dealers to the manufacturers and processors would, 
therefore, naturally be exempt from the sales tax levy. 
The manufacturers and processors who are registered 
under the Act are, therefore, in a position to make 
their purchases of raw materials and other goods 
required for their manufacturing and processing acti¬ 
vities without any sales tax. As regards the manu¬ 
facturers who are not registered under the Act by 
virtue of their turnover being less than that laid down 
for the purpose of tax liability and registration, sales 
by registered dealers to such manufacturers will attract 
the tax, the transaction being one between a registered 
dealer and another unregistered dealer. Sales of the 
finished products by such unregistered manufacturers 
will, however, not attract the sales tax as the Sales Tax 
Act does not bring within its purview unregistered 
dealers. On the whole the manufacturing cost of the 
various products does not, therefore, rise directly on 
account of the sales tax under the single-point system. 
From the point of view of manufacturing costs, there¬ 
fore, the single-point system is decidedly preferable to 
the multi-point basis. 


Disparity in incidence of tax under the two systems: 

The incidence of sales tax on various articles under 
the single-point system is the same, whereas it varies 
under the multi-point system, according to the nature 
of the article. On an average, an article is supposed 
to change hands three or four times. There are, how¬ 
ever, certain articles which change hands even a larger 
number of times. Such articles will, therefore, bear 
larger tax burden under the multi-point system. 


Effect on Organisational arrangements of Trade : 

The multi-point system disturbs the organisational 
arrangements connected with the handling of trade. 
Goods pass through various traditional channels or 
agencies handling trade in successive stages, such as 
the manufacturer, the importer, wholesaler, semi¬ 
wholesaler, sometimes an agent, the retailer and the 
shop-keeper or the vendor. In the anxiety to reduce 
the price-spurt consequent on the frequency of changes 
through the above traditional channels, there is a ten¬ 
dency for reduction in the number of stages which in¬ 
evitably leads to the displacement of trade channels. 
This was one of the main reasons for the strong oppo- 
sion of the commercial community of this State to the 
introduction of the multi-point system of sales t&x in 
the State by the Government of Bombay last year. 
The apprehensions entertained by the mercantile com¬ 
munity on this score seem to have been borne out by 
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facts. There are complaints from various sections 
about the tendency on the part of the manufacturers 
or the importers to eliminate the traditional inter¬ 
mediary channels and reach the consumer directly. in 
order to avoid the incidence of sales tax that would* be 
required to be paid it the goods were allowed to pass 
through the traditional channels. 

Effect on Exports: 

Under the single-point system, just as there is an 
automatic exemption of goods and materials required 
by manufacturers in their manufacturing and processing 
activities, there is a similar automatic exemption under 
that system for goods purchased for the purpose of 
exports outside the State limits. No such automatic 
exemption, however, obtains under the multi-point sys¬ 
tem. On the contrary, it being the principle of multi¬ 
point sales tax that tax would be attracted at each 
stage in the series of transactions, the cost of the articles 
which are bought for the purpose of exports outside 
the State limits goes on increasing with every addition 
in the number of links. In the context of the export 
drive which our country has launched with a view to 
retaining the markets which have been captured during 
some time past and to capture new export markets if 
possible, it is very essential to see that the competitive 
capacity of our export products is not affected adversely 
in any way. Further, it is a patent fact that there has 
been recently a shift in the world markets and these 
markets have now changed from sellers’ to buyers’ 
markets with the result that our export products have 
to meet with increasing consumer’s resistance in the 
foreign markets. It is, therefore, of the utmost im¬ 
portance that the tax burden on our exports is kept at 
the minimum level possible. From this point of view 
also, it would appear that multi-point sales tax is not 
a desirable form of sales tax. 

Effect on Trade: 

It has been pointed out above already that multi¬ 
point sales tax leads to the elimination of the inter¬ 
mediary traders. The manufacturers and the processors 
as also the consumers, instead of making their pur¬ 
chases from the dealers within the State try to procure 
their requirements of supplies and other goods directly 
from other States where single-point sales tax is in 
existence, with a view to avoid the consequence of tax 
that would be payable if the goods are purchased from 
the internal sources. This inevitably leads to the di¬ 
version of the trade from the dealers in the State where 
the multi-point system exists to the dealers in other 
States. 

Concealment of tax liability under the multi-point system : 

Under the single-point system, the buyer or the con¬ 
sumer knows the exact extent of the tax burden. 
Under the multi-point system, he would have no direct 
and exact knowledge of the incidence, as he has no 
method of checking up the previous tax borne by the 
article purchased by him. He might feel that the price 
quoted to him minus the tax is the price of the goods 
and on that account might feel that the price charged 
to him is unduly high. 

Administration and enforcement of the Act: 

Under the single-point system of sales tax, manufac¬ 
turers and wholesalers who generally carry on transac¬ 
tions only with registered dealers have not pay any 
sales tax, sales between one registered dealer and 
another registered dealer being tax-free. Secondly, 
although such manufacturers and dealers are required 
to be registered under the Act by virtue of their turn¬ 
over being above the limit prescribed for the_ purpose 
of registration, they can get a general exemption from 
the requirement of having to make returns of their 
turnover. The manufacturers and dealers are, there¬ 
fore spared a great deal of formalities to be observed 
under the sales tax law. Under the multi-point system 
of sales tax, however, sales tax being charged on every 
stage of transaction, even manufacturers and whole¬ 
sale dealers having transactions with registered dealers 
only have also to pay sales tax and they have to observe 
all the formalities in connection with the payment of 
tax and the filing of periodical returns. The work of 
the Sales Tax Department also is greatly minimised 
under the single-point tax, owing to the fact that the 
number of assessees under the single-point system is 
smaller than under the multi-point system. The multi¬ 
point system, therefore, would require a larger number 
of staff than under the single-point, thereby increasing 
the administrative expenditure. 

From the above discussion about the merits and 
drawbacks of the two systems of sales tax, viz., the 
single-point and the multi-point sales tax, it will be 
seen that the former is preferable to the latter in many 
respects. It would, therefore, be appropriate to sug¬ 
gest that all the States should levy and recover sales 
tax on the basis of single-point levy. 

Secondly, there should be, at least, some uniformity 
in regard to the rates levied in the various States. As 


has been already pointed out above, the varying rates 
result in unequal distribution of the burden of sales 
tax on the trade and commerce of the various parts of 
the country and leads to diversion of trade and industry 
from areas which have higher tax burden to the areas 
with less burden. In order to obviate this tendency, 
it will be necessary to see that the disparities in the 
rates of taxation are not wide. It will be reasonable 
to suggest that one way of reducing the tax burden on 
the industry and bringing about uniformity in regard 
to rates will be to place a ceiling on the maximum 
rates that can be levied by the States. 

Thirdly, there should be a uniform list of articles 
to be exempted from the sales tax levy. As has been 
pointed out above, The Essential Goods (Declaration & 
Regulation of Tax on the Sale and Purchase) Act 
passed by the Union Government under the provisions 
of Article 286(3) of the Constitution permits the conti¬ 
nuance of the levy of sales tax on the ‘ essential goods ’ 
by the States which were having such levies prior to 
the commencement and enforcement of the Act. This 
provision is acting as a serious handicap in the way of 
attainment of uniformity in regard to an important 
aspect of sales tax and it is imperative to take early 
measures to modify the provisiQns of the Act. so as 
to preclude all States from levying sales tax on goods 
which are declared as ‘ essential ’ and enumerated in 
the Schedule appended to the Act. The Essential 
Goods Act only lays down certain articles which are 
essential for the life of the community. There are also 
other articles which require to be exempted from the 
levy of sales tax on other considerations. The main 
industrial raw materials, for instance, like iron, steel, 
cotton, cement, coal, oilseeds and oils, etc., should be 
included in the Schedule of exemptions. The exemp¬ 
tion of such main industrial raw materials is most 
essential from the point of view of minimising the tax 
burden on the industries and enabling them to reduce 
the cost of production of the finished articles. Another 
principle that should be borne in mind in regard to the 
drawing up of the Schedule of exemptions is that all 
such goods as are subject to other taxes should be 
free from the levy of the tax by the States. Articles 
like tobacco, matches, vanaspati products, etc., which 
are subject to the central excise duty should be out¬ 
side the purview of the sales tax levied by the States, 
since the imposition of the sales tax on these articles 
would mean subjecting these article to double taxation 
and result in increased burden on the consumer. 

Fourthly, no sales tax should be imposed by any 
State on goods going outside the State limits, both to 
the destinations in the Indian Union and to the overseas 
destinations. The sales tax legislations of all the States, 
therefore, should contain a provision laying down that 
sales tax should not be levied on any goods going out¬ 
side the State limits. The provision should be clearly 
worded and there should be no scope for doubt about 
its implications. Furl her, it is necessary to point out 
that goods going outside the country should not bear tax 
at any point, as otherwise, the competitive capacity 
of our exports is weakened vis-a-vis similar products 
coming from other sources in the foreign markets. The 
provisions of the Constitution in question which, as 
already stated, have led to a great deal of confusion 
and difficulties of a practical nature should be suitably 
amended at an early date. The problem created by 
the interpretation by the Supreme Court of the provi¬ 
sions of the Article in relation to inter-State transactions 
particularly requires to be solved as expeditiously as 
possible, as in the wake of that judgment, various 
State Governments lave issued notices on outside 
dealers asking them to produce account books before 
their Sales Tax Authorities and to pay sales tax on 
the goods supplied by them to the parties in their own 
States, and this is causing serious inconvenience and 
hardship to the dealers. 

Finally, it is necessary to emphasize the need for 
making the Sales Tax Law very simple so as to make 
it easily intelligible to all those who are affected by 
it. As the obligations in respect of sales tax have to 
be discharged by a large number of merchants and 
traders who normally do not have elaborate organisa¬ 
tional facilities, it is necessary to stress the importance 
of making the tax structure and the formalities pres¬ 
cribed thereunder so as not to cause difficulties of a 
practical nature in its actual implementation. The 
sales tax legislations of some of the States are of a 
very complicated naiure. The present Bombay Sales 
Tax Act, for instance, and the formalities prescribed 
thereunder have been found to be irksome in actual 
working and the dealers are not in a position to find 
their exact liability with ease under the provisions of 
the Act. The scheme and structure of sales tax em¬ 
bodies in the Bill recently introduced by the Govern¬ 
ment of Bombay in the State Legislature and referred 
to the Select Committee is still more complicated than 
the scheme and structure contained in the present Act 
The Bill envisages as many as six levies such as Sales 
Tax General Sales Tax, Purchase Tax, Outside Goods 
Purchase Tax, Special Goods Sales Tax and Special 
Goods Purchase Tax. The Bill, broadly speaking, seeks 
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mainly to provide for the imposition of sales tax at 
two points. The provisions prescribed for the purpose 
of ensuring the two-point levy are further of an intri¬ 
cate nature and will create hardships and difficulties 
in actual working. The point that must be noted, in 
this connection, is that as Sales Tax Law is of a general 
application and brings within its purview a large num¬ 
ber of smaller dealers who do not have the organisa¬ 
tional set-up to understand their exact obligation and 
liability under the law, it should be as simple as possi¬ 
ble. The levies prescribed under the law should be 
very few and the procedure and formalities laid down 
in connection with the assessment and payment of the 
tax should also be simple so as not to cause any undue 
inconvenience and hardship to the dealers who are 
affected thereby. 

With these general observations, we would proceed 
to answer the questions in the Questionnaire bearing 

upon sales tax. 

Question 125.— Under the Constitution, the only sales 
or purchases which can be taxed are sales or pur¬ 
chases of goods. Do you consider that the sales tax 
should be extended to —- 


practical considerations same would appear to be very 
advantageous. But at the same time, we cannot be 
certain that such an arrangement would eliminate the 
requirement in regard to preservation of accounts, cash 
memos, etc., for the obvious reason that the turnover 
figures will have to be established before the assessing 
authorities and in the process of verification, the autho¬ 
rities would require production of such evidences as 
would establish the correctness of the turnover figures 
estimated or given by the assessee. 

Question 128.—(b) In most States there are separate 
laws governing sales tax on petrol. To what articles, 
if any, do you consider it desirable and feasible to 
extend the particular system adopted in respect of 
petrol ? 

We are not in favour of petrol being treated sepa¬ 
rately under a distinct law. We have suggested else¬ 
where that the State tax on petrol should be merged 
with the fuel tax levied by the Centre and a part of 
the proceeds from the composite levy should be distri¬ 
buted to the States on the basis of a formula linked 
to consumption of petrol in each individual State. 


(i) services, so that the tax may be leviable on 

(a) charges for services proper (e.g., bills 
from a goldsmith or a printer), (b) charges 
for both services and goods where the two 
cannot be readily separated (e.g., hotel bills) 
and (c) charges for certain types of goods, 
into the price of which service enters as a 
substantial element (e.g., paintings or photo¬ 
graphs) ; and 

(ii) transactions of sale or purchase in stock ex¬ 

changes and futures markets ? If so, please 
deal with the administrative and other issues 
which may arise in the implementation of 
your suggestions. 

We favour the continuance of the present position 
under which sales or purchase tax could be levied only 
on transactions involving transfer of goods as such. 
It is not desirable to extend the same to the services. 
The income from services wherever they are of a tax¬ 
able character or quantum bears taxes in the shape of 
income-tax. Rendering services of the kind under 
reference, even where the services are compensated by 
payment, cannot be construed as in the nature of 
transactions involving transfer of goods. We are also 
not in favour of levying sales tax in respect of transac¬ 
tions involving sale or purchase in stock exchanges 
and other forward markets. Transactions in such 
markets, over and above the taxes borne directly or 
indirectly, are subject to levy of stamp duty, the inci¬ 
dence of which has shown progressive increases in 
recent years. No additional impost in the shape of 
sales tax on such transactions would be justified. 


Question 129.—(1) In regard to a system of levy based 
on turnover, is the choice broadly limited to the 
alternatives hereinafter mentioned or is there any 
other system you would advocate ? Under the 
system you recommend would sales tax continue 
to be roughly as significant a source of State 
revenue as at present ? The alternatives referred 
to above are : 

(i) a relatively low rate of levy at each of almost 

all points of sale; few dealers excluded and 
few goods exempted (multi-point); 

(ii) a relatively high rate of levy at only one point, 

viz., the point at which a registered dealer 
sells either to a consumer or to an unregister¬ 
ed dealer; exemption from tax of sales by 
one registered dealer to another registered 
dealer; exclusion from compulsory registra¬ 
tion of a dealer below a certain limit of 
turnover; a large number of exempted goods 
(single-point); 

(iii) Various combinations of the above. 

We have dealt with the issues covered by the ques¬ 
tion in detail in our preliminary observations. We 
would only supplement the same by giving our cate¬ 
gorical view that so long as sales tax as an item of 
major taxation is continued it should be on the basis 
of single-point levy. We are also opposed to any pro¬ 
posal involving a combination of more than one basis 
of levy. 

While on this, we would also urge for the considera¬ 
tion of the Commission the desirability of substituting 


Question 127.—-As regards sales tax generally and, 
in particular, the sales tax on goods leviable by 
the States, it is sometimes argued Shat—since all 
goods sold in a State must fall within one of three 
categories, viz., (a) manufactured or produced with¬ 
in the State, (b) transported into the State from 
elsewhere in the country, and (c) imported into the 
State from abroad—an extension or increase of 
excise would serve just as well as sales tax for 
category (a), of octroi or terminal tax for category 
(b), and of customs for category (c). Do you agree 
with this view which implies that phe sales tax has 
no specific function to perform in the country’s 
system of taxation ? If not, what in your opinion, 
from the point of view of correlated tax-structure, 
is the legitimate place and scope of the sales tax 
as distinguished from that of excise, octroi and 
customs ? 


The sales tax is essentially a tax on consumption 
-rid ii is a levy which normally can be passed on to 
the consumer, who is expected to bear the incidence 
of the same If the tax burden consequent upon such 
a levy is to continue as a normal feature of our tax 
structure, we would prefer that the same should be 
continued in its present form as sales tax as a separate 
levy instead of any proposal to aggregate it by an 
extension or increase of levy such as excise, octroi or 


customs. . 

Question 128—(a) Sales tax is almost invariably levied 
by the State Governments in terms of the turnover 
of the dealer over a given period. Since a sales tax 
leviable on the individual transaction necessitates 
fairly elaborate accounts, cash memos, etc., which 
only a small proportion of dealers is equipped to 
maintain, do you agree ivith the vieiv that, in Indian 
conditions, the hulk of the sales tax is likely, for a 
long lime to come, to continue to be leviable on 
aggregate turnover as distinguished from the indi¬ 
vidual sale-price ? 

If liability to sales tax is to be determined by the 
extent of the aggregate turnover of an individual dealer 
without going into the details of the transactions which 
have -resulted in the turnover, provided the rate of tax 
is kept very low and not subjected to variations from 
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a system of purchase tax in place of the present sales 
tax. Purchase tax also ensures tax being levied only 
at one point, viz., at the last point where the goods pass 
on to the consumer. Such a proposal should be 
examined only if all the States are in favour of intro¬ 
ducing the same basis in their respective tax systems, 
eliminating altogether the sales tax. One great advant¬ 
age would be that the system of purchase tax would 
eliminate the elaborate requirements in regard to main¬ 
tenance and preservation of accounts in the form in 
which they are required to be maintained at present. 
In many of the advanced countries of the world, parti¬ 
cularly in the West, generally purchase tax is in vogue, 
there being no sales tax as such. 

Question 129.—(2) Which of the above alternatives 
would you advocate ? Please state your reasons in 
some detail, comparing merits and, demerits from 
the point of view of (a) the consumer, (b) the 
dealer, (c) industry, trade, etc., generally, and (d) 
Government. Please relate your arguments, as far 
as possible, to lessons which may be drawn from 
the actuaSl working of Sales Tax Acts in different 
States. 

(3) In particular: 

(i) As regards (a) above, do you think that the 

sales tax, or any particular form of it, leads 
to a greater burden being placed on the con¬ 
sumer than is accounted for by the proceeds 
which accrue to the Exchequer ? 

(ii) as regards (to) above, have you any sugges¬ 

tions to make regarding the simplification of 
forms, accounts, etc., and of the procedure 
generally in order to make the administration 
of the tax less burdensome to the dealer ? 
Further, having regard to the cost of main¬ 
tenance of the machinery for compliance, 
would you suggest an alternative form of 
taxation so far as small dealers are con¬ 
cerned ? 

(iii) as regards (c) above, has the imposition of the 

sales tax led to any noticeable change in 
the organisation of the trade in the country, 
especially in regard to the size of the business 

21 
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unit, location of head-offices, number of inter¬ 
mediaries, variety of the goods dealt with, 
etc. ? 

(iv) as regards (d) above, please examine the 
financial and administrative aspects, includ¬ 
ing the scope for evasion presented by the 
particular system and the difficulty or other¬ 
wise of counteracting it. 

The issues covered by this part of the question have 
been dealt with in detail in our general observations. 
Our supplementary suggestions are that as the sales 
tax law generally affects a large number of small 
businessmen, who have not the necessary organisational 
set-up to understand the intricate provisions and re¬ 
quirements under the law and to discharge the obliga¬ 
tions in the direction of maintaining elaborate accounts, 
which necessitate guidance by experts, it is very essen¬ 
tial that the structure of the law and the detailed pro¬ 
visions thereunder should be made very simple and 
easily understandable. The administrative formalities 
should also be considerably minimised. In the ease of 
dealers whose turnover • generally does not exceed 
Rs. one lakh, the production of their normal account 
books to support their turnover figure should be deemed 
sufficient. Elaborate forms and return should be 
avoided in the case of such small dealers. Again, the 
assessments should be completed almost immediately. 
The present practice of merchants being required to 
maintain and preserve records for periods stretching 
over two and three years is found to be very onerous. 
Some of the consequences resulting from the levy of 
sales tax in the State has been discussed in our pre¬ 
liminary remarks. The displacement of the normal 
trade channels and diversion of trade from the tradi¬ 
tional centres are major consequences noticeable. We 
would earnestly urge that whatever recommendations 
are made in regard to the structure and scheme of levy 
of sales tax, the Commission would lay due emphasis 
on— 

(i) the need for uniformity both in regard to the 

basis and in regard to the other essential 
details connected with the structure. 

(ii) the importance of the scheme being simple 

and easily understandable by the ordinary 
trader, who is affected by it in a day-to-day 
manner, 

(iii) the levy being such as would be easy in the 

process of collection, 

(iv) the importance of seeing that the incidence of 

the tax is not strikingly noticeable, and 

(v) that the tax is at the stage of the ultimate 

consumer, for sales tax is essentially on con¬ 
sumption. 

The arrangements and the basis of the levy should 
not be such in any area as to result in the diversion of 
traditional trade from that area to another. 

Question 130. — In relation to the particular system you 

advocate : 

(i) should there be special rates of levy, higher than 
the ordinary rate, for certain articles ? If 
so, for which types of articles ? 

Broadly speaking, we are not in favour of a system 
under which there would be graded or differential rates 
for different groups of articles. Except in regard to 
articles which require to be completely exempted from 
the levy by reason of their essential character, the 
basis and rate of levy should be uniform. If for meet¬ 
ing the budgetary exigencies of a particular State it 
is found necessary to levy the tax at a higher rate on 
certain articles, then the list of articles subjected to the 
special levy should be confined to items which are 
really of a luxury nature. At present in Bombay, in 
terms of the new Bill, the special levy is to be inflicted 
on as many as 54 items, some of them of a day-to-day 
essential character, such as aerated water, sweetmeats, 
bicycles, stainless steel domestic utensils, fountain-pens, 
etc. The Central Government have declared that cer¬ 
tain articles should be considered as essential and free 
from liability to sales tax. In the same manner, if tax 
at a higher rate is deemed inevitable on certain items, 
the list of articles subjected to such a higher levy should 
be standardised by the Central Government and the 
same list should apply uniformly to all the States. 
Otherwise, the present practice of the higher rate of 
special tax leading to artificial arrangements for di¬ 
version of trade, e.g., the Bombay user buying his 
motor car from upcountry dealer will continue. 

Question 130. —(ii) Should there be special rates of levy 

lower than the ordinary rate, for certain articles ? 

If so, for which type's of articles ? 

Normally we are not in favour of more than one 
rate of levy, provided the general rate is reasonable ; 
but if the general rate is kept comparatively higher, then 
relief by way of reduced rate should be given in respect 
of items in common use entering into the daily budget 
of the poorer sections of society. It is not difficult to 
frame a list of such items meriting special treatment, 
once the policy underlying the same is agreed to. 


Question 130.—(iii) Which articles, if any, should be 
exempted altogether and why ? Please elaborate the 
principles, which, in your opinion, should underlie 
exemptions. 

The list of articles to be exempted should be uniform 
for all the States. First and foremost, goods declared 
as essential under the central legislation should, as a 
matter of course, be exempted without the present posi¬ 
tion of prior levies continuing. The main and basic 
raw materials used by industries should, as a matter 
of course, get exemption. There is also strong support 
for the point of view that articles which are subject to 
special levy by other taxation enactments, such as 
excise, special cess, etc., should be free from the levy 
of sales tax. 

Question 131.— In regard to system, rates, exemptions, 
etc., what degree o ' uniformity between the different 
States do you consider desirable and feasible ? 
Would you bring ii about — 

(i) by formal or nformal convention ; 

(ii) by central legislation promoted at the instance 

of two or more States ; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the sales 
tax in the Concurrent List ? 

(iv) by constitutional amendment so as to include 

the item of sales tax, as a whole, in the Union 
List ? In the last-mentioned case, how would 
you apportion the proceeds ? Would this 
alternative )e a practicable proposition from 
the point of view of the finances of the 
States ? 

We have already d;alt with this issue in great detail 
in our preliminary observations. Uniformity is essen¬ 
tial and should be achieved, whatever the methods 
adopted. In the light of the experience of the working 
of the sales tax in th5 different States and the attitude 
of insularity shown by some of the State Authorities, 
there is considerable force in the point of view that 
sales tax should, by a constitutional amendment, be 
made a subject under the direct control of the Union 
Government. It is not difficult to evolve a formula 
governing distribution. As in the case of the divisible 
pool of the Income-tax, the division could be on a pre¬ 
determined basis and as sales tax is a tax on consump¬ 
tion, it could be very readily suggested and agreed that 
the division should be linked to consumption. But 
from practical considerations, it is perhaps difficult to 
expect the State Governments to agree to surrender 
their right in respect of sales tax or agree even volun¬ 
tarily to transfer the same from the State List to the 
Union List. In the event of such transfer not being 
considered feasible, the other alternative should be for 
certain essential matters like the basis of levy and 
collection, the items to be exempted and sales tax on 
inter-State trade and commerce to be brought under 
central jurisdiction. Failing agreement on efforts in 
the above direction, at all events, by informal measures, 
the Central Government should take the initiative in 
creating conditions favourable for the acceptance of an 
informal convention, under which on the above basic 
and general aspects, uniformity would be secured. 

Question 132. —To what extent has any desirable uni¬ 
formity been achieved in regard to exemptions (in 
favour of “ good; essential for the life of the com¬ 
munity ") under Clause (3) of Article 286 of the 
Constitution ? What principles would you advocate 
for deciding the exemptions to be made under this 
provision of the Constitution ? Do you consider 
that the scope o ' the provision contained in Clause 
(3) of Article 286 shoidd be extended also to 
“essential. articLs ” which had been subject to sales 
tax before the n levant central enactment came into 
force ? 

Unfortunately, the spirit underlying the provision in 
Article 286(3) regarding exemption of goods “essential 
for the life of the t ommunity ” has not been properly 
observed in certain States by reason of the existence 
of a prior levy or some of the items declared as 
“ essential ” by the central legislation. We have already 
commented on this aspect in greater detail earlier. 
Essential articles which had been subject to sales tax 
before the coming Into force of the central enactment 
should also get the benefit of the exemption. 

Question 133.—(a) As regards “ sales outside the 
State", “inter-State commerce", etc., please discuss 
the adequacy or otherwise of the relevant provisions 
of Article 286 aid suggest remedies for any defects 
which, in your opinion, have _ been revealed in the 
actual working of these provisions. 

We are of the c msidered opinion that no sales tax 
should be imposed by any State on goods going outside 
the State limit, both to destinations within the country 
and overseas. The immunity from liability should ex¬ 
tend to all stages of transaction which ultimately result 
in the goods going outside the State limits. Illustrating 
the point, if, as a result of the organisational arrange¬ 
ments connected with any trade in a particular State, 
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in the process of export outside the State, such goods 
change hands more than once, successive stages of the 
transaction should all be free from liability, so long as 
the goods ultimately leave the limits of the State con¬ 
cerned. 

Another point which we would like to emphasize 
is that dealers resident in a State should not be brought 
within the jurisdiction of Sales Tax Authorities in 
another State on the ground that the destination State 
would be the State competent to levy sales tax. The 
Supreme Court Judgment in that regard has led to 
difficulties of a practical character. A dealer in Bom¬ 
bay, for instance, having transactions with constituents 
spread over the different States, is expected to conform 
to the requirements of the State laws of all such State 
Governments, get himself registered under their res¬ 
pective laws and subject his accounts to be inspected 
by the authorities of the respective States. The con¬ 
fusion resulting from such a position can be easily 
imagined. There should be some territorial limitation 
to the application of the sales tax legislation and the 
legislation of a particular State should not apply to a 
dealer in another State unless the dealer in question 
is himself trading directly or through agents in the 
State concerned. 

Question 133. —(b) Please discuss in this connection the 
desirability and feasibility of the suggestion that 
purchases only (and not sales ) should be tuxed. so 
that the tax jurisdiction of each State might be con¬ 
fined to parties residing within the State. Alter¬ 
natively, do you consider that purchases should be 
taxed in certain cases and sales in certain others ; 
if so, how and on what considerations would yon 
define the two categories ? In either case, please 
describe your 'scheme in some detail and explain the 
advantages which you claim for it. 

We have already earlier suggested the desirability 
of purchase tax being introduced in place of the_ present 
scheme of taxation on sales. Such a change is being 
suggested only if all the States agree to the substitution. 
We are also not in favour of a combination, under 
which both purchase tax and sales tax would be en¬ 
forced. By far the most important advantage under a 
scheme of purchase tax is that it would eliminate the 
complications that have been noticed in relation to 
inter-State trade, as the tax liability would be at the 
stage of purchase. It would incidentally also reduce 
administrative and procedural formalities under the 
sales tax scheme. Public reaction to these formalities 
has been quite unfavourable. 

Question 134. — Do you think that lack of uniformity 
between the States as regards the rates of sales 
tax and the methods of applying it (single or multi¬ 
ple point) has the effect of raising barriers in inter¬ 
state commerce or of inducing -uneconomic diver¬ 
sions of trade '! If so, What measures ivould you 
suggest to rectify the position ? 

The defects and drawbacks resulting from the lack 
of uniformity between the sales tax structures in differ¬ 
ent States have been discussed at length in our pre¬ 
liminary observations. The absence of uniformity has 
been one of the main contributing factors for artificial 
arrangements resulting in diversion of trade from tradi¬ 
tional centres and channels. The remedial measures 
are obvious. The system of taxation should be uni¬ 
form, the rate structure should be uniform and the list 
of exemptions should also be uniform. 

STATE EXCISES 

Question 135. —(a) In regard to State excise duties and 
the revenue therefrom, have you any comments or 
suggestions to make — 

(i) on features of importance connected with the 

system of levy of these duties in different 
States 

or 

(ii) on policies involving various degrees of relin¬ 

quishment in certain States of the revenue 
from these duties ? 

Should there, in this context, be uniformity 
between different States ? If so, in what 
particulars and to what extent ? 

So far as the State of Bombay is concerned, the 
revenue from excise has gone down substantially. In 
the peak year 1946-47, the revenue from this source of 
taxation was Rs. 9-74 crores. A decline, year by year, 
is strikingly noticeable. In 1947-48, it went down to 
Rs. 8-54 crores, in 1948-49 to Rs. 6T7 crores, in 1949-50 
to 4-09 crores, in 1950-51 to Rs. 1-07 crores, in 1951-52 
to Rs. 0 92 crores, in 1952-53 to Rs. 0-97 crores and in 
1953-54 to Rs. 1T2 crores. The largest contributing 
factor for this set-back is the impact of the prohibition 
policy. The State of Bombay and certain other States 
have given top priority to the enforcement of prohibi¬ 
tion. We are aware that in terms of our Constitution, 
State Governments are expected to endeavour to bring 
about prohibition of the consumption of intoxicating 
drinks. We also acknowledge the desirability of this 


reform on social grounds. At the same time, in the 
light of the overall picture of public finances of the 
States, we feel that the time, pace and stages of the 
enforcement of prohibition should not be in such a 
manner as to cause serious disequilibrium in the bud¬ 
getary position of the States. Economic considerations 
indicate the desirability of introducing an element of 
graduality in the present programme of enforcement of 
prohibition in the different States. There is also sup¬ 
port for the point of view that the pace and stages of 
enforcement should be linked to the programme of all- 
India application. The larger objective underlying this 
reform will, perhaps, not be realised if certain parts of 
the country alone are either completely or in selected 
regions made free from the habit, without any progress 
having been made or any proposal for such progress 
being considered in other States in the country itself. 

Question 135.—(b) Is there proper co-ordination between 
the levy of central excise on medicinal and toilet 
preparations containing alcohol, etc., and of State 
excise on alcoholic liquors ? If not, what steps 
would you suggest to ensure adequate co-ordination ? 

Considerable difficulties are experienced as a result 
of lack of co-ordination in the levy of excise as between 
the Centre and the States on the one hand and as 
between the different States on the other. The diffi¬ 
culties in that sphere were the subject-matter of expert 
scrutiny and a Committee appointed by the Govern¬ 
ment of India had gone into the question of the rates 
of duty on spirituous medicinal preparations. Apart 
from the rate and the level of the duty, the difference 
in the pace of acceleration of prohibition policy in the 
different States has led to difference in arrangements 
for use of alcohol in medicinal and toilet preparations 
and conditions accompanying their use, handling and 
movement. This is a sphere in which co-ordinated 
action is necessary and the Central Government may 
be desired to initiate efforts which would result in the 
rates of duty and the conditions governing use of alcohol 
in medicinal and toilet preparations being made uniform. 

general 

Question 136.— Do you think there is a case for vest¬ 
ing in the administration the power to alter, by 
executive order, the rates of import duties, export 
duties and excise duties ? If so, please indicate in 
what circumstances and within what limits such 
power should be exercised. 

Normally, it would be undesirable to vest in the 
executive powers for varying rates of import, export 
and excise duties. These rates should preferably conti¬ 
nue to be fixed by statute and any change in the same 
should only be on the basis of parliamentary sanction. 
The introduction of export duties at substantial rates 
during the period of war in our scheme of commodity 
taxation, however, necessitates some arrangement for 
flexibility to meet exigencies resulting from market 
changes in other countries. In the case of export duties, 
particularly where the duty acts as a disincentive for 
exports or is found to be corning in the way of increased 
exports, the executive authority should be in a position 
to bring about adjustments by immediate reductions 
whereever necessary. In the case of import duties, 
however, the executive should not have power to vary 
duties, which are of a protective character. Executive 
decisions involving variations in rates of duty should 
be placed for parliamentary approval at the earliest 
opportunity. In the case of excise duties, we do not 
envisage the necessity for provision empowering the 
executive to vary the same from time to time. 

Question 137.—Do you visualise any scope for extension 
of the field of commodity taxation as a result of the 
implementation of the Five-Year Plan ? 

As a result of the Five-Year Plan, the commodities 
liable to taxation will increase in supply and the turn¬ 
over of such commodities would also automatically in¬ 
crease. Their exports would result in larger yield of 
aggregate revenue from export duty. Apart from the 
augmentation of the overall revenue position, con¬ 
sequent upon increased supply and increased turnover, 
in the spheres of import duty and excise also, larger 
import activities necessitated by the development pro¬ 
gramme of the country would bring in larger revenue 
in the shape of customs duty ; the feasibility of levy 
of excise duty at very low rates on some new articles 
may be examined. Increased production would yield 
increased excise revenue. Beyond, therefore, the addi¬ 
tional revenue resulting from expansion of activity, 
we do not consider that there would be additional scope 
for extension of commodity taxation by new or in¬ 
creased levies. 

Question 138.— What “ luxury ’’ articles, if any, ivould 
you suggest on which commodity taxes in any of the 
various forms might be levied at specially high 
rates ? 

The term ‘ luxury articles ’ is relative. What may 
be considered as luxury in certain circumstances would 
be essential, even normally, for certain requirements 
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We are, therefore, not in favour of introducing an 
element of higher rate based on such classification of 
commodities as luxury or essential. It must not be 
overlooked that the levy of tax at almost prohibitive 


rates on items of luxury would result in a regressive 
effect on the use or consumption of such items and the 
higher incidence defeating the object in view, viz., in¬ 
creased revenue. 


PART IV.—AGRICULTURAL INCOME-TAX, LAND REVENUE AND IRRIGATION RATES. 


Tax on land is the recognised and traditional form 
of taxation since the earliest times. In fact, in the old 
days when the taxes on income and commodities levied 
at present were not at all thought of, taxes on land 
and the Poll Tax were the only sources on which the 
State had to rely for its finances. Even as late as the 
19th century land taxes contributed a major share of 
the total revenues of the countries. In recent years, 
however, with the introduction of taxes on personal 
incomes and commodities, land taxes hold a less im¬ 
portant position and they contribute a small proportion 
of the total revenues of the countries. The following 
table indicates the extent of the decreasing importance 
of land revenue in the finances of India: — 

Percentage of land revenue to the total revenue of India 


Year 

Percentage 

Year 

Percentage 

1881 

53-75 

1924 

20-75 

1894 

46-77 

1939 

15-50 

1904 

42-76 

1949 

4-05 

1914 

35-42 

1950 

4-36 


Thus, while almost all other taxes have increased 
in recent years, land revenue which used to be the 
mainstay of Government, 50 years ago, contributing 
over 50 per cent, of the total revenue of whole of India, 
has in 1949-50 contributed less than 10 per cent, of the 
State revenue and 5 per cent, of the total revenue of 
India. 

Tax on land at present comprises land revenue, tax 
on agricultural incomes and irrigation rates. While 
land revenue is the common and the prevalent method 
of levying taxes on land, agricultural income-tax is 
levied in the States of U.P., Bihar, West Bengal, Assam, 
Orissa and Travancore-Cochin. The rates of agricul¬ 
tural income-tax vary from State to State. The maxi¬ 
mum rate at which the tax is levied is 4 annas in the 
first four States but 3 annas only in Orissa. In addi¬ 
tion to the usual tax, a super-tax at the maximum rate 
of 5 annas 3 pies on incomes exceeding Rs. 25,000 per 
year is levied in U.P. The exemption limit is Rs. 3,000 
in West Bengal, Assam & U.P., Rs. 3,500 in Bihar and 
Rs. 5,000 in Orissa. The whole of the agricultural in¬ 
come of companies is taxed at the maximum rate of 
4 annas in the rupee in West Bengal and U.P. The 
Government of U.P. also levies a super-tax at the rate 
of 1 anna on the agricultural income of companies. In 
Bihar and Orissa, the companies are taxed on slab 
system on the same basis as individuals. In Assam, the 
agricultural income of companies has two slabs only, 
viz., income below Rs. 10,000 is taxed at 2 annas and 
6 pies in the rupee and income above 10.000 rupees at 
a rate of 4 annas. 

The contribution of irrigation rates is insignificant 
at present, but with the completion of the various irri¬ 
gation projects, this source of revenue offers a good 
scope for increased income for supplementing the gene¬ 
ral revenues of the States. 

Taxes on land do not affect the commercial com¬ 
munity directly. In the wider sphere of public finance, 
however, all taxes are interrelated and, therefore, to 
the extent that agricultural taxes affect the general 
revenues of the country, they have an indirect bearing 
on the commercial community. Thus, changes in the 
agricultural taxes do affect the general revenues of the 
country and its impact is bound to have repercussions 
on the taxation structure as a whole. This, in turn, 
would necessitate the changes in taxes on incomes and 
commodities with which the business and industrial 
community is directly concerned. Without going into 
the matter of relative details, therefore, we would like 
to confine here to certain aspects concerning overall 
policy of agricultural taxation. 

As stated earlier, land revenue which is a common 
form of taxation on land, has lost its significance as a 
source of contributions to the State Exchequer. For a 
number of years, the revenue from this source has re¬ 
mained more or less static. Other taxes like income- 
tax, sales tax, customs duties, etc., have been increas¬ 
ingly resorted to whenever the Government is con¬ 
fronted with financial stringency. The scope for in¬ 
creased revenue from land requires to be scientifically 
investigated. Besides strengthening the finances of 
Government, it will also, to some extent, correct the 
main defect of the existing structure of taxation of 
our country, viz., very narrow range of population 
made to bear a relatively heavy burden of taxation 
In recommending this we are supported by no less an 
authority than the Planning Commission, whose obser¬ 
vations on the point bear repetition. 

“ A striking feature of the present structure of 
taxation in India is the relatively narrow range of 


population affected by it to any appreciable extent. 
About 28 per cent, of the total tax revenue comes 
from direct taxation which directly affects only 
about half of 1 per cent, of the working force in 
the country, estimated at 133 million in 1948-49. 
Another 17 per cent, is accounted for by import 
duties, a considerable part of which is derived from 
taxation of commodities like motor vehicles, motor 
spirit and oils, high quality tobacco, silk and silk 
manufactures, liquors and wines, etc., which effect 
but a relatively small section of the population. 
A large proportion of the excise duties on tobacco 
and cloth, which yield about 8 per cent, of the total 
tax revenue, is also probably paid by the limited 
number of consumers who use better varieties. 
Given the structure of incomes in the country, it is 
of course inevitable that the coverage of direct 
taxation should be narrow ; it is also right that an 
element of progression should be introduced 
through higher taxes on commodities which, rela¬ 
tively to the general pattern of consumption of the 
community, may be regarded as luxuries. In fact, 
ways and meant for raising the revenue from this 
source must be constantly explored. But if as 
much as one-third or more of the total tax revenue 
is derived _ from certain limited strata of society, 
it is implied tl at the burden of taxation spread 
over the rest oj the community is correspondingly 
lighter and tha relatively small increases in the 
rates of taxaticn on the latter will help to add 
significantly to total tax revenue.” 

Stating that it was a taxation on land which in 
Japan provided the initial resources required for deve¬ 
lopment, the Planning Commission further observed 
that: 

“ In recent years prices have moved in favour 
of primary commodities and, since, in most parts 
of the country, land revenue has not been raised 
upwards, the burden of this tax has been consider¬ 
ably lightened. It is reflected partly in the fact 
that land revenue contributes at present only about 
8 per cent, of the total tax revenue as compared 
to about 25 per cent, in 1939. The rise in agricul¬ 
tural prices has, however, benefited significantly 
only producers with sufficiently large marketable 
surpluses; it is also true that costs of production have 
gone up in many cases. The improvement in prices 
cannot therefore by itself be made the basis for a 
substantial upward revision of the tax on land. 
But within the context of a development programme 
designed as much to raise agricultural prosperity 
as to promote all-round economic development, a 
programme towards which all sections of the com¬ 
munity have tc contribute to the maximum extent 
possible, there s a case for moderate upward revi¬ 
sion of land revenue. . . . Betterment levies design¬ 
ed to draw into the public exchequer, a proportion 
of the capital Jains that accrue to private parties 
as a result of development are a recognised device 
for strengthening public savings.” 

The shift in prices, resulting in more benefits to the 
agricultural class ihan the industrial and commercial 
community has become more pronounced in recent 
months. 

The case for an jpward revision of land revenue is on 
strong ground. The Indian Taxation Enquiry Com¬ 
mittee, as early as 1924, had pointed out that too light 
assessments are no'; in themselves very much conducive 
to agrarian progress. On the contrary, “the lightness 
itself has aggravah d evils since it has had the result of 
converting many a land-holder who would have had to 
cultivate his land if the State share had been larger, 
with the rent-receiver living on the proceeds of another’s 
labour ”. 

We are, therefore, of the considered opinion that a 
general increase in the rates of land revenue is both 
justified and necessary in the context of the present 
search for additior al sources of revenue. Again, those 
settlements which are already due for revision should be 
reassessed and increased yield from land revenue as a 
result of an upward revision of the assessments should 
be secured. It would be reasonable to provide that a 
part of the increased value of land as a result of the 
implementation of the irrigation schemes should accrue 
to the benefit of the State which is incurring the expen¬ 
diture in financing the schemes. This could be done by 
the levy of betterment tax, irrigation cess or water cess. 
Possibilities of imposing surcharges on irrigation rates 
based on crop values for the purpose of financing pro¬ 
jects of a local character may also be considered. On 
the question of agr icultural income-tax, while in the past 
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nformed opinion was in favour of removing the anomaly 
nd making agricultural income subject to direct taxa- 
ion, we are inclined to feel that in the context of the 
ar-reaching reforms on land tenure now undertaken by 
he different State Governments resulting in the elimina- 
ion of large holdings, perhaps, the question of the levy 
>f agricultural income-tax is of less significane. In any 
;cheme of taxation of agricultural income, the exemp- 
ion limit has to be higher. The land tenure reform 
jolicy would preclude chances of indefinite continuance 
>f large holdings and consequently large incomes from 
igricultural sources to individual owners will also come 
o be eliminated. In that view of the case, we feel that 
he case for levy of direct taxation on agricultural 
ncorne has not the same significance and importance in 
he altered conditions envisaged, and we are, therefore, 
nclined to the view that such increased revenue required 
:o be secured from land should be on the basis of 
increase in the rate of land revenue. 


PART V.—FINANCES OF THE STATE OF BOMBAY. 

Before dealing with the question relating to other 
State Taxes in Part V of the questionnaire, we would 
like to make some general observations on the overall 


financial position of the State of Bombay so as to 
emphasize the aspects concerning increase of expendi¬ 
ture in the State, the consequent increase in the level 
of taxation and steps necessary to bring about an 
improvement in the overall financial condition of the 
State. For a period of 15 years beginning from 1921/22 
to 1936 the Government of Bombay had a budgeted 
expenditure closely adjusted to a budgeted revenue, the 
successive years ending with either a nominal surplus 
or a deficit which was not of a big magnitude. From 
1935/36 the finances of the State indicated signs of 
recovery. It was in that year that Government passed 
the Motor Vehicles Act, 1935, which yielded substantial 
additional revenue. The period immediately following 
saw quick changes in the taxation policy of the 
State. In the year 1938/39 a number of new or 
additional taxes were levied such as increased electri¬ 
city duty, increased Court Fees, sales tax on tobacco, 
enhancement of tobacco licence fees and increased tax 
on betting. In the year 1939/40 Government decided 
upon the introduction of Prohibition. In order to make 
up the loss in revenue on this account, a number of 
new imposts were decided upon, the chief among them 
being the Urban Immovable Property Tax and Sales 
Tax on petrol. Then came the war years. The general 
financial position of the State of Bombay during war 
years is indicated by the following table : 


General financial position of the Government of Bombay—1940/41 to 1945/46 

(In lakhs of Rupees) 


Year 

Revenue 

Expenditure 
charged to 
revenue 

Nominal 
surplus or 
deficit 

Net transfer 
toS. D. E. 

Transfer to 

P. W. R. 
Fund 

Transfer to 
D. R. & A. 
Fund 

Actual 
surplus or 
deficit 

1940—41 . 

14,48 

13,61 

+ 87 

84 



+ 1,71 

1941—42 . 

16,86 

15,26 

+ 1,61 

87 



+ 2,48 

1942—43 . 

19,70 

17,78 

+ 1,91 

— 16 

1,40 


+ 3,15 

1943—44 . 

25,20 

21,50 

+3,70 

1,11 

1,11 


+ 5,92 

1944—45 . 

33,66 

30,61 

+ 3,03 

1,90 

4,50 

2,00 

+ 11,45 

1945—46 . 

34,96 

34,12 

+ 84 

—1,31 

5,50 

2,00 

+ 7,50 


The period witnessed rapid increase both in revenue Avoidance Fund. During the period of the war Govern- 
and expenditure. Substantial amounts were transferred ment accumulated a total revenue surplus of more than 

to the Special Development Fund and the Post-war Rs. 32 crores. The sub-joined table indicates the posi- 

Reconstruction Fund and the Debts Redemption and tion for the period thereafter : 


General financial position of the Government of Bombay since the year 1946/47 


(In lakhs of Rupees ) 


Year 

Revenue 

Expenditure i 
charged to | 
revenue i 

Nominal 
surplus or 
deficit 

Net transfer 
to S. D. F. 

Tranfer to 
P. W. R. 
Fund 

Transfer to 
D. R. & A. 
Fund 

Actual 
surplus or 
deficit 

1946—47 . 

40,17 

36,41 

+3,76 

1,55 

2,30 


+ 7,61 

1947—48 . 

43,75 

41,33 

+2,40 

— 4 

4,16 


+6,52 

1948—49 . 

49,91 

47,06 

+2,85 

— 12 

1,70 


+ 1,03 

1949—50 . 

61,53 

61,52 

+ 1 





1950—51 . 

64,31 

64,37 

— 5 





1951—52 . 

62,70 

62,58 

+ 12 





1952—53 . 

64,34 

64,34 

—3,90 





1953—54 . 

67,84 

67,76 

+ 8 






Since 1938/39 the total revenue has risen by Rs. 55,40 
lakhs, an increase of about 450 per cent. Apart from 
the phenomenal rise in the size of the provincial revenue, 
striking changes have also taken place in the composi¬ 
tion of the same. Thus, while land revenue and excise 
were the most important items of revenue in 1938/39 
contributing about 29 per cent, and 23 per cent, respec¬ 
tively of the total revenue, in 1953/54 the Sales Tax and 
the State’s share of taxes on income other than Corpora¬ 
tion Tax figure prominently, contributing about 29 per 
cent, and 19 per cent, respectively of the total earnings 
of the State during the year. 

In fact, Sales Tax, Urban Immovable Property Tax, 
Prize Competition Tax and Newspaper Advertisement 
Tax were not at all being levied in the year 1938/39 
while these taxes have proved to be lucrative sources of 
revenue to the State Government in recent years. 
Receipts on account of the excise duty have considerably 


fallen on account of the adoption of the policy of total 
prohibition. The extent of loss of revenue as a con¬ 
sequence of the policy of prohibition would be clear 
from the fact that while the excise duty receipts rose 
from Rs. 290 lakhs in 1938/39 to Rs. 974 lakhs in 1946/47 
which was the peak year, they dwindled to Rs. 112 lakhs 
only in the year 1953/54. Apart from this loss of 
Rs.862 lakhs in 1953/54 over the year 1946/47, the expen¬ 
diture incurred for the enforcement of the policy added 
a further heavy charge on revenue of the State. To 
compensate this loss, therefore, the State Government 
was compelled to resort to the fresh taxation like Sales 
Tax, Urban Immovable Property Tax, Prize Competition 
Tax, etc., and to increase the rates of existing taxes such 
as Motor Vehicles Tax, Entertainment Tax, Electricity 
Duty, etc. 

The following table gives a comparative idea of the 
main sources of the revenue of the State as in the year 













1938/39 and in 1993/54 and the extent of the increase or 
the decrease, both in respect of the individual heads and 
in regard to the overall position :— 

(In lakhs of Rupees) 


Item of revenue 

Total 

Incorue 

in 

1938-39 

Total in¬ 
come in 
1953-54 
(Budget) 

Increase 

Per cent 
Increase 
(+) 

Decrease 

(-) 

1. 

Taxes on income other 
than Corporation Tax 

30 

10,32 

10,02 

+ 3340 

2. 

Land Revenue . 

3,55 

6,67 

3,12 

+ 87 

3. 

State Excise 

2,90 

1,12 

—1,78 

— 67 

4. 

Stamp Duty 

44 

4,20 

3,76 

+ 855 

5. 

Forests . 

41 

3,21 

2,80 

+ 683 

6. 

Registration 

14 

31 

17 

+ 121 

7. 

Motor Vehicles Tax . 

45 

2,15 

1.70 

+ 378 

8. 

Entertainment Tax . 

24 

2,70 

2,46 

+ 1025 

9. 

Tobacco Duty . 

22 




10. 

Electricity Duty 

18 

2,00 

1,82 

+ 1011 

11. 

Urban Immovable 

Property Tax 


1,51 

1,51 

•• 

12. 

Prize Competition 

Tax 

•• 

13 

13 


13. 

Sugarcane Cess 

64 

42 

—22 

— 34 

14. 

Newspaper Advertise¬ 
ment Tax 

•• 

•• 


•• 

15. 

Sales Tax 


16,00 

16,00 


Total ( including other 
revenues ) 

12,44 

67,84 

1 

55,40 

+ 445 


During the 15 years since 1938/39 land revenue is 
the only source which has recorded the least increase 
and has remained more or less static. Receipts under 
land revenue rose from Rs. 355 lakhs in 1938/39 to 
Rs. 559 lakhs in 1949/50 and to Rs. 667 lakhs in 1953/54. 
The rise in the year 1949/50 over the year 1938/39 was 
mainly accounted for by the additional receipts from the 
merged areas. Some of the settlements are already 
due for revision and a proposal for a surcharge on land 
revenue was actually made in the budget last year. In 
this context, the observation of the Planning Commis- 
sion that the tax base is very narrow and requires 
widening for increasing the tax revenues, is particularly 
significant. Of the total income of Rs. 924-43 crores of 
the State of Bombay in the year 1950/51, Rs. 392-59 
crores or 42-47 per cent, are earnings of agriculture, 
animal husbandry, forestry, fisheries, mining and salt. A 
substantial part of the expenditure under the Five-Year 
Plan is also _ proposed to be spent on development of 
agriculture, irrigation and power, and rural develop- 
ment. In assessing the result of the Plan, the Planning 
Commission estimates that the largest addition to 
national output is expected to come from the agricul- 

fHwio eCti °i n ‘ in and revenue * o n the other hand, con- 
tributes only 10 per cent, of the total revenue of the 
State at present as against 29 per cent, in the year 1938/ 
39. In view of this, there is a strong case for increase 

beinv n t d hp re 'if” Ue t 1 ® a ? t ' leavin £ alone for the time 
hv iL qt ultimate decision on the question of the levy 
by the State of Income-tax on agricultural income. 

the A ve r ar V ^ 9 °/ 4 | t | h fn!? Ud f etarv P° sition of the State since 
tne year 1939/40 indicates certain trends which call for 

in the State eV and ^ of public expenditure 

yj ^ue State and the tax structure which is sustaining 

S cxp e nditu re . In the year 1938/39 the total revenue 

Rntv, eXpendlture °J the State was i ust over Rs 12 crores 
Both revenue and expenditure have gone up to over 

from SnR *fter a series^! surplus yelrs 
from 1940/41 the State Government have been con 

H r X t -t d f lth £ e position of having to make up small 
1S ft r°™ ‘ he y t ar m9/50 ' As g the deficit poshion 
IV, ,y ®?- r ls showing a progressive worsening the 

thl expedient of obliged to resfrt to 

increasing ?he rHtes^?e V sg tSJs of Sj ° r 

thltlheVate cannoTsusSihe “ntlevff ofl|S 


diture. Viewed from that standpoint, the main pro 
blem before a State like Bombay is one of efforts t 
restore budgetary equilibrium by concentrating on step 
necessary to reduce expenditure. 

The expenditure of the State on development activi 
ties, including social services, has been of the highes 
order. While in a welfare State expenditure on develop 
ment activites will have, it must be agreed, to continousl} 
expend, there are limits to the extent to which tht 
present generation can be expected to tighten up theii 
belts in the interests of future prosperity. The ideas 
therefore, of the rate of annual expansion in sucl 
development expenditure and the extent to which sucl 
expenditure, essentially of a capital nature, should be 
found from the revenue resources, will have to be revised 
and adjusted to the actual realities of the financial situa¬ 
tion confronting the State. It is, therefore, desirable to 
emphasize the need for greater degree of graduality in 
the pace and programme of implementation of the steps 
designed to achieve the objective of welfare State. 
Further, the practice of charging expenditure of capital 
nature to revenue account is highly objectionable in 
principle as well as on practical grounds. In the year 
1951/52 the Government of Bombay charged to revenue 
account an expenditure of Rs. 105 lakhs on major irriga¬ 
tion schemes, and in 1952/53 charged Rs. 100 lakhs, which 
was an expenditure of capital nature, to revenue account. 

Economy in the administrative expenditure is another 
way of strengthening the financial position of the State. 
While readily agreeing that Government had actually 
carried out, from time to time, measures designed to 
curtail avoidable expenditure, it cannot be denied that 
administrative expenditure forms a substantial part of 
the total expenditure of the State. 

We have entered into a detailed discussion of the 
budgetary position of the State of Bombay with a view 
to emphasize the importance of a detailed examination 
ot the question as to whether the present level of annual 
expenditure in the State of Bombay can be sustained 
without harmfui and permanent effects on the economy 
or the State and the people, and if the expenditure in 
its present magnitude is essential and unavoidable, to 
what extent the same could be met by alternatives to 
increased taxation, viz., by steps such as introducing a 
greater degree of graduality in the pace of develop¬ 
mental programme, and by retrenchment in civil expen- 
diture to the extent that such retrenchment is feasible 
particularly in the spheres of fresh or additional activi¬ 
ties undertaken by the State during the peirod of the 
emergency. 

OTHER TAXES (CENTRAL & STATE) 

Stamp Duties and Court Fees: 

Question 162 .—Under the Constitution — 

(1) the Union is empowered to fix the rates of stamp 

duties m respect of bills of exchange, cheques 
promissory notes,, bills of lading, letters of 
credit, policies of insurance, transfer of shares 
debentures, proxies and receipts, and 

(2) the States are empowered to fix the rates of all 

other stamp duties. 

As regards loth (I) and (2), have you any sugges¬ 
tions to make for the levy of a stamp duty where it 
is not already levied, or for an increase or decrease of 
the present rates where a stamp duty already exists ? 
flease give reasons for your suggestions. Are there 
any general principles which you would propose for 

duties™ lU reaard to the fi xati °n of rates of stamp 

As regards (2), since the rates vary from State to 
state, what degree of uniformity do you consider 

achieve it™^ ^ easible ’ and how do yoM propose to 

If possible, please estimate the net effect of your 
proposals on the revenues of States. 

The constitutional position governing the right to 
the levy of Stamp Duty is leading to anomalous results. 
In terms of entry 91 in List I, viz.. Union List, in 
Schedule VII of the Constitution Act, the rates of Stamp 
Duty in respect of bills of exchange, cheques, promissory 
notes, bills of lading, letters of credit, policies of insur¬ 
ance, transfer of shares, debentures, proxies and receipts 
win be regulated by Central legislation, whereas rates 
of duty m respect of documents other than those enumer- 

Th,t ab ,T be regu ]? ted by State legislations. 

Thus, while in the case of the former list of documents, 
the legislating authority being common, uniformity in 
the rates of duty all over the country is ensured in thp 
case of the latter widely varying rates are in force 
The basic rates of Stamp Duty were first prescribed 
by the Indian Stamp Act. After the year 1921 in 
respect of the items which came within the State juris- 

l 1 M t fa' here ^ h f Ve - been a series of sta te (Provincial) 
Acts designed to increase the rates of duty for the 
instruments within the State sphere. The enhanced 
uty varies from State to State, and instruments 

fnn?h ted c/ 1 ? stal , nped in on e State, when received in 
another State where the stamp duty is higher? is 




equired to be charged with the excess. This is another 
landicap, which requires to be avoided. Uniformity in 
•ates will remove the necessity of documents stamped in 
me State being required to be surcharged in terms of the 
itamp fee requirements in another State. 

Apart from the enhanced rates of stamp duty, some 
)f the States have also passed what are called Surcharge 
\cts, increasing the duties leviable under the Indian 
Stamp Act as amended and in force in the particular 
State, by way of a surcharge. In the State of Bombay, 
;he surcharge is at the rate of 50 per cent, of the duty 
payable ; Orissa and U. P. levy a surcharge at the rate 
3f 25 per cent, while in Bihar the surcharge is at 37J per 
:-ent. Thus, in effect the rates levied in the various 
States are much higher than the rates prescribed in the 
Schedule to the main Act, viz., the Indian Stamp Act. 
For example, on a conveyance, where the value of the 
consideration is Rs. 1,500, the duty payable, according 
to Art. 23 of the Indian Stamp Act, is only Rs. 15. But 
as a result of the surcharges imposed by the various 
States, the duties actually leviable are as follows : 


Bombay City 

. Rs. 58 plus 50% surcharge 

Ahmedabad and Poona City 

. „ 43 

„ 50% „ 

Madras 

• „ 28/8 

„ 25% „ 

M. P. and Bihar . 

. 30 


U. P. 

■ „ 28/2 

,, 25% „ 

W. Punjab 

• „ 28/2 



It is evident from the above that the duty payable in the 
different States has been increased in a substantial 
manner, the incidence being the highest in Bombay 
State, viz., nearly 6 times the rate originally prescribed 
by the Schedule to the Stamp Act. Incidentally, it may 
be pointed out that, whereas the revenue from Stamp 
Duties, judicial and non-judicial, in the State of Bombay 
in the year 1939-40 was Rs. 138 crores, it went up to 
Rs. 418 crores in the year 1950-51. 

In view of the highly varying nature of the incidence 
of the duty as between State and State, it is essential to 
secure some uniformity in the levy of Stamp Duty. The 
suggestion that the Centre alone should be empowered 
to fix the rates of Stamp Duty in respect of all kinds 
of documents is on strong grounds, in view of the 
experience of the working of the present position where- 
under the right in certain spheres is exercised by the 
State authorities. It might be argued that since some 
of the States consider Stamp Duty as an important 
source of State revenue, they should have the freedom 
to adjust the rates to meet revenue exigencies. 

We may here mention a practical difficulty experi¬ 
enced by the general public. It sometimes happens 
that the Registering authorities in a particular State 
refuse to allow admission of execution of a document, 
for example a power of attorney, drawn on a stamp 
paper of another State where the document is to be 
made use of, when presented for admission by the per¬ 
son residing within the jurisdiction of the former. This 
causes a good deal of avoidable hardship. It should be 
made obligatory on the Registering authorities to admit 
execution of documents, irrespective of the documents 
being drawn on stamp papers of any other State, pro¬ 
vided that the stamp duty required to be paid on the 
document presented for admitting execution has been 
duly paid. 

Question 163.— Certain States (e.g., Bombay ) levy stamp 
duties on transactions in forward markets. What is 
your view re : the complaint that these duties have 
tended to affect the business in these markets, parti¬ 
cularly that of the middle-class traders ? If you 
consider that the levy of stamp duty on transactions 
in these markets is a suitable and potentially im¬ 
portant means of securing revenue, what administra¬ 
tive and other measures would you suggest for the 
efficient collection of such duties ? Alternatively, in 
place of stamp duties, would you suggest some other 
form of taxation of transactions in stock exchanges 
and futures markets ? If so, please elaborate your 
suggestion. 

We would like to trace the progress of the levy of 
Stamp Duty on forward market transactions in the 
State of Bombay from time to time. Before the year 
1932, Stamp Duty was levied at the rate as. 2 for every 
Rs. 10,000 a.v. on Stock Exchange transactions. In 
April 1932, it was doubled by making the levy of as. 2 
applicable to every Rs. 5,000 a.v. and the levy at that 
rate continued till March 1938. In April 1938, it was 
again doubled by making the levy of as. 2 applicable for 
every Rs. 2,500 a.v. On 1st January 1944, a surcharge 
of 50 per cent, was added, making the rate of as. 3 
applicable for every Rs. 2,500. From 1st April 1950, 
the effective rate has been as. 2J for every Rs. 2,500, 
and even on that basis the rate is more than four times 
the rate in force when the duty was first introduced. 
Incidentally, we would like to point out that the rates 
of stamp duty in the different States for purposes of 
stock exchange transactions vary. The Bombay rate 


is the highest. This inevitably leads to a certain 
amount of diversion in activities from one centre to the 
the other. In the case of Cotton transactions, stamp 
duty was introduced in the year 1948 at the rate of as. 6, 
including a surcharge of 50 per cent, per unit of 50 bales. 
In 1949, the stamp duty was extended to transactions 
in the Bullion market, and is being recovered so far as 
Silver is concerned at the rate of as. 3, including sur¬ 
charge for every unit of 2,000 tolas, and as. 12 for every 
unit of 250 tolas of Gold. Government have also armed 
themselves with general powers to apply the stamp duty 
to transactions in the Commodity markets. 

We had in the past drawn pointed attention of the 
authorities to the consequence of the levy. We had 
stressed that the tax would prove to be a check on the 
frequency of transactions. In the light of the changes 
that have taken place, resulting in a substantial reduc¬ 
tion in the turnover in the forward markets, the claim of 
the trades, represented in the different forward markets, 
which have been successively pressing on the attention 
of Government for a review of the position as a whole, 
is on strong grounds. Forward markets have their own 
importance in the organisation of modern commerce and 
industry, and the high rate of stamp duty is understood 
to be a contributing factor for a reduction in the volume 
of business in the Stock Exchange. 

So far as cotton is concerned, the same supply of 
cotton has to pass through many stages, and under the 
present arrangement it is subjected to duty at every 
stage, with the result that the cumulative effect of the 
levy is a substantial burden. Jobbing is an important 
feature in forward markets and gives a healthy tone to 
the transactions in the markets. The duty has proved 
to be a deterrent on the frequency of jobbing transac¬ 
tions, and as a consequence the volume of the business 
has been restricted to a great extent. We would also 
like to point out that the present position and practice 
of recovering the duty on both the stages, viz., the stage 
of purchase and the stage of sale, should be changed and 
the duty should be recovered only at one stage. The 
present practice results in one and the same transaction 
being taxed twice over. The duty on bodlt transactions 
should be only 50 per cent, of the basic rate, as badli 
transactions are in the nature of a contribution of the 
original one. Under the present arrangement, a badli 
transaction is charged as an ordinary purchase or sale 
transaction. No stamp duty should be leviable on tara- 
vani or jobber transactions. The tax should apply only 
to transactions between the client and the broker. 
Taravani represents quick alternative purchases and 
sales in order to help the smooth flow of trade from the 
original sellers to the ultimate purchasers. It is neither 
fair nor equitable to levy a tax at each such stage. 
The restriction in the frequency of transactions has an 
additional disadvantage. It throws out of work a 
section of the middle-class population who were normally 
being sustained by increased activity in the exchanges. 
Question 164.— In this country, the stamp duty is ordi¬ 
narily a tax on documents which constitute evidence 
of legal rights. There are, however, certain taxes, 
such as the entertainments tax, which are sometimes 
collected in the form of stamps, and suggestions have 
been made that this system may be appropriately 
extended to the collection of taxes on the sale of 
goods or on other transactions. Do you agree with 
this view ? If so, to what taxes would you extend 
the scheme ? 

We do not consider the system of recovery by stamps 
to be a suitable method for collection of taxes on the 
sale of goods or other transactions. In such transac¬ 
tions, the liability for payment of tax arises at a pres¬ 
cribed point of time, quite after the transactions have 
taken place, as for example in the case of sales tax at 
the end of each quarter or at the end of a fixed period 
as the case may be. If payment through the medium 
of stamps is introduced, it would mean that the amount 
of tax would in effect have to be paid much in advance 
of the transaction, for the dealer would have to pay for, 
buy and keep in his possession supplies of stamps long 
before the transactions, for which tax payments have to 
be made, are effected. 

Question 165.—What are the more common methods of 
evasion or avoidance of payment of stamp duty ? 
What means of prevention would you suggest ? 

In the case of stamp duty attached to documents, 
we do not envisage the possibility or chance of any 
evasion, for the appropriate official authority would be 
checking the documents in question and impounding the 
same whenever any deficiency is noted. There are also 
provisions for penalty for under-stamped, documents. 
The Courts also do not admit documents in evidence if 
they are not properly stamped. This automatically has 
the necessary deterrent effect. In the case of transac¬ 
tions in forward markets, the high rate of stamp duty 
is leading to certain stages of the transactions being 
kept on an informal basis, so as not to attract duty. The 
remedy there is to reduce the rates of duty and thereby 
discourage the practice of certain stages of the transac* 
tion being conducted on an informal basis. 



In the case of adhesive stamps, the arrangement in 
regard to defacing of stamps should be more thorough. 
Carelessness in defacing stamps may lead to the same 
stamps being abstracted and used again. 

Question 166— The rates of Court Fees differ from State 
to State. To what extent do you consider uniformity 
in the rates desirable and feasible ? 

The rates of Court Fees differ form State to State. 
Different States have amended the Schedule to the Court 
Fees Act, and have also passed Acts imposing surcharges 
on Court Fees payable under the Schedule. As is the 
case in respect of stamp duty payable on documents, in 
regard to Court Fees also uniformity is desirable not 
only in regard to the general principles, procedure and 
method of realisation but also in regard to the rates at 
which the Fees are levied. The existence of a large 
difference in the rates as between the different States 
engenders a feeling of injustice in the person affected. 
Where a cuase of action has accrued in more than one 
State there will be a tendency to take proceedings in 
that State where the Court Fees are the lower. While 
uniformity is desirable, there may be practical difficulties 
in enforcing such uniformity. The scale of Court Fees 
may be fixed in a manner as to cover the cost of 
administering the law by the State concerned. Since 
the rate of expenses may vary from State to State, there 
are limitations to achieving general uniformity. The 
States may be required to follow the Schedule of Court 
Fees fixed by the Central Legislature, but they may be 
given power to enhance the rates or levy a surcharge 
within a ceiling fixed by the Central Act. 

Question 167 .—Have you any suggestions to make re: the 
Schedules to the Indian Court Fees Act and the rales 
of levy thereunder ? 

The Schedules to the Court Fees Act, in addition 
to providing for the fees payable in Courts, deal with 
various miscellaneous fees leviable by Revenue and 
other officers. While the rates of Court Fee payable 
in Courts should be on a uniform basis as far as possible, 
there is no justification for levying any Court Fee in 
respect of matters before Revenue and other officers, 
and the system of levying fees for such purposes should 
be abolished. It is anomalous that fees on applications 
before Customs, Income-tax and such other Revenue 
authorities7 functioning under (he Centre, should be by 
means of Court Fee stamps issued by the State 
authorities. 

TAXES ON MOTOR AND OTHER VEHICLES 

The Motor Vehicles Taxation Enquiry Committee 
have dealt with, in great detail, the defects and draw¬ 
backs of the existing scheme of taxation of motor 
vehicles. The Committee have pointed out that the 
motor vehicles taxation in India is the highest in the 
world and have traced the stages by which the various 
taxing authorities, viz., the Centre, the States and the 
Local Authorities have been imposing increasing burdens 
on the motor vehicle user from time to time. They 
also deprecate the tendency to treat motor vehicles as 
items of luxury for purposes of taxation both by the 
Centre and by the States. Under the present conditions 
of work and life, motor vehicles come in the category 
of necessities of life. The present level of taxation is 
responsible for the low per capita ownership of vehicles 
in this country. The checks on the capacity to own and 
run a vehicle imposed by the present scheme of taxation 
also throws a handicap on the growth and development 
of the automobile industry. The enormity of the budren 
can be realised from the findings of the Committee that 
the average goods lorry pays by way of Central and 
State Taxes alone twice the average earnings per ton 
mile of goods carried by rail. The existing tax incid¬ 
ence is composed of distinct or separate levies under 
the following heads or categories: 

(1) Customs and Excise duties levied by the Cen¬ 

tral Government. 

(2) Petrol tax or fuel tax levied by the Central 

Government. 

(3) State Petrol Tax, Motor Vehicles Tax, Sales 

Tax on Motor Vehicles and accessories, and 
registration and other fees levied by the State 
Governments. 

(4) Octroi duty. Terminal Taxes, Tolls, Fees, Wheel 

Tax, Vehicle Tax other than Motor Vehicles 
Tax, Road Tax, Road Cess, etc., levied by 
Local authorities. 

The Motor Vehicles Taxation Enquiry Committee 
estimated that the annual taxation on a light passenger 
car in the State of Bombay amounted to Rs. 953, on a 
medium car to Rs. 1,612, on a motor lorry to over 
Rs. 5,000 and on a bus to Rs. 6,444. Since then, the 
rate of provincial taxation was increased in Bombay in 
the year 1952 in a substantial manner. 

There is overwhelming support for the point of view 
that the presnt burden of taxation is coming in the 
way of expansion of motor transport and this form of 
transport is playing its proper role in the development 
and progress of the economy of the country. There is 


a strong case for relief and in reviewing and suggest 
ing re-adjustments in the existing basis and scheme o 
taxation of motor vehicles, the Commission wil 
naturally, give due consideration and importance to thi, 
claim for relief from the present level of taxation. 

Question 168.— Taking into account (a) the several taxes 
Central, State and Local, which affect motor trans 
port directly and business, trade „ etc., indirectly, ( b \ 
the variation in some of these taxes from region U 
region and between different categories of vehicles 
and (c) the relative financial needs of the different 
taxing authorities, both generally and, in particular 
for the maintenance, improvement and extension 
of roads, what changes, if any, would you introduce 
in the present system of motor vehicles taxation ? 
What degree of uniformity do your suggestions in¬ 
volve ? Instead of several taxes by different autho¬ 
rities, a consolidated tax has been suggested : do you 
consider this feasible ? How would you apportion 
the proceeds among the different authorities con¬ 
cerned ? 

We would advocate a uniform scheme of motor taxa¬ 
tion applicable to the country as a whole. There is no 
difficulty so far as the taxes levied by the Centre are 
concerned, because such taxes operate on a uniform 
basis. So far as the States are concerned. State taxa¬ 
tion should be confined to two heads, viz.. State Fuel 
Tax or Petrol Tax and the State Motor Vehicles Tax. 
All other taxes by the State as also by the Municipal 
authorities should be abolished. State Sales Tax on 
petrol should be merged with the Central Petrol Tax 
and collected by the latter. 

Apportionment of the proceeds of the consolidated 
petrol tax should be by a formula linked to petrol con¬ 
sumption in each State. A weightage may be given for 
meeting the requirements of underdeveloped areas and 
for assisting special road programmes approved by the 
Centre. Provision will also have to be made for com¬ 
pensating Municipal and Local authorities for the loss 
of revenue on account of Wheel Tax and Octroi and the 
basis of compensation should be linked to the expendi¬ 
ture to be incurred by such authorities for the upkeep 
of roads in their charge. 

Question 169.— To what extent and in what manner, in 
your view, should the proceeds from motor vehicles 
taxation be earmarked for road maintenance and 
development ? 

As mentioned earlier, the divisible portion of the 
proceeds of consolidated Petrol Tax should go to the 
different States in proportion to the petrol consumption 
in the respective States. The share of the proceeds of 
used only for purposes of road development. The States 
Motor Vehicles Taxation Enquiry Committee, to a non¬ 
lapsing road fund, and the money in the fund should be 
used only for purposes of road development. The States 
should also continue to contribute from the General 
Revenues for community use of roads as they have been 
hitherto doing and such contributions should also go to 
the credit of this non-lasping fund. 

Question 170.—Hare you any specific comments to make 
on the main recommendations of the Motor Vehicles 
Taxation Enquiry Committee, 1950 ? 

We are in general agreement with the main recom¬ 
mendations of the Motor Vehicles Taxation Enquiry 
Committee. In particular, we endorse the suggestions 
made therein for assisting the pace of road develop¬ 
ment. 

Question 171.—Hare you any suggestions to make regard¬ 
ing the extension of taxation to, or increase of pre¬ 
sent taxation on, users of roads other than motor 
vehicles ? How would you classify the users, what 
rates would you suggest and who „ in your view, 
should be the taxing authorities ? How would you 
dispose of the proceeds ? 

As the general tax-payer is expected to contribute 
to a moiety of the expenditure for the upkeep of roads 
for the community use of such roads, we do not con¬ 
sider that users of roads other than motor vehicles need 
be called upon to pay the soecial or additional tax. 
Suggestions have been made in the past, which sugges¬ 
tions have also received the support of the Motor 
Vehicles Taxation Enquiry Committee, that bullock 
carts, used as public carriers, should be required to pay 
a special tax for the use of the roads. 

Entertainments Tax 

Question 172.— This tax is usually levied on tickets of 
admission to entertainments or amusements, of which 
the cinema is by far the most important. In this 
regard, the Cinematograph Industry Enquiry Com¬ 
mittee considered the incidence of the tax on the 
industry too heavy. Do you agree with this view 
and, in particular, do you consider that the rates 
have reached the point of diminishing returns ? 

The Committee also suggested uniformity in the 
rate’s of duty which differ widely from State to State. 
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Do you agree with this view ? If so, how should it he 
achieved ? 

How far tvould you apply graduation in the rates 
of entertainments tax ? 

What modification in the system of levy would you 
suggest ? 

We are in general agreement with the views expressed 
by the Film Enquiry Committee that the burden of the 
Entertainment Tax on the Film Industry is very heavy 
and that the rates have reached the point of diminishing 
returns. The observations of the Film Enquiry Com¬ 
mittee equally apply in so far as the effect of the tax on 
other forms of entertainments are concerned. Apart 
from the steep progression in the rates of the tax, as 
commented by the Film Enquiry Committee, the present 
method of assessing tax on the basis of the net amount 
paid to the theatre .owner, instead of the gross amount 
paid by the public, is leading to anomalous results. For 
instance, under the existing arrangement, if an Exhibitor 
in Bombay wishes to raise his share of the admission 
price from 4 annas to 6 annas, he will have to raise the 
price of the ticket from 5 annas to 8J annas, i.e., for an 
effective increase of 2 annas in the price yield to the 
Exhibitor, the gross increase has to be of the order of 
3J annas. The rate of the tax has also been substantially 
increased between the years 1938 and 1953. In Bombay, 
for instance, for a ticket priced between Re. I and Rs. 2 
the tax was 4 annas in 1938 ; at present it is 10 annas, 
and for a ticket priced between Rs. 4 and Rs. 5 it was 12 
annas in 1938 and it is Rs. 2 at present. The effect of 
the present level of tariff is reflected in the collections 
from Entertainments Tax in the three major States dur¬ 
ing the last three years : 

Collections of Entertainments tax 


(In lakhs of Rupees) 


Year 

Bombay 

Madras 

West Bengal 

1950-51 

. 172.85 

123.89 

105.02 

1951-52 

. 177.0 

126.39 

109.77 

1952-53 

. 156.88 

119.28 

104.33 


It may also be generally stated that the burden of 
the Entertainments Tax has been, to some measure, 
responsible for the comparative elimination of the Musi¬ 
cal and Dramatic form of entertainments. We are enter¬ 
ing a period of general depression in activities and the 
set-back caused by the present level of the incidence of 
the Entertainments Tax would be more evident in the 
years to come. There is, therefore, a strong case for 
a substantial scaling down of the present rates of the 
Entertainments Tax. 

It is desirable to achieve a large measure of uni¬ 
formity in the rates of duty which, at present, vary 
widely as between the different States. In view of the 
constitutional position, the Centre should, through the 
machinery of the periodical Finance Ministers’ Confer¬ 
ences, exercise friendly and informal pressure on those 
guiding the destinies of the States to bring about uni¬ 
formity by common agreement. At any rate, the States 
must be persuaded to agree to the upper and lower 
limits of the rates of duty, as also the basis of the levy 
viz., whether it should be a specific rate or an ad 
valorem rate. If uniformity in regard to all aspects of 
details is not found possible, at least if there is agree¬ 
ment on the ceiling to be fixed and on the basis of the 
levy, a good beginning may be considered to have been 
made. 

We are not in favour of a system of graded rates. 
We share the view expressed by the Film Enquiry Com¬ 
mittee that an ad valorem basis of levy representing a 
specified proportion of the price charged for the ticket 
would be desirable. However, if, ultimately, some 
gradation is considered unavoidable, the gradation should 
also be on the basis of an ad valorem percentage rate, i.e., 
tickets upto a prescribed value bear a specified percent¬ 
age of the value as duty and tickets over that value bear 
a specified percentage of the higher value as duty. 

As mentioned earlier, the present rates of the levy 
are high and are having a regressive effect. The Film 
enquiry Committee had suggested that the tax should be 
fixed at the level of 20 per cent, of the gross takings. 
Even that rate, in our opinion, would be heavy. In the 
altered economic conditions now emerging, we believe 
that the rate should not exceed 12J per cent, of the gross 
takings for all categories of seats. 

Question 113.—What principles would you adopt in 
regard to exemptions? Should the criterion be : 

(i) character of the entertainment (e.g., educational 
film) ; 

(it) nature of object to which net receipts are applied 
(e.g., charity show); 
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(Hi) class of persons admitted to entertainment (e.g., 
lowest class of ticket); 

(iv) any other factor ? 

The general consideration which should weigh in 
determining the policy governing exemption should be 
that wherever collections from the entertainment are not 
intended for private benefit and the scope of the activity 
connected with the entertainment is not of a commercial 
character, the same should not be attracted .by the levy 
of the tax. Judged from that standpoint, (i) entertain¬ 
ment by educational films should be exempt; (ii) enter¬ 
tainment for furthering any cause ensuring to public 
benefit, e.g., assistance to charity, should be . free 
(iii) entertainments organised and conducted by Societies 
and Clubs for the exclusive benefit of their members 
should be free from tax liability, more so when the sale 
of tickets to outsiders is not intended and the right of 
admission is strictly limited to members. There are 
many Associations working in the sphere of promotion 
of art and culture, functioning for the purpose of 
encouraging and advancing the finer arts, such as music, 
dance, drama, etc. The present procedure and practice 
is that, apart from the tickets sold to outsiders on such 
occasions being taxed, the Association or the Club is 
again taxed on an assumed gate-money calculated with 
reference to the number of members who had attended 
although the entertainment might have been free for 
members. 

The present procedure in some States of attaching 
some tax liability to complimentary passes is not 
justified. However, to check the number of free 
admissions, a maximum number for a particular show 
or entertainment may be fixed. Regarding compli¬ 
mentary tickets, the position, at any rate, in Bombay is 
that such tickets are calculated for purposes of liability 
to tax. If that position is to continue, a minimum 
number of complimentary tickets should be excluded. 
Complimentary passes upto a prescribed minimum 
should be free. 

Apart from complimentary passes, even admission of 
special guests by invitation appears to attract tax. This 
is not proper. The organisers of an entertainment may 
find it necessary to invite a large number of distin¬ 
guished persons, having regard to the circumstances 
connected with the entertainment to a particular event. 
Just because general admission to such entertainment 
is by tickets, the presence by invitation should not be 
taken into account for arriving at tax liability. 

Question 174.— How important is evasion of the enter¬ 
tainments tax and what methods of evasion are prac¬ 
tised ? What steps would you take to minimise 
evasion ? Should there be a restriction on the num¬ 
ber or proportion of complimentary tickets issued ? 
Should collection be more generally by stamps ? 
From the nature of the organisation of the Cinema 
industry particularly, the scope for organised efforts to 
evade tax liability appear to be limited. There are two 
essential agencies involved in checking independently 
the collections from a show. The distributor Is 
interested in finding out the actual number of persons 
who have attended the show, for his share of the takings, 
and the same will have to be determined by reference to 
such day-to-day or periodical check. The Exhibitor, 
naturally, will not give a set of figures to the tax collect¬ 
ing authority different from that given to the distributor. 
The existence, thus, of an automatic check in the 
organisational set-up as above, reduces, we feel, the 
chances of anything like a system of organised evasion. 
Moreover, if the rates of the duty are reduced, the 
inducement to evade will also be absent. 

Question 175.— Would you suggest the extension of the 
scope of application of the tax to any other organised 
and conveniently taxable forms of entertainment not 
taxed at present? Would you recommend the exclu¬ 
sion from the scope of the tax of any kind of enter¬ 
tainment which is taxed at present ? 

All forms of entertainments which have a commer¬ 
cial significance are at present taxed. Moreover,, even 
entertainments organised by Associations, functioning 
for public benefit are also taxed. There is, therefore, 
no scope for extending the tax to more forms of enter¬ 
tainment. On the other hand, there is a strong case for 
exempting entertainments designed primarily, for the 
purpose of developing the cultural side of social activi¬ 
ties. In that category dramatic performances, and 
musical concerts particularly, when organised by non- 
profit-making bodies, should be completely exempt. 

Tax on the Consumption or Sale of Electricity 

Question 176.— A tax on the consumption or sale of elec¬ 
tricity is levied in several States in India ? Do you 
consider that this is a suitable tax and may be adopt¬ 
ed by other States ? Would you restrict it to con¬ 
sumers of energy for domestic purposes or would you 
extend it to sales for industrial uses also ? 

A direct tax in the shape of an Electricity Duty on 
the consumption of electrical energy was first introduced 
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in the State of Bombay in the year 1932, then as a tem¬ 
porary measure. It was confined to domestic consump¬ 
tion of electrical energy till the year 1948. The tax is 
since then being imposed in a number of States. Its 
incidence and scope vary fxom State to State and what 
is more, even in the same State they vary from area to 
area. The magnitude of the changes in the rate and 
scope of the levy is indicated by the fact that whereas 
in the year 1938/39 the total yield from Electricity Duty 
was only Rs. 18 lakhs, it rose to Rs. 85 lakhs in the 
year 1948/49, i.e., nearly five times over. From 1949 
the tax is being levied on energy used for industrial 
purposes also and from that year onwards there has 
been a sharp increase in the revenues from this source. 

It has gone up to Rs. 200 lakhs in the year 1953/54 as 
against Rs. 18 lakhs in 1938/39, an increase of over 11 
times. It must also be prominently noted that the 
diversity in rates and scope as between the different 
State introduces an unhealthy element of unequal con¬ 
ditions in regard to the functioning of enterprises and 
undertakings. In Bengal the duty is charged only on 
energy used for domestic purposes. In Orissa and Delhi, 
there does not appear to be any duty on electricity. In 
Madhya Pradesh the duty is only for domestic consump¬ 
tion. So far as Madras and the U. P. are concerned, the 
rates are considerably lower than those in force in 
Bombay. In fact, the incidence of the duty is the 
highest in Bombay. 

The duty on electricity used for industrial purposes 
has been considered to be a tax on “ an initial instru¬ 
ment of technological development ”. The rate for this 
levy is three pies per two units against the normal price 
of six pies per unit charged to the ordinary industrial 
consumer. So in the case of the average ordinary indus¬ 
trial consumer, the increase amounts to a 25 per cent, 
surcharge on the cost of energy. Again the cost of 
power in itself is the highest in India in the world. It 
has been estimated that the duty at 11 pies per unit 
represents an increase in cost to the extent of 33J per 
cent, in certain cases according to the tariff applicable 
to special loads and connected factors. Such a heavy 
impost on electricity consumed for industrial purposes 
is inconsistent with the overriding need, at the moment, 
for reducing cost of manufacture and increasing pro¬ 
duction. 

The tax on the consumption of electricity for power 
purposes, in our opinion, is not a suitable tax and it 
should be abolished wherever the same is in force. In 
the case of energy consumed for domestic purposes also, 
the tax is deemed to be a levy on health and the normal 
minimum amenities of the average citizen. If the levy 
has to be continued, it is to be kept at a nominal level, 
there being an initial tax-free slab so that the smallest 
type of domestic consumers are not attracted by the 
same. In the City of Bombay, no duty is payable on 
consumption of energy below 12 units per month. This 
may be increased to at least 18 units. 

While on this, we would like to bring to the notice 
of the Commission that there is an overwhelming support 
for the point of view that the present practice of levy¬ 
ing a fixed sum per unit rate basis, should be replaced 
by a percentage basis of levy, computed with reference 
to the selling price of energy. Such a procedure is 
advantageous from practical considerations. 

Question 177 .—In respect of domestic purposes — 

(a) should a distinction be drawn between the elec¬ 

trical energy consumed for lights and fans and 
the energy consumed for other domestic pur¬ 
poses ( frigidaires, heaters, radios, etc.) ? On 
what principles would you determine the rates 
of duty ? 

(b) v>hat exemptions would you suggest and on what 

basis ? Would you apply a lower rate of duly 
to small consumers ? 

(a) The connotation used for domestic purposes, per¬ 
haps, requires to be reconsidered. By reason of the provi¬ 
sion for household amenities, the use of many labour-sav¬ 
ing equipments is common and even as it is, the energy 
used for such purposes now is not chargeable at the 
same rate as that used for residential purposes, viz., 
lights and fans. Thus, the distinction is in force even 
now and energy used for such household equipment is 
on the lower basis applicable to industrial use. As 
mentioned earlier, we are not in favour of duty on con¬ 
sumption of electricity. If the duty, however, is to con¬ 
tinue, it should be confined to the consumption of electri¬ 
city for residential purposes over a tax-free quantum 
and the rate for such consumption should be on a per¬ 
centage basis and at all events, should not exceed 10 per 
cent, of the basic cost of the energy, 

(b) We have already suggested that in the case of 
industrial consumers, there should be no tax. So the 
question of distinction for purposes of differential basis 
does not arise. We have also suggested that to give 
relief to the lower middle-class and poorer sections of 
the society, the duty-free quantum of consumption 
should be fixed at 18 units per month in a place like the 
City of Bombay. 


This tax-free slab should be available in the case of 
a consumer whose consumption exceeds the limit such 
consumer being liable only to the excess over the tax- 
free limit. The preset t practice is that when consump¬ 
tion exceeds the tax-free limit, the whole consumption 
is liable to tax. 

Question 178.—If you ire in favour of a duty on energy 
used for industrial purposes, on what principles would 
you determine the 'rates of duty ? What exemptions 
would you provide, for and on what basis ? 

If the duty is to be continued, the present practice of 
exempting undertakings controlled or owned by the 
State or Local authorities should go, as the discrimina¬ 
tory treatment of private enterprise is not at all justified. 
Again, as mentioned earlier, if in all cases where the 
duty is found to operate heavily, i.e., exceeds 10 per 
cent, of the total cost of production, the factory-owners 
should be exempted. 

Question 179.— How would you modify your suggestions 
in reply to the foregoing questions if electrical 
energy — 

(i) is entirely supplied by Government undertakings 

in a State, 

(ii) is supplied by Government undertakings in some 

areas of a State and private undertakings in 

other areas ? 

(i) Electricity duty, if it is to be levied is a levy on 
the consumer and any distinction based on the owner¬ 
ship of the source of supply is irrelevant. Even where 
the* generating or distributing undertaking is owned by 
Government, the principle or the basis governing the 
levy of the duty should remain the same. 

(ii) The same eon /.deration should apply in the case 
of areas where supjrly is through both the types of 
undertakings. 

Question 180.—' What degree of uniformity as between 
different States uould be desirable in regard to the 
levy of electricity duty ? How would you achieve it ? 
In our preliminary observations re : Q. 176, we have 
already indicated the unequal conditions created by the 
diversity in rates and basis of the levy of the tax. For 
example, enterprises and manufacturing undertakings 
located in a State like Bombay, having the highest rate 
of electricity duty suffers a handicap in regard to its 
competitive capacity vis-a-vis products of industries 
located in areas where the burden of the levy is sub¬ 
stantially lower. Therefore, the need for uniformity 
particularly in the case of energy used for power pur¬ 
poses cannot be ovei -emphasized. By common consent 
or agreement, the different State Governments should be 
persuaded to levy a uniform rate of duty. Perhaps, 
this could be achieved by informal efforts made at the 
time of periodical conferences of Government repre¬ 
sentatives, in the Industrial Advisory Council or in other 
similar gatherings. 

Betting and Prize Competition Taxes 
Question 181.— The betting tax is confirmed in practice to 
horse racing. Have you any suggestions to make 
regarding the rates of betting tax, the manner of 
levy of the tax, and the measures which may be 
adopted for minimising evasion of the tax ? 

The primary consideration which should weigh with 
the authorities in regard to the basis and scope of taxa¬ 
tion on betting should be that the level of taxation should 
not be such as to have a regressive effect on the activity 
as also to ultimately eliminate the same. Being 
pastimes of a luxury character, in principle the taxation 
of ihe.se activities m£ y not be objected to. But the rate 
of tax should be rea :onable and in any case should not 
be such as to produce a discouraging effect on the con¬ 
duct of the activity as such. So far as betting through 
the medium of racing is concerned, there are two or 
three types of taxe;. There is, firstly, a licence fee 
charged to the recognised Turf Club. This was first 
introduced in 1939/10. The annual fee charged was 
Rs. 3 lakhs in Bombay. It has been subjected to 
successive increases and at present it is of the order of 
Rs. 124 lakhs. There is then the tax on admission to the 
Race Course, in the nature of a surcharge on the ticket. 
Admissions to the race course are taxed in Bombay at 
the rate of 371 per tent, ad valorem. Then again race¬ 
goers themselves pay a tax in the shape of a levy on the 
stake amount. In 1939 the rate was 4 per cent.; in 
1943/44 this was rail ed to 8 per cent., in 1948/49 it was 
again raised to 10 pe ■ cent. Government are armed with 
powers to raise it up to 121 per cent. Notwithstanding 
these substantial increases, so far as the Eombay State 
is concerned, during the course of the last Budget dis¬ 
cussion, the Government spokesman gave the informa¬ 
tion that the revenue from this source, had declined. 
The suggestion made earlier that the level of taxation 
should not be such as to discourage or eliminate the 
activity is thus reinforced. 

Question 182.— Do you consider it practicable to extend 
the betting tax to other forms of betting? To which 
and how? 



We are not aware of any other organised and legal 
form of activity involving betting on a substantial scale. 

If licensed betting in other spheres on a substantial scale 
exists, the possibility of evolving proposals for taxing 
the same may be considered. Lotteries run under the 
control and supervision of the State offer possibilities of 
some additional revenue in this sphere. 

Question 183.— Have you any suggestions to make regard¬ 
ing the tax on prize competitions, e.g., on crossword 
puzzles ? To what extent is uniformity between 
States desirable in regard to rates, etc., and what 
steps would you lake to bring about such uniformity? 
What suggestions cati you make in regard to prevent¬ 
ing evasion or avoidance of the tax ? 

It would be desirable to secure uniformity as between 
the different States in regard to the rates and the basis 
of tax on competitions and crossword puzzles. The 
diversity in rates and practices, it is noted, has led to 
such activity being transferred to areas where the obli¬ 
gations were found to be less onerous. In the case of 
Bombay, for instance, the revenue under prize com¬ 
petition was over Its. 24 lakhs in the year 1951/52 and 
it has gone down to Rs. 13 lakhs in the year 1953/54, 
some major undertakings engaged in this activity hav¬ 
ing transferred their sphere. In their anxiety to tax 
this source to the maximum extent possible, the States 
concerned should take care to see that the higher rates 
charged by them do not ultimately result in the activity 
sought to be taxed being altogether removed from then- 
tax jurisdiction. Perhaps, the introduction of the 
recovery of the tax by a system under which the com¬ 
petitor affixes the same in the shape of stamps on the 
coupon or the Entry form to be used, may result in 
minimising the chances of evasion. 

Miscellaneous Taxes and Fees 
Question 184.— Have you any comments or suggestions 
regarding any other taxes, cesses or fees (e.g., excise 
on opium, probate and succession duties, registration 
fees) not covered by Parts II to V of the question¬ 
naire ? 

Note. — Questions relating to certain taxes levied 
by Local Bodies as well as State Governments are 
included in Part VI dealing with local taxation. 

One general observation which we would like to 
make is that licence fee or fees for registration for 
purposes of any activity should be only on a nominal 
scale. The system of licensing for any activity or trade 
should not be used as a revenue gathering process. For 
example, when licensing for cloth trade was introduced 
in Bombay, there was a good deal of grievance that the 
scale of licence fees was abnormally heavy. After all 
the trade is being taxed in other ways. Fees for licence 
should be merely a formality and confined to cover 
incidental expenditure involved in issuing such licences. 

Referring to probate and succession duties, with the 
introduction of the scheme of Estate Duty, the former 
levies are no longer justified and should go. At all 
events, if they are continued, payments by way of pro¬ 
bate or succession duty should, as a matter of course, 
be allowed as full deduction in computing liability to 
Estate Duty. 

PART VI—LOCAL TAXATION 

General 

Local Self-Government is the very basis of demo¬ 
cracy and the local bodies—city corporations, munici¬ 
palities, district local boards and village panchayats—• 
are the foundations of the stable structure of society. 
Our Constitution has laid great stress on this and the 
establishment of village panchayats has been listed as 
one of the directive principles of State policy. The 
finances of local bodies would, therefore, require increas¬ 
ingly greater attention in future as such a study of local 
finance assumes the utmost importance. 

The services that the local bodies are required to 
perform are the following :— 

(1) Education, 

(2) Public Health and Sanitation. 

(3) Medical relief, and 

(4) Public works. 

The Financial resources at the disposal of local bodies 
are of two kinds :—■ 

(1) Tax revenues, and 

(2) Non-tax revenues. 

Tax revenue comprises of the following :— 

(1) Taxes on property, 

(2) Taxes on trade, 

(3) Taxes on persons, and 

(4) Fees and licences. 

Non-tax revenue generally comprises the following 
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(1) rents of land, houses, rest houses and dak 
bungalows, 


(2) sale proceeds of land and produce of land, 

(3) fees and revenue from educational institutions, 

(4) fees and revenue from medical institutions, 

(5) fees and revenue from markets and slaughter 

houses, 

(6) fees and revenue from commercial undertak¬ 

ings, such as motor buses, tramways, electric 
supply, etc., 

(7) interest on investments, and 

(8) Government grants. 

Taxes on property fall under the following classes :— 

(1) tax on buildings and lands, 

(2) cess on lands, generally with reference to their 

use for agricultural purposes, 

(3) tax on unearned increment in connection with 

betterment schemes, and 

(4) tax in the shape of a surcharge on stamp duty 

on transfers of property. 

Taxes on property are important in Madras, Bombay, 
West Bengal and Madhya Pradesh. Cess on land is the 
main source of the district boards. Beterment taxes are 
not of much importance financially. Surcharge on stamp 
duty, on transfer of property, is levied only in Madras 
State and by the Calcutta Improvement Trust. 

Taxes on trade are mostly octroi and terminal taxes 
and are important principally in East Punjab, U. P., 
Bombay and Madhya Pradesh. Tolls have been 
abolished everyhere except in one or two States. 

The principal taxes on persons now levied by local 
bodies are the following :— 

(1) taxes on circumstances and property in Madhya 

Pradesh, Uttar Pradesh, Bihar and Orissa. 

(2) tax on professions, trades and callings in 

Bengal, Madras, Uttar Pradesh, Madhya 
pradesh and Punjab, 

(3) a tax on companies in Madras, 

(4) a tax on pilgrims in Madras, Bombay, Uttar 

Pradesh, Madhya Pradesh, Bihar and Orissa, 

(5) a terminal tax on passengers in Calcutta, and 

(6) a tax on motor bus passengers in Bihar. 

Fees and licences are numerous and are levied by 
almost every municipality in India. This may be 
classified under three principal heads :— 

(1) fees for specific services rendered by the 

municipality such as private scavenging, 

(2) fees which are partly in the nature of luxury 

taxes and partly for purposes of regulation, 
such as licences for music, vehicles, dogs and 
other animals, and 

(3) licence fees, the primary object of which is 

regulation, such as fees for offensive and 
dangerous trades. 

The position, so far as Bombay State is concerned, 
is as follows :—- 

At present there are three city corporations, viz., 
Bombay, Poona and Ahmedabad. Maxima and/or 
minima for certain taxes are laid down. Subject to 
these limits, the corporations have full liberty to levy 
taxes permitted to them by law without reference to 
Government. Local bodies other than municipal cor¬ 
porations, have no independent powers of taxation. 

Before dealing with the questions relating to the 
local taxation, we would like to preface our replies by 
some general observations relating to the fundamental 
problems. 

Local finance, and for that matter, finances in any 
sphere, have necessarily two equally vital aspects, viz., 
income and expenditure. Both are closely interrelated 
and interdependent. The study of local finance should 
not, therefore, merely be confined to the income aspect, 
i.e., sources of income like taxes, rates, fees, and grants- 
in-aid. It has necessarily to be correlated to the simul¬ 
taneous study of the aspect of expenditure of the local 
bodies also. Unfortunately, the Local Finance Enquiry 
Committee, which went into the whole question of local 
finance, confined themselves mainly to the raising of 
more income only. They have based their observations 
on the present structure and basis of local bodies and 
have refrained from suggesting any structural changes 
in the present set-up of the local bodies to improve the 
finances available to local bodies, for fear that they 
were outside the scope of their terms of reference. For 
instance, during the course of the evidence before the 
Committee, it was pointed out that with the tendency 
to transfer of functions from district boards to State 
Governments and the policy of establishing panchayats 
in practically every important village, district boards 
will have very little work to do in the near future and 
the question of their abolition as a measure of economy 
was put to them. Again, in Uttar Pradesh, where a large 
number of village panchayats have been established, 
the question of co-ordination of functions between dis¬ 
trict boards and village panchayats had been referred 
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to the committee by the State Government. The Com¬ 
mittee expressed no opinion on these points as they had 
to frame their recommendations on the basis of the 
existing structure of local bodies. Besides this aspect 
of overall importance, the Committee has overlooked 
another significant aspect of improving the financial 
position by economy and efficiency in administration. 
Even some of the members of the Committee themselves 
felt that this aspect should have been more thoroughly 
investigated by the Committee with a view to suggest 
measures to improve the machinery for budgeting, 
accounting, assessment and collection of taxes, recruit¬ 
ment and control of personnel, etc. If the Committee 
had probed into the above two aspects of local taxation, 
it would have not been faced with the only alternative 
of expanding the revenues by increasing taxation both 
in the matter of rates and the scope. It is hoped that 
these aspects will receive due consideration at the hands 
of the Taxation Enquiry Commission. The per capita tax 
paid to the local bodies is fairly high in relation to the 
services rendered. According to the estimates of the 
Local Finance Enquiry Committee, in the year 1946-47 
the per capita local taxation was Re. 0-4-1 in rural 
areas, Rs. 4-11-10 in municipal areas and Rs. 18-12-3 
in corporations. During the next 3 years local taxes 
were further increased by about 30 per cent. Consider¬ 
ing the fact that the per capita total income of the 
people in India is very low and that land revenue is not 
included in the local taxation, the level of local taxation 
in India is understood to be more than that in many of 
the Western countres. 

An important finding of the Local Finance Enquiry 
Committee is that the field and scope for taxation by 
local bodies in India is very limited and requires widen¬ 
ing. Almost in all the States, the State Governments 
have encroached upon the field which was reserved for 
local bodies prior to the year 1935. The Government 
of India Act of 1935 repealed the rules regarding 
scheduled taxes which were previously reserved for local 
bodies. The Act provided for 3 lists, viz., Federal, 
Provincial and Concurrent. The previous Scheduled 
taxes ’ were included in the Provincial List without any 
indication that the taxes in question were reserved for 
local authorities. This change has proved rather un¬ 
favourable for local authorities, as State Governments 
have, in certain cases, utilised what were previously 
recognised to be purely local taxes for their own pur¬ 
poses, 

This position continued in the new Constitution of 
India. Some of the former local taxes like the Terminal 
Tax are included in the Union List, while the majority 
are included in the State List. In some States, taxes on 
property and in others, taxes on professions, trades, 
callings and employments are being used for the pur¬ 
poses of the State, though proceeds were meant to be 
allocated to local bodies. Another disquieting feature of 
the present system of local finance is that the States have 
deprived the local bodies of their lucrative sources of 
revenue from the running of the public utility under¬ 
takings. Some big local bodies are best suited for 
transport services, electricity distribution, etc., which 
incidentally provide good revenue. 

Thus left with a very few sources of income, the local 
bodies have to mainly depend upon grants-in-aid from 
the States. If the reasonable grants are not forthcom¬ 
ing, then the local bodies try to either increase the rate 
of taxes in the sphere of their jurisdiction or to expand 
the field of the existing taxation. Generally, the burden 
of the increased taxation is always sought to be imposed 
on the industrial or commercial sector out of the fear of 
opposition from the public if the same is broad-based. 
Thus during recent years, many municipal auhorities 
have increased their rates of octroi duties or have roped 
in more and more commodities for taxation. In their 
frantic efforts in search for increased revenue, considera¬ 
tion is hardly given to the fact whether the industry 
or trade as a whole will suffer or not, with the result 
that the additional imposts greatly hamper trade and 
substantially add to the cost of production. 

The Local Finance Enquiry Committee has, there¬ 
fore. rightly recommended that the progress of pro- 
vincialisation of tax resources should be checked and 
more and more sources of revenue should be made avail¬ 
able to them. In order that the local bodies do not 
misuse their powers, they have also suggested certain 
safeguards such as statutory limits of maximum and/or 
minimum of taxes, etc. We are in general agreement 
with the committee in their suggestion regarding the 
reservation of the following taxes for the local bodies :— 

Union List 

(1) Item No. 89 : 

Terminal taxes on goods or passengers carried 
by railway, sea, or air. 

State List 

(2) Item No. 49 : 

Taxes on lands and buildings. 


(3) Item No. 50 : 

Taxes on mineral rights subject to any limita¬ 
tions imposed by Parliament by law relating 
to mineral ievelopment. 

(4) Item No. 52 : 

Taxes on the entry goods into a local area for 
consumptior, use or sale therein (octroi). 

(5) Item No. 53 : 

Taxes on the consumption or sale of electricity 
(the rate should be nominal). 

(6) Item No. 55 : 

Taxes on advertisements other than advertise¬ 
ments published in the newspapers. 

(7) Item No. 58 : 

Taxes on animals and boats. 

(8) Item No. 59 : 

Tolls (if they are continued). 

(9) Item No. 60 : 

Taxes on pro'essions, trades, callings and em¬ 
ployments. 

(10) Item No. 61 : 

Capitation taxes. 

(11) Item No. 62 : 

Taxes on entertainments including amusements 
(within city or municipal limits). 

This could be done by the centre persuading the 
State Governments to statutorily lay down that these 
particular items now mentioned in the State List be 
exclusively made ava.lable to the local bodies or by 
sharing the revenues from these sources in some fixed 
proportions. The item of Terminal Tax may be trans¬ 
ferred to the Provincia. List for local bodies by a change 
in the Constitution. As stated earlier, the local bodies 
should also be empowered to manage the public utility 
undertakings such as road transport, electric supply, 
etc., within their limi;s, to the extent that they have 
already been transferred to the public sector. All the 
above measures are suggested because, in our opinion, 
there is at present very little scope for increasing or 
expanding the existing sources or rates and scope of 
the existing local taxation. Many of the recommenda¬ 
tions of the Local Finance Enquiry Committee to increase 
existing local taxation are, in our opinon, not justified. 

Coming to the questionnaire proper, questions 
No. 185 to 199 which generally pertain to the powers of 
taxation of local bodie;, transference of tax power from 
the State List to the it cal bodies, grants-in-aid, etc., are 
dealt with by the general observations made above. 
Our suggestions in this regard may be summarised as 
below: 

(1) Local taxes being generally in the nature of 

charges for services rendered, sufficient funds 
should be made available to them so that the 
essential services rendered by them may not 
be curtailed on account of lack of funds. 

(2) For this purpose, local bodies should not be 

made dependent upon grants from the State 
Government. 1 as far as possible, but should 
have their c wn independent powers of taxa¬ 
tion within fixed limits. It must, however, 
be provided that the same sphere should not 
be taxed by the two taxing authorities, viz., 
State Governments and Local Authorities. 
The State Governments should not be allowed 
to interfere with these powers. This could be 
done by staiutorily laying down these parti¬ 
cular sources of taxes exclusively for local 
bodies. 

(3) If in some cases this is not found feasible, then 

in those cases, a fixed percentage of revenue 
derived may be earmarked for the local 
bodies. 

(4) Grants-in-aid should be resorted to only in the 

last resort. Even grants-in-aid should be. 
given on the scientific and pre-determined 
basis such as population, rateable value of 
properties, density of population, number of 
school-going children, etc. No departure 
from this standard basis should be made. 

(5) In so far as tlie existing system is due to the 

defect in the constitutional framework, the 
Constitution should be amended to that 
extent. 

So far as matters cf relative details are concerned, 
the local bodies and State Governments would be 
exhaustively dealing v ith them. We have, therefore, 
confined ourselves to the matters of broad policy. 

Taxation on Properties 

Question 291.— If the Question of valuation was confined 
to the levy of urban immovable property tax by 
States and general property tax by local bodies, 
what basis would you adopt: capital value or annual 
rental value ? Do you agree with the recommenda- 
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tion of the Local Finance Enquiry Committee that 
" there should be no change from the well-tired basis 
of rent to the more or less uncertain basis of capital 
value ”, but that where “ municipalities are actually 
adopting capital value as the basis and there is no 
complaint, that basis may continue ” ? 

Taxations on property are determined either on the 
basis of the capital value or annual rateable value of the 
property. The computation of the capital value of the 
property is a very complicated process and leads to a 
certain extent to corruption. Besides, the income on 
that basis would be highly fluctuating with the devia- 
tions in the capital value of the property from year to 
year. In recent years on account of the inflationary 
conditions obtaining in the country, the capital value 
of the property has risen by three to four times the pre¬ 
war capital value. It would, therefore, be unfair to levy 
taxes on the basis of this high capital value of the pro¬ 
perty. 

The taxes on the basis of the annual rateable value 
of the property are in the nature of taxes on a national 
income. They even comprise taxes which are deemed 
to be income of a property owner with the result that, 
he has to pay tax on taxes. The better and the more 
realistic method is to assess tax on the basis of rents 
actually recovered or recoverable. We are, therefore, in 
general agreement with the recommendations of the 
Local Finance Enquiry Committee “ that there should 
be no change from the well-tried basis of rents to the 
more or less uncertain basis of value ”, but that where, 

“ municipalities are actually adopting capital value as 
the basis and there is no complaint, that basis mav 
continue ”, 

At present in some of the States in India the alterna¬ 
tive bases of assessment are in existence. The choice 
of the basis, however, does not lie with the owner of the 
property but is left exclusively to the judgment of the 
executive authority of the municipality. This, in our 
opinion, would induce the municipal authorities in these 
States to manipulate the basis according to their own 
choice and thus subject the property-owners to the 
highest possible tax. We, therefore, suggest that such 
alternative basis of computation should go and only 
rental basis should be retained 

Question 202.— As regards the urban immovable property 
tax, the Local Finance Enquiry Committee says in 
effect that, even though property tax generally 
should be left to be exploited by local bodies, it 
would be both expedient and suitable for the Govern¬ 
ment (i) to levy an urban immovable property tax 
when a municipality fails to levy a property tax in 
spite of a statutory obligation to do so or (u) to con¬ 
tinue to levy the tax when a municipality refuses to 
increase its property tax to the extent the State 
Government is prepared to reduce its urban immov¬ 
able tax. Do you agree with this view ? Have you 
any other comments to make on the urban immov- 
able property tax ? If you consider it a suitable 
form of taxation for the States, what modifications, 
if any, would you suggest in regard to exemptions,, 
rates of levy, mode of assessment and procedure for 
collection ? 

At present Urban Immovable Property Tax is levied 
in two States only, viz., Bombay and Punjab. In 
Bombay, it is levied in the three cities, viz., Bombay, 
Poona and Ahmedabad. The receipts on this account 
have risen from over 100 lakhs in 1938-39 to Rs. 151 
lakhs in 1953-54. The burden of the Urban Immovable 
Property Tax is not at present allowed to be passed on 
to the tenants by the enactment of the Rent Act. _ In 
the beginning Government had accepted the principle 
of reducing the rates of Urban Immovable Property Tax 
with the corresponding increase in the municipal tax on 
property, but afterwards, Government decided that 
where the municipal tax was 21 per cent, or more of the 
rental value of the property, the maximum rate of 
Urban Immovable Property Tax should be reduced by 
2 per cent. only. Thus, when the rate of municipal tax 
was raised from 14} per cent, to 17} per cent, from 1st 
April 1952, Government reduced the rate of Urban 
Immovable Property Tax in Bombay from 7 per cent, 
to 5 per cent, only for properties whose rateable value 
was Rs. 2,000 or above and from 3i per cent, to 24 per 
cent, for properties whose rateable value varied between 
Rs. 500 and Rs. 2,000. 

We are of the opinion that the property tax is a tax 
particularly suitable for exploitation for local bodies 
and it is, therefore, desirable that the State Government 
should withdraw from this field on the condition that an 
equivalent local tax is imposed by the municipality. 
The Local Finance Enquiry Committee also recommended 
that “ in the place of the present optional provision for 
the levy of the property tax in the various Municipal 
Acts there should be obligatory provision as it Is in 
the Acts constituting the City Corporations of Bombay 
and Calcutta. Should, however, any municipality failed 
to levy tax in spite of such statutory provision, the State 
Governments should have the power o levy tax at such 


rates as they deem fit in any municipal area for the 
benefit of the municipality ”. The Committee, there¬ 
fore, suggested that this power should be exercised by 
the State Government only when a municipality has 
refused the advice rendered to it by the State Govern¬ 
ment in the first instance. 

In Bomba.y, the total burden of the tax on property, 
viz.. Urban immovable Property Tax, the general pro¬ 
perty tax, the water tax, conservancy tax, lighting tax 
and various miscellaneous taxes is of the order of 
29} per cent, of the gross returns of the property owners 
derived from rents. This in itself constitutes a very 
heavy burden on the property owners and there is, 
therefore, a strong ground for an all-round reduction of 
the tax on property. The high incidence of the tax on 
property is also reflected from the fact that the building 
industry today is in a very depressed condition with the 
result that an acute housing shortage particularly in 
towns and cities is prevailing today. When any munici¬ 
pality refuses to levy a property tax in spite of the 
statutory obligation to do so, there may be good and 
valid reasons for a municipality to do so. The munici¬ 
pality may have a desire to provide a degree of elasticity 
to its tax structure and thus may leave a gap between 
the permissible rate and the actual rate which may be 
filled up later. In such circumstances it would, there¬ 
fore, be not justifiable for the State Government to 
encroach upon local field and fill up this gap and keep 
the municipal income from these sources fixed and rigid. 
When once the Government have filled up the gap it 
would be very difficult for the municipal authorities to 
derive any additional income from the sources because 
the State Government may not always be willing to 
withdraw the additional impost because the relation 
between the Government and the municipality may not 
always be cordial if the parlies in power are different 
in the two places. We are, therefore, not in agreement 
with the suggestion of the Local Finance Enquiry Com¬ 
mittee that it would be both expedient and suitable for 
the Government (i) to levy an Urban Immovable Pro¬ 
perty Tax when a municipality fails to levy a property 
tax in spite of a statutory obligation to do so or (ii) to 
continue to levy the tax when a municipality refuses to 
increase its property tax to the extent the State Govern¬ 
ment is prepared to reduce its Urban Immovable Pro¬ 
perty Tax. It would be proper, in our opinion, if the 
field of the property taxes is entirely left only to the 
local authorities and State Governments withdraw from 
it. After all, local authorities are in the best position to 
measure correctly the burden of taxation on property- 
owners and thus left to themselves, they would be adjust¬ 
ing the rates as the exigencies of the local situation 
require, within the prescribed limits. 

We would, therefore, suggest that the Urban Immov¬ 
able Property Tax wherever it exists should be pro¬ 
gressively reduced and be amalgamated with the general 
property tax levied by the local authorities. 

One of the defects in the procedure for levying the 
Urban Immovable Property Tax in Bomba.y may be 
mentioned here. At present in Bombay the properties 
whose rateable value is below Rs. 500 are exempted from 
the Urban Immovable Property Tax. Properties of 
rateable value below Rs. 500 were assessed separately 
till 31-3-1952. The Bombay Finance Act, amended in 
1948 providing for grouping of properties in a locality is 
since being applied to such properties. The amending 
Act provides that properties belonging to one owner and 
situate in one locality could be grouped together to 
determine the Rateable Value. The word * locality ’ is 
so loosely interpreted that properties situate at a dis¬ 
tance of nearly two miles are also grouped. The result 
is that the intended exemption of small properties is not 
effective and is not available in practice in many cases. 
We would, therefore, suggest that properties bearing 
separate numbers must be separately assessed. 

MUNICIPAL TAX ON PROPERTY 

Question 203 .—What principles would you recommend for 
adoption in regard to the general property tax ? 
Would you exempt rental values below a particular 
level ? How would you deal with the properties of 
owner-occupiers or of charitable or educational trusts 
or of co-operative housing societies ? What remis¬ 
sions, if any, would you give for vacancies ? So far 
as new buildings are concerned, would you recom¬ 
mend exemption for the first few years after cons¬ 
truction, with a view to encouraging house-building ? 

Exemption :—The recommendations of the Local 
Finance Enquiry Committee in this connection are as 
follows : 

(1) “There should be no exemption from the pro¬ 

perty tax merely on the ground of the annual 
value falling below a particular monetary 
limit. Such exemptions, wherever they exist, 
should be done away with.” 

(2) “ There is no reason for the continuance of the 

concession in regard to the levy of property 
tax in the Municipal Acts of Bengal, Bihar 
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and Orissa in respect of buildings, the costs 
of construction of which exceeds one lakh of 
rupees.” 

(3) “ In all cases where exemption is granted at the 

instance of the Government, an equivalent 
contribution should be paid by that Govern¬ 
ment to municipal funds.” 

(4) “ Where an actual service like supply of water 

is rendered, there should be no exemption.” 

In our opinion, the first two recommendations are in 
the nature of a retrograde step. Even at present, at 
various places, properties of annual rateable value 
below a particular money limit (ranging from Rs. 6 to 
36) are exempt from taxation. 

We are, therefore, of the opinion that the present 
practice of granting exemptions in the case of properties 
whose annual rateable value falls below a particular 
limit, is a healthy procedure and provides a welcome 
relief to the smaller property-owners. In India there 
are immovable properties which are owned and inhabited 
by persons whose means are so meagre that they are 
unable to make two ends meet. They are living below 
a subsistence level of existence. People in the mofussil 
areas are generally owner-occupiers. Many of their 
properties are not buildings but huts of the most 
primitive type. Again, there are widows, old disabled 
persons who own small houses in the mofussil. Tax on 
the properties of such persons would be most inequitable 
and regressive. 

We would, therefore, suggest that the present practice 
of granting exemption to properties of smaller rateable 
value should be continued. The exemption limit should 
be fixed at the money limit of annual rateable value of 
Rs. 250 or below. 

We are also not in favour of the suggestion that the 
concession in regard to the levy of property tax in the 
Municipal Acts of Bengal, Bihar and Orissa in respect 
of buildings, the cost of which exceeds one lakh of 
rupees, should be discontinued. The Municipal Acts of 
the above 3 States provide that where the actual cost of 
buildings exceeds one lakh of rupees, the percentage 
on the annual value to be levied in respect of so much 
of the value as is in excess of one lakh of rupees shall 
not exceed one-fourth of the percentage on rate 
ordinarily leviable on that class of property. Such a 
concession, it appears, was specially intended for jute 
mills and industrial concerns, when they were first 
started. It was also justified on the ground that Bocal 
Government services benefited residents more than in¬ 
dustrial concerns. Thirdly, many large industrial hold¬ 
ings have their own sewage system. In England also, 
such a concession is granted to industries of mining, 
manufacture and transport but not to commercial pro¬ 
perties. Government, however, compensated the local 
bodies in the case of such big establishments. 

The apparent ground on which the majority of the 
Committee suggested the discontinuance of such a 
practice of exemption, was their anxiety for financial 
strengthening of the local bodies. We are, however, of 
the opinion that such a concession to the commercial 
and industrial properties should be made available in 
all the States and a compensatory grants-in-aid may be 
guaranteed to the local bodies for the losses suffered on 
this account. 

We are opposed to the present practice of exempting 
Government properties from the local taxes, as it would 
amount to an unfair discrimination against the private 
enterprise. We are, therefore, in agreement with the 
recommendation of the Committee that no Government 
property should be exempt from local taxation and that 
in all cases where exemption is granted at the instance 
of a Government, an equivalent contribution should be 
paid by that Government to municipal funds. 

Besides, there should be concessional tax on all pro¬ 
perties which are not used for commercial or ordinary 
residential purposes. Thus, properties used for religious, 
educational, cultural and charitable purposes should be 
charged at the concessional rate. 

So far as the properties of owner-occupiers are con¬ 
cerned this should be assessed on the basis of the rents 
of the properties situate in the neighbourhood. 

Remission for Vacancies 

The recommendation of the Committee in this 
respect is as follows : “ In view of that fact that the 

major portion of the services rendered by local bodies 
such as street repairs, maintenance of roads, fire 
brigades, public lighting, drainage, street cleansing, etc., 
has to be performed whether the building remains 
occupied or not, there seems no justification for giving 
a greater remission than half of the tax due in all such 
cases. Remission should not be granted for available 
vacancy of less than 90 consecutive days in a year. No 
ratepayers who are in arrears should be entitled to 
vacancy remission.” 


In Bombay remission to the extent of §rds of the 
properly tax is granied for the properties remaining 
vacant for 60 conseeu'.ive days or more in a year. We 
suggest that the same practice should apply to properties 
in all the States. 

Exemptions to the New Buildings 

In order to give a fillip to the house building activity, 
exemption from all property taxes should be granted in 
the case of new properties for the first two years. New 
buildings are also exempted for the purposes of income- 
tax for two years in the beginning. At any rate if it 
is not found feasible to grant full exemption to the new 
buildings, at least a concessional rate of property tax 
should be made applicable to them. 

PROGRESSION IN PROPERTY TAX 

Question 204.—Shoulc property tax be progressive ? 1} 

so, how and to what extent ? 

The Local Finance Enquiry Committee was generally 
in favour of a progressive scale, adaptable at the dis¬ 
cretion of the municipality concerned. They have also 
recommended, as sta.ed earlier, the repeal of the pro¬ 
vision of some of the Municipal Acts which provide that 
rates for property taxes should be regressive after the 
valuation reaches the; level of rupees one lakh. They 
are also against the provisions of law existing in some 
of ihe States providing for the exemption from local tax, 
of properties on the ground of extreme poverty of the 
assesses or on the ground that the valuation is below a 
particular low minimum. 

The cumulative e feet of all these recommendations, 
combined with their suggestion to substantially increase 
the rates of property taxes almost everywhere, if 
accepted, would resjlt effectively in obliterating the 
institution of private property to a great extent. It 
appears that, the mfin consideration that has led the 
committee to go in :or progressive property tax, is the 
checking of the evils arising from unequal distribution 
of wealth. 

We are strongly opposed to the idea of introducing 
a progressive element in the case of property tax in the 
local sphere to elirr inate the evils restating from the 
unequal distribution of wealth. Progression fits in with 
personal taxes and not impersonal taxes. Attempts to 
introduce progressive taxes on properties in the local 
sphere in many countries of the world have not met with 
success. 

The advocates ol the progressive property taxes in 
the local sphere are oblivious of the main principle of 
the ‘ ability to pay ’ which is implied in the system of 
progressive taxation The local property tax correlates 
very badly with ‘ inc orne ’ from property, much less with 
the local valuation of the property. In the case of 
valuation of properties on rental basis, particularly 
owner-occupied properties, it cannot be argued that the 
valuation has any i elation to the actual income of the 
assessee. Again, even in the case of a rated property, 
the income derived by way of rents is no index of a 
person’s ability to pay. If, for example, a property- 
owner has mortgagt d his property, he will have to pay 
interest charges on the amount borrowed by him. In 
that case, if he were assessed on the same basis as others 
possessing similar properties but with encumbrances, 
the tax would imp ise an inequitable burden on him. 
- urtner, the whole procedure for the levy of local pro¬ 
gressive property taxes, including the fixation of the 
grades, slabs and biackets is found to be more arbitrary 
and unscientific at the local level. The recommenda¬ 
tions of the majorit / that progressive property taxes are 
desirable at the local level is, in our opinion, highly 
objectionable. 

Eminent author ties on Public Finance are almost 
universally opposec to the adoption of the element of 
progression in the property taxes at the local level. 
Some of them have even opposed proportional taxes and 
have suggested that the regressive taxes on property 
would be most suitable. A recent authority on Public 
Finance says that ‘ : It is most desirable to have a local 
.tax which does not exaggerate local disparities in wealth. 
This it will be noted, cuts out for local use progressive 
income taxes. A tax which is proportional or even 
moderately regressive is more appropriate for a local 
purpose than a pr jgressive tax, etc.” (Hicks : ‘ Public 
Finance’.) “The property taxes actually levied even 
on proportional basis perpetuate serious direct distri¬ 
butional injustice. Let us not pile errors upon errors 
and carry this injustice further.” (Seligman : ‘ Essays 
progressive tax.” (J. R. Hicks, Hicks Lesser: ‘The 
Problem of Valuation for Rating ’.) 

“ Th .e least hampering type of tax is the rather 
regressive tax to which everyone contributes, the sort 
of tax which we have considered desirable as a local tax 
on other grounds. The most hamnering variety is the 
progressive tax.” (J. R. Hicks, Hicks Lesser: 'The Pro¬ 
blem of Valuation for Rating ’.) 
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Question 205.—What categories of local bodies should be 
empowered to levy property tax ? What should be 
the extent of the power in each case, and what con¬ 
ditions, if any, should be attached to the exercise of 
the power ? 

At present all the local bodies are empowered to levy 
property tax in India. The district local boards are 
levying the tax in the form of a fund cess while the vill¬ 
age panehayats are levying the tax on houses. We are in 
favour of empowering all categories of local bodies to 
levy the property tax on the condition that minimum 
and maximum rates should be statutorily laid down 
by the Government. Within these limits the local bodies 
may be allowed to levy property tax. Again, suitable 
provision should also be made to avoid double taxation 
by way of taxation by more than one authority on the 
same property. 

Question 206.— Have you any suggestions to make in 
regard to the administrative machinery and proce¬ 
dure for the assessment and collection of the property 
tax in relation to the different categories of local 
bodies ? 

The ideal system of assessment of the properties 
would be to have one Central Authority for the pur¬ 
poses of valuation of nroperties within the jurisdiction 
of all the local bodies. The State Government should 
establish such a body in the interests of uniformity and 
should also bear the expenses. Such an independent 
expert authority for valuation also exists in the western 
countries. At any rate, the whole system of valuation 
of properties should be rational, uniform and scientific. 
In the case of grievances, however, the property-owners 
should have a right of appeal to the higher authorities. 

The administrative machinery and procedure for 
collection should be such as would cause the least 
possible harassment to the assessees. It should also be 
borne in mind at the same time that the expenditure 
on this account does not go out of all proportion to the 
revenue derived from it. Thus, the system of collection 
of local fund cess, with the revenue collections made by 
the revenue authorities, is most convenient and least 
expensive. In the panchayat areas, the panchayat 
authorities themselves would be in the . position to 
arrange for collection of house tax, sanitation tax, etc., 
as they are best informed with regard to the financial 
position of the individual assessees. In the municipal 
areas the present system of allowing the rebate for 
punctual payment should continue. Interest at the 
ordinary rates and not at the penal rates should be 
charged on the arrears of tax. While admitting that 
the percentage of arrears is very high in India, we are 
opposed to the idea of vesting the local bodies with 
coercive powers, as recommended by the Local Finance 
Enquiry Committee, as such a power is bound to cause 
undue hardship to the assessees. In the rural areas, 
generally the collection of taxes of the local boards and 
panehayats is never punctual on account of the seasonal 
financial stringency of the agriculturists. In their case, 
no interest for the arrears should be made chargeable. 
Further, the local bodies should have the power to pro¬ 
ceed against the movable properties, and not against 
immovable properties, for the recovery of their taxes 
and fees. No disqualification in the matter of election 
to the local bodies should be attached for the delay in 
the payment of the local taxes by any person. 

SERVICE TAXES 

Question 207.— In so far as certain taxes usually known 
as “ service taxes ”—e.g., water, lighting, drainage 
and conservancy taxes—are levied along with, and 
on the same basis as, the general property tax by 
certain local bodies what suggestions, if any, would 
you make in regard to the rates of levy, collection, 
etc., of these taxes ? Have you any comments to 
make regarding property and service taxes vis-a-vis 
port trust properties, railway properties, other pro¬ 
perties of the Central Government and properties of 
State Governments ? 

The present position is that in the majority of the 
States the service taxes, viz., water lighting, drainage 
and conservance taxes are not self-supporting. Water 
supply is self-supported in all the States except Bihar 
and Orissa. Street lighting is not self-supporting in 
most of he States. In the City of Bombay lighting tax 
is not even permissible. Conservancy and drainage— 
drainage rate, latrine rate, scavenging tax and general 
and special sanitary cess in Bombay—are not self- 
supporting anywhere. 

The principle of self-sufficiency in respect of the 
specific services is not laid down in any of the Munici¬ 
pal Acts, but seems to have been derived from the 
extension of the language used in those Acts. The 
relevant section merely says that the rate should be 
fixed in such a way that the receipts do not exceed the 
amount required for providing the services. They pro¬ 
hibit the diversion of the proceeds of such taxes to other 
purposes but do not lay down the converse proposition 
that the expenditure on such services must be limited 


to such receipts and cannot be supplemented from 
general revenues, in case the yield is insufficient. Fur¬ 
ther, in some States where there are statutory limits 
laid down with regard to the rales of such service taxes, 
the acceptance of the principle of self-sufficiency would 
involve a drastic curtailment of those essential services. 
Further, at a time when the central and provincial taxes 
impose a very heavy burden on the tax-payer, increased 
taxation by the local bodies to make the services self- 
sufficient would prove unbearable. We are of the opin¬ 
ion, therefore, that the services need not be self-support¬ 
ing ; if in any year the income derived from the levy 
of a particular service tax falls short of the expenditure, 
it should be supplemented from the general revenues of 
the municipalities or from the increased grants-in-aid 
from the States. A special service tax may, however, 
be levied when the areas within the municipal limits 
are differently developed. They are also justified when 
an individual rate-payer derives a special benefit from 
it. But in the case of uniform development of all areas, 
the consolidated rates are desirable. 

The present practice of calculating service taxes on 
the basis of rateable value of the property has not, in 
our opinion, been objectionable and therefore should 
continue. The taxes may be collected with the general 
tax to facilitate recovery and economy in expenditure. 
The fixation of maximum and minimum rates for these 
taxes in all the States would, in our opinion, be highly 
desirable and will curb to a certain extent the tendency, 
noticeable in some municipalities, to increase the rates 
to any extent they like. 

Question 208.— Do you consider that the system of local 
fund cesses (viz., cesses on land revenue, collected by 
the revenue administration and handed over to local 
bodies) is satisfactory in its operation ? If not, what 
alterations, if any, would you suggest ? Please deal 
with local boards and village panehayats separately, 
and specify the individual State or States to which 
your reply relates. In particular: 

(i) Are minimum and/or maximum rates of levy 
laid down ? Are they, in your opinion, either 
too high or too low ? 

(it) To what extent are the cesses earmarked for 
different purposes (e.g., road cess, education 
cess,, etc.) ? Would you extend or curtail the 
system of earmarking ? Should there be a 
general cess in addition to earmarked cesses ? 
In what circumstances ? 

(iii) To what extent do suspensions and remissions 

of land revenue affect the collection of the 
cesses ? Have you any suggestions to make in 
this connection ? 

(iv) Please deal with any special problems connected 

with local fund cesses in 

(a) Part B and Part C States, 

(b) areas in which zamindaris are newly 
abolished. 

The main sources of revenue of District Local Boards 
are the grant-in-aid and the local fund cess. At present 
in the State of Bombay local fund cess at the compulsory 
uniform rate of 3 annas per rupee of land revenue is 
charged and the revenue is exclusively made available 
to the local boards. No portion from this amount, is 
earmarked for education expenditure. The collection 
of the local fund cess is the responsibility of the revenue 
officers in the village. The system, therefore, causes 
least inconvenience to the tax-payer and is most econo¬ 
mical. 

The Local Finance Enquiry Committee was of the 
opinion that the prevailing rate of local fund cess in the 
State of Bombay was sufficiently high and that, there¬ 
fore, there was no ground for increase in the cess. We 
agree with this recommendation. In the case of loss 
of local fund cess on account of remissions of land 
revenue, the State should, in our opinion, make good the 
loss by giving increased grants-in-aid to the local boards. 
We are also in favour of the suggestion of the committee 
that the collection charges of the local fund cess being 
insignificant, the State Government should undertake 
this work without charging anything to the local boards. 

OCTROI AND TERMINAL TAX 

Question 209.— Please state your views on the relative 
merits of octroi and terminal tax, in one or more of 
the forms in which they prevail in different parts of 
the country, from the standpoint of — 

(i) the local body concerned: e.g., revenue derived 

and, in comparison ivith it, cost of collection, 
size and complexity of administration, scope 
for evasion, etc.; 

(ii) the person who pays the tax; certainty as to 

amount payable and convenience of collection ; 
and 

(iii) the trade, the consumer, etc., incidence and 

effects of incidence, in so far as these can be 
broadly assessed. 
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Are octroi and terminal tax mutually exclusive 
systems, or would it be permissible and desirable, in 
certain circumstances, to combine the two systems ? 

On an exmination of the relative merits of (a) 
octroi, (b) terminal tax, and (c) any desirable form 
of combination of the two, which particular alter¬ 
native would you recommend for general adoption by 
local bodies ? Do any constitutional or legal difficul¬ 
ties stand in the way of implementing your sugges¬ 
tions ? 

Octroi or Town duty is the cess levied by local bodies 
on the import of goods into a local area for consumption 
use or sale therein. It is levied on articles even of 
common necessaries of life, which are included in the 
schedules framed for the purpose and permitted by the 
State Government. On the exportation from a town of 
dutiable goods the octroi levied on them is refunded. 
The local bodies have also to provide bonded warehouses 
for storage of goods in transit, for which a fee is levied. 

At present octroi is in vogue only in the four pro¬ 
vinces, viz., Bombay, U. P., Punjab and Madhya Pradesh. 
Octroi is a common source of income for local bodies. 
The burden, however, falls inequitably both on the 
poorer sections of the society and on trade and industry. 
The imposition of octroi creates artificial barriers in 
the free flow of trade and adds to the cost of production 
of industrial goods. For instance, the rapid progress 
of Ahmedabad Cotton Trade and Industry during the 
last fifteen years is, in some measure, due to the absence 
of octroi. 

Terminal Tax 

Terminal Taxes are taxes on goods or passengers 
carried by railway, sea or air. At present, they are 
included in the Union List. The proceeds of the tax 
are, however, assigned to the States under Article 269 
of the Constitution. Taxes on goods or passengers 
carried by road are not covered by this entry. Such 
taxes will continue to be within the jurisdiction of the 
States. However, this entry does not debar the levy of 
tax on pilgrims travelling by road. Article 277 of the 
Constitution contains a saving Clause that any taxes 
which were being levied immediately before the com¬ 
mencement of the Constitution, viz., January 26, 1950, 
by any Municipality, District or other Local Authority, 
may continue to be so levied notwithstanding the fact 
that those taxes are mentioned in the Union List, until 
provision to the contrary is made by Parliament by law. 
Many municipalities which were previously levying the 
terminal taxes, are still continuing the levy even now. 
For an objective assessment of both octroi and terminal 
tax as forms of taxation, we cannot do better than quote 
the following remarks of the Taxation Enquiry Com¬ 
mittee (1924) : 

“ In the form in which they (octroi and terminal 
tax) are levied in India, they offend against all 
canons of taxation. They are uncertain in their 
incidence. Their collection and the system of 
refunds, which form an essential feature of octroi, 
puts the person paying the tax to a great amount of 
inconvenience. Where they are imposed on the 
necessaries of life as in India, they do not propor¬ 
tion the burden to the means of the payer and the 
expense of collection and the facilities for fraud 
are disproportionately large, with numerous bodies 
independently taxing trade, it is impossible to know 
what are the burdens trade is really carrying and 
quite impossible to ensure their being adjusted in 
any way fairly among different articles and goods. 
The popularity of these taxes is due to the fact that 
their incidence is shifted and that it very difficult 
to determine on which classes the burden ultimately 
falls. The collection of terminal tax through the 
railway agency has removed all the administrative 
difficulties inherent in a system of octroi and there 
is a tendency among municipalities to resort to the 
tax whenever they are in financial difficulties 
because the local authority can in this case transfer 
the odium of collection to the Railway Company. 
The tax is also very defective from the educative 
point of view, since it does not encourage sense of 
responsibility among the electors, who do not 
directly feel the burden of the tax. Sir Josiah 
Stamp sums up the case as follows : 

' In my judgment, both theoretically and on the 
result of experience, no country can be pro¬ 
gressive that relies to any extent upon 
octroi, which has nearly every vice 

Of the two taxes, terminal tax possesses some 
obvious advantages over octroi. Firstly, there is no 
system of refunds in terminal tax and, therefore, the 
rates are much lower. The system of refunds in the 
case of octroi is introduced with a view to relieve it of 
some of its bad features, but in actual practice, no refund 
is obtainable until several days after the payment. This 
practice has in a number of places either created a new 
class of brokers who obtain refunds of octroi on pay¬ 
ment of some brokerage to them or encouraged corrup¬ 


tion among the staff who for a consideration allow the 
dutiable articles to pass through without any payment 
of octroi. Secondly, the collection in the case of terminal 
tax, being both by Railways and the Port Trust 
Authorities for a small consideration, the terminal tax 
is not very expensive in collection ; collection of octroi, 
on the other hand, is both inconvenient and expensive. 

Terminal tax has, however, its disadvantages too. 
Absence of provisions for refunds makes the terminal 
tax a transit duty to the extent to which the burden of 
the tax falls on non-residents. Besides, it is levied on 
all commodities, imports, exports and goods liable to the 
custom duties. To that extent, they are bound to inter¬ 
fere with the tariff policy of the country with all its 
national and international repercussions. 

Both octroi and terminal tax as sources of revenues 
offend against all canons of taxation. By hampering 
trade and industry and by creating avoidable harass¬ 
ment, they have, in our opinion, done more harm than 
good. Despite the fact that they have been condemned 
by one and all, they still continue today. The diversity 
in their rates and the schedules in different States and 
in different municipalities in the same State, has often 
resulted in the unfair discrimination of trade and indus¬ 
try in different areas. The earlier therefore, they are 
abolished, the better for the economy of the country as 
a whole. 

Question 210 .—Does your examination lead to the con¬ 
clusion that both octroi and terminal taxes are un¬ 
suitable as forms of local taxation and should, there¬ 
fore, be abolished? If so, what substitutes would 
you recommend ? Do you consider the suggestion 
that local bodies should be allowed to levy surcharges 
on sales tax feasible and desirable ? 

This, however, confronts us with suggesting the 
alternative sources for revenue which the abolition of 
the octroi and terminal tax would entail. In view how¬ 
ever, of the recent origin and the high incidence of the 
sales tax levied at present in many States today, we are 
opposed to the idea of levying a surcharge on sales tax 
by local bodies. In other words, the overall burden on 
trade, industry and the consumers imposed by octroi, 
terminal tax and sales tax needs to be considerably 
lightened. 

Question 211 .—If your suggestions involve certain modi¬ 
fications in the prevailing forms of octroi or terminal 
tax, what are the changes you would recommend ? 

Question 212 .-—What rates of levy, exemptions, proce¬ 
dure for collection and for refunds and arrangements, 
if any, for “ bonding ” would you suggest ? 

Question 213 .—Should the basis of assessment for octroi 
be ad valorem or by weight, etc. ? How would you 
provide against procedural delays and difficulties ? 

We advocate the total abolition of both octroi and 
terminal tax on the ground^ mentioned bafore. If, 
however, for some seasons, the total abolition is not 
found feasible and its existence in some form, for some 
time at least, is rendered necessary, the following modi¬ 
fications, in our opinion, would to some extent relievo 
these taxes of some* of their worst features : 

(i) There should be in each State a model schedule 
for octro approved by the State Government 
and departures from this schedule should not 
be permitted except with the previous appro¬ 
val of Government. In framing the model 
schedule, the representatives of the commer¬ 
cial community should be consulted. The 
maximum and/or minimum rates should be 
laid down. The rates on necessaries of life 
should be kept as low as possible. Rates on 
other articles should be fixed in such a way 
that they do not impose any substantial 
burden on the trade and consumers. 

(ii) All public ultility and commercial undertakings 

of Government should be treated in the same 
manner as if they were conducted by private 
enterprise, as otherwise, the local bodies may 
be deprived of substantial revenue and the 
private enterprise may be unfairly discri¬ 
minated. For instance, the annual loss of the 
Bombay Municipal Corporation on account of 
exemption to foodgrains imported by the 
Government of India was, for years, of the 
order of Rs. 15 lakhs. If, however, exemp¬ 
tion is granted to the Government transac¬ 
tions, the Government concerned should make 
a contribution in lieu of such taxation. 

(iii) We are in favour of a system of octroi at lower 

rates without refunds as is prevalent in the 
Punjab. If this is not found feasible a 
machinery for easy and quick refunds should 
be devised. 

An important point arising out of the 
definition of octroi may be brought here to 
the notice of the Commission. Octroi is levied 
on the import of goods into local area for con- 
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sumption, use or sale therein. Refunds are 
allowed when the goods are exported in the 
same conditions. Instances have been brought 
to our notice, however, that when com¬ 
modities like gram, oilseeds, etc., are imported 
for processing and the processed goods are 
exported, no refund is allowed on the exports, 
on the ground that the goods are not exported 
in the same condition. Such a procedure in 
our opinion, is bound to create hardships to 
the processing industries situated in big cities 
and towns and would add to the cost of pro¬ 
duction. A more liberal interpretation of 
octroi would, therefore, eliminate the avoid¬ 
able hardship. We, therefore, suggest that 
refunds on goods exported out of the munici¬ 
pal limits after being processed should be 
allowed. 

(iv) Adequate ‘bonding ’ facilities should be provided 
by the municipalities for goods in transit. 
The fees levied for ‘ bonding ’ should be low 
and the same should not be allowed to par¬ 
take of the nature of additional revenue. 

(v) We are in favour of assessing octroi on the 
‘ maundage ’ basis rather than on ‘ad 
valorem ’ basis. All goods should be uni¬ 
formly charged on 1 maundage ’ basis. The 
‘ ad valorem ’ basis is rather arbitrary, and 
ha& been called as ‘ one of the worst features 
of the octroi ’ by eminent authorities like 
Prof. Findlay Shixras. Further, ad valorem 
tax upon necessary goods, produced by agri¬ 
culture at increasing unit costs, is especially 
burdensome because the tax grows with the 
costs and becomes regressive in its effect upon 
low income groups as cost mounts. Com- 


and make use of the amenities provided by the local 
governing body ”. A vast number of people who daily 
visit the city from outside the local limits enjoy the 
civil amenities provided by the municipalities but escape 
local taxation altogether. The general opinion seems to 
be in favour of taxing such floating population for the 
benefit of local bodies. 

We have no particular objection to the levy of 
“ pilgrim tax ” on the above categories of floating 
population, provided the levy is reasonably small and 
the minimum necessary, approximating the expenditure 
in providing the additional facilities, and no undue 
hardship and inconvenience is caused to the passengers. 

Question 218.—What are your views regarding the desir¬ 
ability and feasibility of a “ poll tax ” as a form of 
local and/or State taxation ? 

‘ Poll tax ’ in our opinion is not a practical proposi¬ 
tion, as such a direct levy is bound to meet with a very 
strong opposition from tile people. Besides, it is doubt¬ 
ful if the State Governments or Local Bodies would 
themselves accept ‘ poll tax ’ as an advisable form of 
taxation. They would prefer taxes which are less 
objectionable and which do not stir up popular opposi¬ 
tion. 

Question 219.—(a) Have you any suggestions, not already 
covered by your previous answers (e.g., on motor 
vehicles taxation), to make regarding the levy of 
taxes on vehicles., animals and boats for purposes of 
local and/or State taxation ? 

(b) Do you consider tolls a suitable form of local 
and/or State taxation ? In what circumstances ? 

Regarding (a), we have no more comments to make 
on this than those contained in our previous answers 
on motor vehicles taxation. 


plicated problems arise in determining the 
value and the scope for corruption becomes 
greater. Moreover, the prices are trade 
secrets and their revelation, which is inherent 
in a system of this nature, is likely to lead to 
serious abuses. A specific assessment on. the 
‘ maundage ’ basis on the other hand, would 
much simplify the assessment procedure. 

Question 214.— Would an extension of the nationalisation 
of motor transport make it possible to adopt a 
simpler and more effective system of terminal taxes 
on goods transported by road ? 

The extension of the nationalisation of motor 
transport would not, in our opinion, bring about any 
improvement in the present system of terminal taxes 
on goods transported by road. 

Question 215.— Have you any suggestions to make in 
regard to the better correlation of octroi or terminal 
tax with allied forms of State and Central taxation 
such as sales tax, excises and customs ? 

Commodities liable to customs duty should be 
exempted from octroi or terminal tax, as otherwise the 
multiplicity of taxes on any commodities would render 
its price prohibitive for consumers and would also add 
substantially to the cost of production. The overall 
effect of sales tax and excise duty should be examined 
before any commodity already liable to sales tax and 
excise duty is included in the octroi schedule. At any 
rate, the rate of octroi should be as low as possible on 
commodities which are also liable to sales tax and excise 
duty. 

Question 216.— Taxation on goods carried by road is only 
one of the items covered by entry No. 56 of the State 
List, viz., “ taxes on goods and passengers carried\ by 
road or on inland waterways ”. Have you any com¬ 
ments or suggestions to make in regard to the utilisa¬ 
tion of this entry for purposes of local and/or State 
taxation ? 

We have no comments to offer on this. 

Question 211. — Should the “ Pilgrim Tax ” levied by cer¬ 
tain local bodies be more widely adopted ? Do you 
consider that a suitable form of taxation on the float¬ 
ing population in the bigger cities can be devised ? 
Pilgrim Tax’ is a tax levied on the persons tem¬ 
porarily visiting a centre of pilgrimage or a centre where 
people congregate. A terminal tax on passengers in the 
form of pilgrim tax is in vogue in almost all the 
important pilgrim centres in this country. Such taxes 
are usually levied on railway tickets and are collected 
by the railways. Such taxes cannot be levied without 
the sanction of the Central Government, as they are 
included in the Union List of subjects. While the 
Government of India have been permitting levy of 
passengers’ tax in pilgrim centres more or less freely, 
they do not appear to favour its levy in places which 
are not centres of pilgrimage. The Taxation Enquiry 
Committee had suggested that “ a light terminal tax on 
passengers may be justified in the case of a large city 
on the ground that as a centre of trade or amusement 
oc of public offices many non-resident persons come in 
1 tec/55 


Regarding (b), tolls are a survival of the old and 
vexatious form of taxes. They have outlived their 
utility, both on account of the hardships they involve 
nn the vehicle owners and the heavy cost of collection 
and cumbersome method of collection. We, therefore, 
suggest that tolls wherever they are levied today 
should be abolished and a compensatory allowance may 
be given to local bodies from the receipts of the petrol 
tax. 

Question 220.--T he Local Finance Enquiry Committee 
recommends that the limit of Rs. 250 placed on pro¬ 
fession tax by the Constitution should be raised to 
Rs 1,000. Do you agree ? Would you recommend 
the wider adoption of profession tax by local bodies 
and/or State Governments ? Which categories of 
local bodies may suitably levy it, and with what safe¬ 
guards ? Should the levy by compulsory in certain 
cases, and if so at what minimum level ? What modi¬ 
fications, if any, would you suggest in the prevailing 
forms of levy of this tax ? What steps would you 
take for its better correlation with income-tax, from 
the point, of view of incidence or for purposes of 
administration, etc. ? 

A tax on professions and trades has been familiar 
in India from very early times. In view of the fact 
that it encroaches on income-tax, constitutional limita- 
tions have been placed on the amount of tax which can 
be levied by a local body. Before the Government of 
India Act of 1935 came into force, however, there was 
no constitutional limit on the amount of the fax. Even 
the Government of India Act, 1935, at first did not 
provide for any limit on the amount. When, however, 
attempts were made by one province to levy such a tax 
on a graded basis of income, the Central Government 
became apprehensive of the conflict between such a tax 
and income-tax. Consequently, the Act of 1935 was 
amended and a maximum limit of Rs. 50 was fixed. 
This was raised to Rs. 250 by the new. Constitution. 
Few municipalities which were exempted in this regard 
by the Act of 1935 were allowed to enjoy the exemption 
by the new Constitution also. So far as Bombay is con¬ 
cerned, no local body levies profession tax as such but 
some of them levy small taxes in the form of licence 
fees on specified trades and callings which are sub¬ 
ject to municipal control. This tax is also levied by 
four or five District Boards. The income from this 
source is negligible. The Government of Bombay are 
of the opinion that profession tax can never be a source 
of much income owing to the disproportionately large 
collection charges. 

In our opinon, the present maximum limit of Rs. 250 
for profession tax is a fairly high limit and any further 
increase in it will lead to grave abuses by the local 
authorities. Whenever they are faced with financial 
dilemma, they will find profession tax a convenient 
source to fall back upon. In actual practice, many 
local bodies will, therefore, render this ‘ ceiling ’ limit 
to a ‘ floor ’ limit. Because, profession tax encroaches 
on the income-tax, it is desirable that the limit should 
be kept as low as possible. We are, therefore, not in 
agreement with the recommendation of the Local 
Finance Enquiry Committee that the limit of Rs. 250 

23 
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placed on profession tax by the Constitution should be 
raised to Rs. 1,000. 

Question 223 .—Have you any comments or suggestions to 
make on any items of local taxation not coiiered by 
the foregoing questions ? 

Licence fees are another source of considerable 
income to all categories of local bodies in every State. 
These fees are levied in order to recover the cost of 
supervision and regulation of certain trades and callings 
and for granting certain privileges which impose a 
special burden on the municipal services. In the City 
of Bombay, licence fee is charged to a variety of trades 
and callings such as factories, hotels, slaughter houses, 


markets, advertisements, hawkers, surveyors, plumbers 
and various others. The other municipalities and dis¬ 
trict boards have, however, a limited field for charging 

licence fees. 

A licence fee, by its very nature, is different from 
a tax. A licence fee is levied for regulatory purposes 
and for recouping municipal expenses incurred on such 
regulation. The Courts would be entitled to interfere 
in the case of licence fees if they are harsh or unreason¬ 
able. The plea of unreasonableness would, however, be 
barred in the case of taxes. The rate of fees should, 
therefore, be strictly correlated to the overall expendi¬ 
ture incurred in regulation and supervision and should 
never be allowed to grow into a convenient source of 
additional revenue. 



MADRAS CHAMBER OF COMMERCE, MADRAS 

(Replies to the Questionnaire of the Taxation Enquiry Commission.) 


PART I.—THE TAX SYSTEM 

GENERAL 

The questions raised are so comprehensive that it 
is not possible adequately to reply within the time limit 
given. This Chamber proposes, therefore, to confine 
itself to general observations. 

It is considered that, in general, both direct and 
indirect taxation should be for one purpose only, 
namely, the raising of sufficient funds to balance the 
revenue portion of the budget. Capital requirements 
should be obtained either by borrowing, particularly in 
those instances when the purpose is for expenditure on 
capital account for remunerative enterprises, and by 
the imposition of Estate duty, where it is logical to 
utilise this tax on capital for capital expenditure only. 

In assessing the income requirements, there should 
be provision for a slow but gradual increase in the 
standard of living. With this policy in view and having 
ascertained the annual requirements on revenue 
account, the Government should first determine the 
amount to be raised by direct taxation. 

In assessing this, it is strongly recommended that 
the only realistic policy is that direct taxation should 
be based on the ability to pay with the main emphasis 
on the all important factor of encouragement of in¬ 
centives to work, to save and to invest. 

In the opinion of this Chamber direct taxation should 
not in ordinary circumstances, be considered for the 
purpose of reducing inequalities of income and wealth 
and the countering of inflationary and deflationary ten¬ 
dencies or the maintenance of the external balance of 
the economy. 

The high rates of direct taxation on individuals since 
the war have greatly obstructed the saving or invest¬ 
ment by the wealthier and middle classes and have 
practically removed all incentive to work after a certain 
level of income has been reached. This policy cannot 
but be harmful in a country where the future policy has 
been based on industrial development and increased 
production. It must be remembered that high taxation 
has been accompanied by a greatly increased cost of 
living and there can be but few middle class families 
who do not find it difficult to balance their own family 
budget. 

In recent years it is apparent that tax evasion has 
very considerably increased and this must largely be due 
to the burden of tax now imposed both on the individual 
and industry, in spite of all that is said to the contrary, 
this Chamber prefers to believe that the majority of 
tax payers are honest, or would prefer to be honest, 
and this Chamber would not be surprised if in the 
event of a maximum rate of tax of, say 8 to 10 annas, 
being fixed for the higher ranges of income, tax evasion 
would decline and there might well be a considerable 
gain in tax collections. 

Direct taxation on industry as distinct from in¬ 
dividuals should follow the same principles and should 
permit of reasonable amounts being placed to reserves 
in order to finance the present day costs of replacement 
and sufficient to allow for future expansion. This 
Chamber is of the view that greater incentives should 
be given to industry for these purposes and recommends 
an increased rebate on the standard rate for all amounts 
not distributed by way of dividends. 

Having based the direct taxation on the policy out¬ 
lined above the balance required must be recovered by 
indirect taxation. In determining the scope and extent 
of indirect taxation, care must be exercised in seeing 
that it is so assessed as to enable Indian industries to 
compete with the products of other countries. It is 
essential for this country to export to the fullest extent 
possible and the price must be competitive. 

State Controlled undertakings 

This Chamber sees no reason why State owned 
Undertakings should not be conducted on lines similar 
to ordinary commercial enterprises. The price of their 
products should not be influenced by the requirements 
of the Government or State but it should be governed 
by the principles adopted by private enterprise 
namely : — 

1. a reasonable return on capital invested 

2. similar rates or taxation on profits should be 

imposed and 

3. there should be a reasonable margin for transfer 

to reserves to cover replacement and 
expansion. 


PART II.—DIRECT TAXES 
INCOME TAX 
Residence 

Question 46.— Do the provisions of the Income-tax Act 
(Sections 4A and 4B) regarding the determination 
of residence of various assessees, viz., individual, 
Hindu undivided family, firm, association of persons 
and company, require any modification ? In parti¬ 
cular, what is your view regarding the retention of 
the category described as “ not ordinarily resident ”? 
Individuals. —This Chamber considers that no change 
is necessary except that in Section 4A(a) ( iv ), after the 
words “ Income-tax Officer ”, there should be inserted 
the words “ on application made by the assessee ”. 

The following further Clause should be added : — 

“ Such satisfaction shall be communicated to the 
assessee within one month of application.” 

Hind.u Undivided Family. —It is considered that the 
present Sub-section 4A(b) should be cancelled. Hindu 
Undivided Families, firms and associations should only 
be regarded as resident if the major part of the control 
is actually exercised in India. 

Companies. —It is considered that Sub-Section 4A(c) 
should be amended so as to provide that the deter¬ 
mination of the residence of a Company shall be based 
solely on where the control is exercised and Sub-Clause 
( b) to this Sub-Section, concerning the amount of income 
arising in India exceeding that arising out of India, 
should be deleted. 

Not Ordinarily Resident. —It is recommended that 
the category of “ Not ordinarily resident ” shall be 
deleted and that it shall be provided that earned income 
actually earned outside India shall not be taxable in 
the hands of a person resident in India unless it is 
actually remitted to India. 

Question 47.— Does the definition of “ income ” (Section 
2(6C) require any modification ? 

It is considered that the definition of “ income ” in 
Section 2(6C) is satisfactory except that Section 2(6A) 
require amending vide the reply to Question 50 below. 

The Second Proviso to Section 10(2) (vii), in so far 
as it seeks to levy a charge on profits made on the 
realisation of fixed assets after the cessation of a 
business, should be deleted unless it can be shown that 
the closing down of the business has not been bona fide 
but has been done with the intention to avoid payment 
of tax which would otherwise have been payable under 
the provisions of Section 10(2)(vii) if the business had 
continued. 

Question 48.— Are there any receipts or gains which are 
not taxed at present but which, in your opinion, 
should be taxed and vice versa ? In particular, 
what is your view regarding the taxing of capital 
gains ? 

(a) It is considered that lease premiums and pugree 
payments should be taxed in the hands of the recipient. 

(o) It is considered that unpaid balances over six 
years old, when taken to credit in the accounts of a 
business concern, should be taxed. 

(c) It is considered that gratuities paid by an 
employer arising from the death of an employee or his 
medical unfitness or retrenchment, due to no fault of 
his own, should not be taxed in the hands of the 
recipient. 

As to the taxing of capital gains, Income Tax, by its 
very description, is a tax on income and therefore no 
attempt to tax capital should be made by introducing any 
provisions into the Income-Tax Act. 

If the taxation of capital is ever necessary it should 
be elfected by means of a separate Act specifically 
directed to that purpose. 

Question 49 .—Have you any comments on the present 
position regarding taxation of profits, which accrue 
or arise abroad, on their repatriation to India ? 

It is considered that the present concession concerning 
repatriation of funds from overseas should be extended 
to profits made in and still not remitted from the former 
native States of India, so as to encourage the bringing 
back of such funds into productive use. 

Question 50.— What change, if any, is called for in the 
definition of “ dividend ” Section 2(6A )) ; e.g., in 
relation to “ bonus shares ”? 

It is considered that there is no necessity to amend 
Section 2(6A) in so far as that section concerns bonus 
shares because it has been clearly established by Case 
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Law that the capitalisation of reserves by the issue of 
bonus shares does not attract liability to tax in the hands 
of the shareholder. 

In regard to Sub-Section (c) of Section 2(6A), this 
Chamber is of the opinion that the following further 
proviso should be added, so as to exclude public com¬ 
panies from the operation of the Sub-Section : 

“ Provided further that this Sub-Sedtion shall 
not apply to a public company whose shares are 
quoted on a recognised Stock Exchange. ” 

Question 51.— -Do the provisions of the Income-tax Act 
relating to the taxability of non-residents through 
their business connections in India in respect of 
income deemed to accrue or arise within the taxable 
territories (section 42 and 43 of the Income-tax Act) 
affect adversely the interests of persons engaged in 
foreign trade ? If so, what modification would you 
suggest in these sections ? 

Sections 41 and 42 of the Income Tax Act have 
always been regarded as amongst the most controversial 
provisions of the Act because they seek to assess the 
profit of a non-resident arising from a business con¬ 
nection in India. Levy of tax on the profit attributable 
to purchase of goods and materials is peculiar to India 
and it is undersood that there are no parallel provisions 
in the Income Tax Laws of any other country. 

“ Business connection ” is an abstract idea which is 
rarely understood by the assessee or by the Income-Tax 
Officer and assessments are invariably arbitrary. It is 
suggested that levy of tax should be based on the 
exercise of a trade in India and not on the existence 
of a business connection. This Chamber therefore 
suggests that the words “ through or from any business 
connection in the taxable territories ” be deleted from 
Section 42(1) of the Income-tax Act. Consequentially 
the words “ or having any business connection with 
such person or ” should be deleted from Section 43 and 
appropriate changes made in the provisos. 

Further difficulties which have been encountered in 
connection with the application of the present Section 
42(1) are : 

(a) the difficulty of ascertaining who should be 

treated as the agent where the non-resident 
has business connection in various States of 
India 

(b) the difficulty of realising the tax levied on an 

agent in respect of transactions carried out 
with other agents in the country 

(c) the inequitable result of treating the agent as 

the assessee for all purposes of the Act ana 
making him responsible for payment of tax 
due by the non-resident irrespective of 
whether the agent has or has not sufficient 
funds of the non-resident in his hands. 

Question 52. —-What modification would you suggest in 
the definition of “ agricultural income ” Section 
2(1)) to avoid the contingency of the same income 
being taxed by the Central Government as well as 
the State Government, e.g., in respect of income 
from forests, dividends from agricultural companies, 
etc.? 

This Chamber recommends that the taxation of 
agricultural income be made a Central Government 
subject. 

Question 53. —Are you in favour of integrating agricul¬ 
tural income with non-agricultural income for rate 
purposes ? If so, ivhich of the following methods 
would you advocate : 

(i) Aggregation of agricultural and non-agricultural 

incomes only under the State Acts; 

(ii) Aggregation of agricultural and non-agricultural 

incomes only under the Central Act ; 

(iii) , Aggregation of agricultural and non-agricul¬ 

tural incomes both under the State and the 
Central Acts ? 

Please discuss the administrative, constitutional and 
other problems that are likely to arise if any of the 
ubove alternatives is adopted. 

If the recomendation given in the reply to Question 
52 is adopted then this Chamber considers that agri¬ 
cultural income should be aggregated with non-agricul¬ 
tural income only under a Central Act. 

Question 54. —Would you recommend the abolition, by 
a suitable amendment of the Constitution, of the 
distinction between agricultural and non-agricultural 
incomes and the taxation of both types of income, 
aggregately under a Central Act ? 

Yes. 

Question 55. —Is the treatment given to irregular and 
fluctuating income in the present law satisfactory '! 
In particular, should any changes be introduced — 

(i) to average income over a number of years 

where receipts are irregular and fluctuating; 

(ii) to spread lump sum receipts over a number of 

years ? 


It is considered that the existing treatment of 
irregular and fluctuating income in the present state of 
the Law is not satisfactory because of the high incidence 
of Super Tax in peak years in the case of such persons 
as authors, playwrights, professional men whose 
accounts are maintained on a cash basis, stock brokers, 
agriculturists, etc. and recommended (i) that where 
receipts arc irregular and fluctuating, the income should 
be averaged over a number of years (ii) Lump sum 
receipts should not be regarded as taxable income but if 
there are any cases where They can properly be so 
treated, they should be spread over the number of 
years to which the receipt relates. 

Exemptions 

Question 50.—Do you think the present provisions 
regarding exemption of charitable and religious 
trusts need any modification ? If so, in what 
respects ? 

Ii is considered that the present provisions regarding 
exemption of charitable and religious trusts arc ade¬ 
quate. 

Question 57.—(i) Should the business profits of co¬ 
operative enterprises, which are now exempt, be 
charged to income-tax and super-tax ? If so, should 
co-operative societies be treated as companies or 
should a lighter levy be imposed ? In case the 
exemption is continued, should it be restricted to 
certain categories of co-operative enterprises ? 

(ii) Do you agree wth the view that the income 

derived by co-operative housing societies by 
way of rent should not be treated as income 
from property assessable to income-tax ? 
Would you, in this respect, differentiate 
between tenant copartnership housing 
societies and other types of housing societies? 

(iii) It has been suggested that there are divergent 

decisions by d fferem Income-tax authorities 
in respect of assessment of income of co¬ 
operative societies from sources other than 
business. If this is so, please indicate such 
decisions and the measures you would suggest 
to secure uniformity in assessment. 

(i) It is considered that undistributed profits of co¬ 
operative enterprises should be taxed in the same way 
as those of any ordinary association. In this connection 
no attempt should be made to apply provisions of 
Section 23A to Co-operative enterprises. 

(ii) No comment. 

(iii) No comment. 

Question 58. —Are you in favour of continuing the con¬ 
cessions given to new industrial undertakings under 
section 15C of the Income-tax Act ? Have initial 
and extra depreciation alloivanccs made the con¬ 
cessions practically infructuous ? If so, what are 
the directions in ivhich the provisions of this section 
should be modified ? 

It is considered that the concessions given under the 
provisions of Section 15C! are so hedged in with restric¬ 
tions that no hardship would be caused by the with¬ 
drawal of the Section, p;, rticularly having regard to the 
present rates of initial and extra allowances for 
depreciation. 

Question 59. —A suggestion has been made that banking 
profits of foreign branches of Indian banks should 
be given concessional treatment for tax purposes in 
order to encourage he opening of branches abroad. 
What are your views ? 

To encourage the opening of foreign Branches by 
Indian banks, it is recommended that profits earned 
abroad by such Branches should not suffer Income-Tax at 
higher rate than they would if the profits had arisen 
in India and consequently if the rate payable in the 
foreign country in which the profits are earned exceeds 
the Indian rate, the difference should be adjusted 
against the tax payable on the income earned in India. 

Question 60.— Should any liberalisation be made in the 
present limits of exemption from tax of life 
insurance premia and contributions to provident 
funds ? 

It is considered that liberalisation of the present 
limits of exemption from lax of life insurance premia 
and contributions to Provident Funds is most necessary 
and very much overdue because the present exemption 
limit was fixed many years ago and is now completely 
out of relation to the present economic conditions. 
Whilst the basis of exemption of one-sixth of the total 
income is considered fair, it is recommended that the 
present limit of Rs, 6,000 for an individual and 
Rs. 12,000 for a Hindu Undivided Family shall be 
doubled,. 

Allowances 

Question 61.—(i) Do you favour the grant of larger 
depreciation allowances to assist industry to finance 
the considerably increased costs of replacement of 




assets ? If so, how and in what form should they 
he given — 

(a) by larger depreciation allowances on new assets; 

(b) by revalorisation of existing assets; 

(c) by treating the excess of replacement cost over 

original cost as revenue expenditure ; 

(d) by any other method ? 

(ii) What is the justification for assistance from 

public resources to certain classes of tax¬ 
payers only by way of covering partially 
the excess of replacement cost over original 
cost of old assets ? 

(iii) In case adequate justification exists for 

assistance by Government in the form of tax 
concessions to meet the situation, what safe¬ 
guards should be prescribed to see that the 
funds so made available are utilised for the 
purposes for which they are intended ? 

i) The problem of finding additional funds with 
ih to finance the extra cost of replacement of fixed 
ts which has resulted from the inflation in monetary 
tes caused by the Second World War applies in the 
n to the replacement of fixed assets which were 
inally installed before 1st September 1939. 
n respect of fixed assets which have been installed 
e 1st April 1948,, the various special rates of 
.’eciation which are now allowed for Income Tax 
poses are adequate and, on the assumption that they 
be continued, at any rate for some years to come, 
an be said broadly that the full value of a post-war 
ailed fixed asset will have been depreciated for 
ane-tax purposes within its working life and thus, 
espect of such post-war installed fixed assets, funds 
permitted, for income-tax purposes, to be retained 
he business with which to effect their replacement 
he end of their working life. 

These special rates of depreciation allowances do 
unfortunately, apply to fixed assets which have been 
ailed prior to the War and it is in respect of those 
:ts that the cost of replacement presents so much 
cully to business in finding the necessary funds to 
t the very heavy extra cost of something like three 
ps their original cost. In the view of this Chamber, 
e of the methods suggested under (a), (b) or (c) of 
-para (i) will meet the case of dealing with the 
aeement cost of pre-war installed assets and it is 
sidered that the problem can only be dealt with by 
wing special rates of depreciation for the next few 
c s on assets which were installed prior to 1st 
tember 1939 and which are still in use or alter- 
vely businesses should be permitted to build up over 
next few years a special replacement reserve equal, 
to twice the original cost of such assets, 
iii) If something on the lines of the recommendation 
m above could be accepted, the suggested assistance, 
ild be applicable to all classes of taxpayers whose 
inesses are employing fixed assets installed prior to 
War and the objection that the additional allowance 
ild only be applicable to certain classes of taxpayers 
ild, it is considered, not be valid because those tax¬ 
ers who have set up business since the War are 
tied to the extra depreciation allowance applicable 
post-war acquired fixed assets. 

(iii) If the suggested special reserve for replace- 
lt of pre-war acquired fixed assets is acceptable, it is 
2 ed that safeguards are necessary to ensure that 
reserve is used for the purpose for which it is 
nded and should a worn out pre-war acquired fixed 
it not be replaced within three years, the amount of 
special reserves already allowed as an expense for 
ime-tax purposes should then be disallowed and 
id. 

istion 62.— Are any changes called for in the classi¬ 
fication of assets for purposes of depreciation, rates 
of depreciation and methods of computing the 
allowances ? 

The present classification of assets for the purposes 
iepreciation is not unreasonable and whilst we dis- 
ae with the basis of calculation of the allowances, 

2 the answer to the preceding question, the rates 
nselves in relation to the present basis, are not 
easonable except that it is considered that many of 
smaller assets, e.g., furniture, tools in us, electrical 
t fittings, bicycles, books, etc., should be treated on 
basis of replacement and not of writing them off by 
ms of a depreciation allowance. 

istion 63 .—Should any tax concessions be given to 
encourage development of mineral resources ? If 
so, what form should they take ? In particular, 
should depletion allowance on wasting assets be 
allowed ? How should it be computed for different 
kinds of assets you have in view ? 

It is considered that mining concerns should be 
ited for taxation as they are in South Africa where 
development expenditure, whether on capital account 
ptherwise, is allowed as a charge before arriving at 
profits assessable to tax. 


Question 64 .—In what form would you, provide for 
personal and family allowances — 

(i) exempting the first slice of income from tax ; 

or 

(ii) providing specific allowances for family and 

dependents ? 

In the case of (i), do you consider that the first slice —- 
Rs. 1-1,509 —should be revised 2 In the case of 
(ii), what treatment would you give to the Hindis 
undivided family ? 

It is recommended that the first slice of income up to 
a reasonable limit should be completely exempt, such 
slice being double that of an individual for a Hindu 
Undivided Family. 

In addition, there should be reasonable allowances 
in respect of married persons and children. 

Question 65. —Should the present law regarding 

admissible expenses (section 10(2)) be altered ? If 
so, please indicate, with reasons, the items of 
expenses (i) which are not now admissible but, in 
your view, should be admissible and (ii) which are 
now admissible but, in your view, should not be 
admissible. 

It is recommended that the words inserted into Section 
10(2) (xv) by the Income-tax (Amendment) Act, 1953, 
“ not being an allowance or the nature described in any 
of the Clauses (i) to (xiv) inclusive and ” be deleted. 

It is further recommended that the transfer of the 
employers’ controbution and interest thereon in an un¬ 
recognised Provident Fund to the new Government 
Provident Fund Scheme should be allowed as a business 
expense. 

Kate «£ Structure 

Question 66. — -(a) Are you in favour of combining 
income-tax and super-tax into a consolidated levy ? 

(b) What are the merits or demerits of such a step 

from the point of view of (i) assessees (ii) 
administration ? 

(c) Are you satisfied with the degree of progression 

in the present rate structure (both income-tax 
and super-tax) especially in regard to its 
economic effects ? 

(d) In case you consider a change is necessary, 

what alternative rate structure would you 
recommend ? 

(e) Should the rate of surcharge levied under 

Article 27 1 of the Constitution also be gradu¬ 
ated ’! 

(a) It is considered that Income-tax and Super-tax 
should be combined into a consolidated levy. 

(b) Provided the consolidated tax is properly 
graduated there should be no demerits from the point 
of view of the assessee and the present anomaly where¬ 
by no relief is obtainable by an assessee for Super-Tax 
(Corporation Tax) already paid by a Company in respect 
of income derived therefrom, whereas relief is granted 
lor Income-Tax paid by a Company, will disappear. 

No administrative disadvantages are apparent and 
it is considered that in fact a consolidated levy will 
simplify procedure because only one computation of 
the tax payable will be necessary. 

(c) It is considered that the present rate structure 
of both Income-tax and Super-tax is too severe in its 
effect on the middle income levels. 

(d) The following rate structure is recommended : — 

Suggested Kates of Income-tax 

Individuals, Associations of Persons & Unregistered 
Firms : 


On the first 

Rs. 

4,200/- 

Nil 

On the next 

Rs. 

5,800/- 

1 anna 

f> 

Rs. 

5,000/- 

2 annas 

«> 

Rs. 

5,000/- 

3 annas 

»j 

Rs. 

5,000/- 

4 annas 

i) 

Rs. 

5,000/- 

5 annas 

»> 

Rs. 

10,000/- 

6 annas 

if 

Rs. 

15,000/- 

6 annas 6 pies 

»> 

Rs. 

15,000/- 

7 annas 

t > 

Rs. 

30,000/- 

8 annas 

»> 

Rs. 

1,00,000/- 

9 annas 

>> 

Balance 

Rs. 

1.00,000/- 

10 annas 6 pics 
12 annas 

Hindu Undivided 

Family : 


First Rs. 10,000/- 
Individuals. 

nil and 

thereafter as for 

Companies : 

7 annas in 

the 

rupee, with 

a rebate of 3 annas 


on undistributed profits ploughed back. 


(e) It is considered that the principle of allowing for 
the receipt of a Surcharge in the annual budget is 
wrong and the powers given under Article 271 of the 
Constitution for imposing a Surcharge should only be 
used in instances of grave national emergency. 
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Question 67. —Have you any change to suggest in the 
exemption limit for individuals ( Rs. 4,200 ) and for 
Hindu undivided families (Rs. 8,400 ) ? 

It is considered that present exemption limits are 
reasonable provided that the exemption is made appli¬ 
cable to all tax-payers, vide our answer to Question 64. 

Differentiation. 

Question 68..— (a) Are you in favour of a distinction 
being made between earned and unearned incomes ? 
What is the economic justification for such a 
distinction ? 

(b) Is the present definition of “ earned income ” 

in section 2(6 A A) of the Income-tax Act 
adequate in this respect or would you suggest 
any modification ? 

(c) Should the quantum of relief note afforded be 

extended or reduced ? If so, to what extent ? 

(a) It is considered that the distinction between 
earned and unearned incomes is only necessary for the 
purpose of granting an earned income allowance and, 
provided the principle of a single graduated tax is 
accepted and allowances for married persons and 
children, vide our reply to Question 64, are introduced, 
the present level of earned income allowance is con¬ 
sidered adequate. 

(b) It is considered that the present definition of 
“ earned income ” in Section 2(6AA) is adequate. 

(c) See answer to (a) above. 

Miscellaneous. 

Question 69. —Have you any changes to suggest 
regarding the principles followed in valuing stocks 
of a business for assessment purposes ? 

The principle which should be followed in the 
valuation of stocks, is that universally recognised of 
cost or market value, whichever is the lower, provided 
it is clearly understood that market value must take 
into account any reduction in value which has occurred 
subsequent to the close of the financial year up to the 
date when the accounts are finally closed. 

Question 70. —Do you consider that any change is called 
for in the method of assessment of the Hindu un¬ 
divided family ? If so, in what respects ? 

No comment. 

'Qurstion 71. —Should exemption from income-tax be 
allowed in respect of voluntary surrender by 
managing agents of the whole or a pari of managing 
agency commission 2 What safeguards should be 
laid down against misuse of such a provision ? 

It is considered that exemption from Income-Tax 
should be allowed in respect of voluntary surrender by 
Managing Agents of the whole or a part of their 
Managing Agency Commission unless it ran bo shown 
that the surrender has been mala fide with the intention 
of evading payment of tax. 

■Question 72. —On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 

It is considered that the only tax which should be 
payable is that of the country in which the income 
arises and in no circumstances should income be 
subjected to double tax. 

Question 73.- —Is the present law relating to determina¬ 
tion of “ bona fide annual value ” of property and 
deductions allowed from it satisfactory ? If not, 
please give any alternative proposals you have in 
this respect. 

It is considered that the present provisions of Section 
9 of the Income-tax Act are adequate. 

Question 74. —Is any change required in respect of 
provisions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
ward in case of cessation of business ? 

It is considered that losses should be carried forward 
without any time limit in the same way as unabsorbed 
depreciation. 

On discontinuance it should be provided that the 
last three years of assessment may be adjusted, at the 
option of the assessee, to the actual results of each of 
those three years and any tax found as the result, to 
have been over-paid, should be refunded. 

Question 75.—Do the provisions relating to the payment 
of advance tax under section 18A of the Income- 
Tax Act need any modification ? 

It is considered that no revision is necessary to the 
1 existing provisions of Section 18A. 

Question 76. —Do the principles underlying the assess¬ 
ment under section 34 of the Income-tax Act need 
any modification ? 

Section 34 of the Income-Tax Act in its present 
form was the result of the amendment made in 1948 to 
the orginal section when it was considered necessary to 
provide Income-Tax Officers with wide and sweeping- 
powers to tackle cases of tax evasion. The limit of 
.eight years introduced in the section was mainly in¬ 


tended to cover all cases to be investigated by t 
Income Tax Lives .igaticn Commission, so that there cox 
be no loss of revenue by assessees pleading limitatic 
Now that the Income Tax Investigation Commission h 
nearly completed its labours and evaded incomes ha 
been brought to light presumably to the fullest exte 
possible, it is no longer considered necessary to ret£ 
the present Section 34 in the Act. 

It is therefore suggested that a return should be ma 
to the old Section 34 i.e., before its amendment in 19- 
the language of which section was quite fair be 
from the assessee’s and the Income Tax Officer’s poi 
of view. Under the present Section 34, it is impossil 
for' an assessee to be certain of his Income Tax liabiliti 
until eight years have expired after the particul 
year of assessment. 

Question 77.— What measures would you suggest j 
simplifying the procedure of assessment in or d 
to reduce the cost of compliance with t 
regulations ? 

It is considered that Income Tax Officers shot 
place more reliance than they appeal' to do so 
present on audited accounts and computations pi 
pared by qualified representatives of assessees a 
should devote less time to detailed checking of retur 
submitted on behalf of assessees by qualified represeni 
fives which will allow greater care to be paid to matte 
of principle and to returns of assessees not prepared 
qualified persons. 

Question 73. —It has been suggested that the Appelli 
Tribunal should have powers to enhance asse. 
meats in the same manner as Appellate Assisto 
Comnv.ssioni rs have. What is your opinion ? 

It is considered that the Appellate Tribunal shot 
continue to be a judical body without powers 
enhancement. 

Taxation of Companies and Shareholders. 

Question 79.—D 1 you recommend that an element 
progression should be introduced in the corporati 
tax ? 

Please see answer to Question 66 wherein it will 
noted that it is recommended that the tax applica} 
to all Companies should be at the fiat rate of sev 
annas in the rupee with a rebate of three annas on 
much of the profit as is undistributed and plough 
back. 

Question 80. —Would you advocate different rates . 
different types of corporate enterprises, e.g., 

(i) small industries : 

(ii) cottage industries: 

(iii) private limited companies or ivhat may 

termed proprietary companies ; 

(iv) holding companies ? 

Tt is considered that where concessions i 
necessary in order to assist (i) Small industries 
Cottage Industries, these should be made in the fo 
of suitable subsidies. Differentiation in rates of Incor 
tax applicable to such concerns is not considered a si 
able method oil affording them financial assistance. 

In regard o (iii) Private Limited Companies e 
(iv) Holding Companies, if our recommendation fox 
flat rate of ts x to be applicable to all Companies 
adopted, such Companies will not require any f 
ther relief because any income received by them 
the form of dividends from shares in other Compan 
will automatically qualify for relief on acount of 
tax paid by t ie Companies from which the dividei 
are derived ancl will not be subject to tax a seec 
time. 

Question 81.— There is a demand for the exemption 
inter-corps rate dividends from corporation tax. 
you consider this justified, and if so, why ? 

It is consioered that the demand for the exempt 
from Corporation Tax of inter-corporate dividends 
fully justified because the present system results 
the same income being taxed twice over. As explaii 
in the answer to the preceding question, a single . 
rate of tax applicable to all Companies will meet 
case. 

Question 82.— Do you think that any special prouisii 
are necessary for the assessment of —- 

(a) banns ; and 

(b) invistment companies ? 

Do existing rules relating to assessment of insura', 
companies, especially mutual insurance associatic 
require any change ? If so, in what respect ? 

(a) It is not considered that any special provisii 
are necessary for the assessment of Banks, subject 
our answer io Question 59 above concerning fore 
Branches of Banks. 

( b) Provided the present Super Tax (Corporat 
Tax) applicable to companies is abolished and Comps 
profits are subject to a single flat rate of tax, no spec 
provisions are considered necessary for the assessm 
of investment Companies. 
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As regards Insurance Companies, we have no informa- 
1 on which to base any comment. 

estion 83.—Do you think that differentiation should 
be made between distributed and undistributed 
profits of companies for lax purposes? If so, on 
what grounds ? What change would you suggest in 
the present quantum of differentiation in favour of 
undistributed profits ? Should the concession in 
future be restricted to particular industries ? 
the tax concession in favour of undistributed profits 
is allowed to continue as at present or in a modified 
form, what measures viould you suggest to ensure : 

(a) that retained profits are not used as a device by 

share-holders of private limited companies to 
evade super-tax; 

(b) that retained profits are actually applied for 

productive purposes ? 

particular, are the provisions of Section 23A of the 
Income-tax Act satisfactory ? If not, what changes 
would you suggest ? 

In this Chamber’s remarks on paragraph 61, the 
cessity for increasing the rebate of tax on undistri- 
ted profits in order to provide for replacement of 
sets has been stressed and in the suggested rate of 
x applicable to Companies, shown in our comments 
paragraph 66(d), a rebate on undistributed profits 
3 annas in the rupee has been suggested. 

It is considered that the foregoing comments apply 
ually to private manufacturing and trading Companies 
to public Companies and it is the opinion of this 
lamber that such private Companies should be exclud- 
. from the operation of Section 23A. 

This would thus leave Section 23A applicable only 
the piivate investment Company and in respect of 
:ch Companies it is considered that no rebate should 
iply to that part of their profits which are retained 
the business. 

It is further considered that the present percentages 
p to which profits may be retained are reasonable and 
p not require amendment provided that the Section 
so amended as to allow the Income Tax Officer dis- 
■etion to take other factors into account besides those 
; present permitted which are limited to the smaliness 
profits made and any past losses. Such other factors 
lould include the cash position of the company and 
ay losses incurred subsequent to the accounting period 
ader assessment. 

uestion 84.— Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

We have recommended (a) a single consolidated levy 
f tax and (b) a flat rate of tax applicable to the profits 
f all Companies. (If these recommendations are accept- 
d it follows that income derived from a company, 
diich will have already suffered tax at the Company 
ate, will either have to be subjected to additional tax 
i the hands of the shareholder, representing the differ- 
nce between the Company rate of tax and the rate 
pplicable to that slab of the shareholder’s income into 
'hich the dividend falls or, conversely, the shareholder 
dll be entitled to a refund of the difference between 
ae Company rate of tax and the rate of tax applicable 
p him, should his income be below the slab at which 
ne rate of tax payable will correspond with the rate 
pplicable to Companies. 

luestion 85. — Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken by 
the Centre, the States and Local Bodies should be 
required to contribute, from their earnings in the 
way of income-tax or in other ways, to general 
revenues ? 

It is considered that industrial, commercial and 
imilar other enterprises undertaken by the Centre, the 
hates and Local Bodies should pay Income Tax in 
xactly the same way as is paid by ordinary industrial 
oncerns. If the profits of State enterprises are not 
ubject to the same taxes as those of private concerns, 
he latter are put to a grave disadvantage and, secondly, 
mless the profits of State-owned concerns are subject 
o the same taxes, it is very difficult to measure their 
tandard of efficiency compared with that of private 
ndustry. 

Evasion and Avoidance of Tax 

luestion 86. — What measures would you suggest for the 
greater use of the services of Chartered Accountants 
for assisting in the determination of the taxable 
income of assessees ? What obligations should be 
placed on a Chartered Accountant ivhen he certifies 
a statement of accounts of an assessee for 'purposes 
of income-tax assessment ? In particular, with a 
view to minimising evasion of tax, luould you 
recommend that the certificate of a Chartered 


Accountant should invariably accompany the return 
for business income over a certain limit ? If so, 
would you suggest that a form of certificate should 
be prescribed indicating the scope of the check that 
should be exercised by Chartered Accountants who 
render the certificate mentioned above. Do you 
agree that fees payable by assessees to Chartered 
Accountants for such certificates should be restrict¬ 
ed to a schedule to be prescribed by Government ? 

The Institute of Chartered Accountants in India is a 
recognised professional body with adequate powers of 
control over its members so as to ensure a proper 
standard of integrity. Therefore it is considered that 
accounts and computations of assessees prepared by 
members oi that institute should, be accepted as far as 
possible with the minimum of detailed enquiry. 

It is considered that assessees ought not to be com¬ 
pelled to utilise the services of a Chartered Accountant 
and the Income-Tax Officer should limit himself to 
advising an assessee to doing so. No standard form of 
certificate is considered practicable or desirable and it 
must be left to individual members of the profession to 
decide on the form of certificate which is properly appli¬ 
cable in each case. Similarly, no standard scale of fees 
is considered practicable or desirable. 

Question SI.—What changes would you suggest in the 
present law relating to the representation of asses¬ 
sees before Income-tax authorities (section 61) in 
order io ensure — 

( i) effective representation of assessees at reason¬ 
able j’ees ; 

(it) a minimum level of proficiency on the pari of 
representatives regarding the subject of 
income-tax law, rules and regulations ? 

It is considered that no change in the present Section 
61 ot the Act is necessary. 

Question 88.—Will it assist in checking evasion if the 
names of the persons who are penalised for conceal¬ 
ment of income are published ? 

It is considered that the names of persons penalised 
for concealment ot income should only be published 
where criminal proceedings are taken and the persons 
concerned aie found guilty. 

Question 8!).—Do you think that the present practice of 
excluding, from taxable profits, perquisites given to 
employees of business undertakings results in con¬ 
siderable loss of revenue ? If so, please state the 
perquisites you have in mind, and how they should 
be dealt with for the purposes of taxation. 

It is considered that the exclusion from taxable profits 
of perquisites given to employees of business under¬ 
takings does not result in any considerable loss of 
revenue and it will no doubt be appreciated that by far 
the greatest proportion of such perquisites are in fact 
expenses properly and necessarily incurred for the 
purpose of the business. 

In this connection attention is drawn to paragraphs 
140 and 188 of the report of the Income Tax Investiga¬ 
tion Commission, 1949. 

Question 90.— in the case of a company under liquidation, 
what steps, if any, would you suggest for safeguard¬ 
ing payment of tax dues before any payments are 
made to shareholders ? 

lit is considered that Section 18A, if properly enforc¬ 
ed, gives sufficient safeguard for the payment of tax 
dues in the case of a Company which subsequently goes 
into liquidation. 

Question 91. — Do you think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them? 
In particular, should powers to search premises and 
seize documents and books of accounts be given to 
Income-Tax Authorities ? If so, what is the lowest 
grade of officer on whom you would confer these 
powers ? 

It will be recollected that Clause 38 of the Income- 
tax Amendment Bill, 1951 proposed to introduce very 
wide powers, amongst others giving any Income Tax 
Authority the right to impound and retain in its custody 
any books ot account or other documents produced 
before it and it was further proposed to introduce into 
the Income-tax Act a new Section 37A giving power of 
entry. 

These proposals met with almost universal condemna¬ 
tion at the time of the introduction of the Bill and were 
subsequently dropped. 

The comments of this Chamber on the particular 

Clause were as follows: 

“ The proposal that any Income-tax Authority 
may impound and retain in its custody, for such 
period as it thinks fit, any books of account or other 
documents produced before it in any proceeding 
under this Act will, it is considered, lead to hard¬ 
ship in many cases, fit is therefore suggested that 
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the sub-section should be amended to read as 
follows: — 

1 Any Income-tax Authority not below the rank 
of Inspecting Assistant Commissioner may order 
the impounding and retention for a reasonable 
period, of any books of account or other docu¬ 
ments produced in any proceeding under this 
Act, provided that the assessee shall be allowed 
reasonable access to the books or documents 
and to make extracts therefrom.’ 

As regards the proposed new Section 37A, this 
Chamber considers the proposals wholly objection¬ 
able as they infringe on the liberty of the subject. 
If an Income-Tax Authority desires to enter and 
search, the tax-payer must be given the same rights 
as he has under the Common Law and the Income- 
Tax Authority must obtain a search warrant by 
application to a First Class Magistrate. ” 

The views of this Chamber in this regard remain 
unchanged and have been met to some extent by Sub- 
Section 2 of Section 37 that books and documents may 
not be retained for longer than 15 days without authority 
from the Commissioner. 

Question 92.— What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity—a trust or a private limited company or a 
partnership, especially family partnership—either 
for avoiding payment of income-tax or for frac¬ 
tioning of income to escape higher rates ? Would 
you recommend the use of penalty rates of tax to 
minimise such practices ? 

This Chamber is of the view that the taxpayer is 
fully entitled to reduce his tax liability by any legal 
method of which he is able to avail himself and the 
suggestion that penalty rates of tax should be imposed 
in cases of persons who have by legal methods been 
successful in reducing their tax liabilities is not only 
wholly objectionable but legally indefensible. 

As regards illegal evasion of tax, it is considered 
that the present penal provisions contained in the Act 
are adequate. 

Recovery 

Question 93. — In the case of a registered firm would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

The point raised in this question appears to be 
covered by the provisions of the Indian Partnership Act 
1932. 

Question 94.— Are present arrangements relating to 
recovery of income-tax adequate ? Would you 
advocate the Income-tax Department having a 
separate machinery for enforcing the recovery of 
arrears of tax 1 

It is considered that the present provisions of ihe 
Income-Tax Act regarding recovery are adequate, pro¬ 
vided they are properly administered. 

Question 95.—What provisions should be made to ensure 
timely collection of tax from private limited com¬ 
panies ? Do you consider that liability for payment 
of tax in such cases should be placed upon share¬ 
holders of the company in proportion to their share¬ 
holdings ? 

It is considered that under the present provisions 
of the Income-Tax Act for advance payments of tax, if 
properly applied, and provided that the machinery of 
assessment is not unduly delayed, there should be 
adequate protection secured to the Revenue against 
losses of the nature envisaged by the question. The 
fact that there may be a few cases of the Revenue being 
defrauded through the means of a Private Limited 
Company, should not be permitted to destroy the 
principle of limited liability. 

Question 96.— If income from any property is included 
for assessment purposes in the hands of a person 
other than the ostensible owner, would you agree 
to the tax so assessed being also made recoverable 
from such property ? 

If the transfer of the property is proved to have been 
made with the intent of illegal evasion, it is agreed 
that in such cases tax correctly assessed on the income 
arising from the property should be made recoverable 
from the property itself. 

GENERAL 

Question 97. —What concrete measures should be taken 
to improve the relations of the Income-tax Depart¬ 
ment with assessees, especially in regard to — 

(i) provision of free advice to small assessees on 
the following points : 

(a) maintenance of accounts in a form acceptable 

to the Income-Tax Department; and 

(b) matters such as filling returns of income, 

claiming; refunds, facilities for tax pay¬ 
ment, expeditious disposal of assessments, 
etc. ; 


(ii) provision, of information on various ina 

relatin') to assessment proceedings, such 
dispose-l of re find applications, adjournr 
applications, examination of records, etc. 

(iii) arrangement of work so as to obviate 

necessity of assessees or their representat 
having to wait in Income-tax Offices 
unduly long periods; and 

(iv) securing of the largest measure of a.greev 

on facts between the assessee and the dep 
meat at Income-Tax Officer level ? 

In the opinion of this Chamber the relation; 
between the Income-Tax Department and the public, 
particularly small assessees, will only improve w 
Income-Tax Officers and their staffs learn to look u 
themselves as public servants with one duty only- 
assess the taxpayer fairly and correctly within 
provisions of the Law and in so doing, to elicit f) 
the assessee all t le facts concerning his case, both tl 
which benefit the taxpayer as well us those which an 
the Department’s favour. 

In order to improve relationships between the 1 
payer and the Eepartment, we advocate the establ 
ment of a Public Relations Section within the Dep. 
ment, with a Public Relations Officer attached to e 
Assistant Commissioner. 

Such P. R. Os would have nothing to do w 
assessments or investigation proceedings and their du 
would be to help the taxpayer over such matters 
those raised in this question. 

Question 98. — Wl at changes would you suggest in 
existing arrangements relating to: 

(i) issue of notices ; 

(ii) simplification and filing of returns , 

(iii) levy of penalties ; 

(iv) recovery of tax; and 

(v) appellate procedure and machinery, particula 

with reference to administrative control 0 
Appellate Assistant Commissioners ? 

No comment on points (i) to (iv) as these ht 
already been dealt with in replies to previous questio 

(v) As regard 5 appellate procedure and machine 
this Chamber considers that the Appellate Assist! 
Commissioner, who is at present subordinate to 1 
Central Board of Revenue, should, as an Appell; 
Tribunal—be directly under the Legal Department 
the Central Government. 

Question 99. —(a) Do you think that undue delay occi 
at present in the course of assessment proceeding 
If so, what do you attribute this to and what 1 
your suggestions for remedying this ? 

(b) in order that delays of the kind mention 
above do not appreciably affect collection 
a substantial portion of the tax due, shot 
any special concessions be provided to ass- 
sees to induce them to make advance paymt 
of tax ? 

(a) It is considered that there is at present und 
delay in completing assessment proceedings mainly di 
in the experience of this Chamber, to 

(i) lack of properly trained clerical staff; 

(ii) apparenl inability of Income Tax Officers 

reach iecisions without constant reference 
the Ai sistant Commissioner. 

(t>) In the opinion of this Chamber, any proposal 
encourage the m iking of advance payments of tax w 
only result in defeating the object of reducing prese 
delays in finalising assessments, since the fact that ti 
is collected in advance is one of the factors which lei 
to delay in completing assessments. If the tax were n 
payable in advance, the assessment would have to 1 
completed much more quickly in order to obta 
collection. 

'In the opinion of this Chamber the solution to tl 
problem must be in 

(i) improvement in the efficiency of the Departmei 

(ii) insistence on Income Tax Officers taking re 

ponsibility to complete assessments. 

Special Business Taxes 

Question 100.—What, in your opinion, would be tl 

circumstance.: which ivould justify the levy < 

Excess Profit 5 Tax or special business taxes ? 

In the opinion of this Chamber the levy of Exce; 
Profits Tax or spi cial business taxes can only be justifie 
in case of grave national emergency. 

Death Duties 

Question 101.—W hat are your main reactions to th 

Estate Duty Bill at present before Parliament ? 

This Chamber does not wish to comment on th 
principle underlying the levy of an Estate Duty c 

whether the imposition of this tax is justified at thi 
stage of the Country’s economic development but th 
Chamber wishes to say that, in its opinion, Estat 
Duty, being a tax on capital, should only be used fc 
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the purposes of capital development envisaged under 
the Five-Year Plan. 

It is, in the opinion of this Chamber, wrong that a 
tax on capital should be utilised for general revenue 
purposes. 

This Chamber hopes that, before the levy of an 
Estate Duty is actually introduced into operation, 
adequately trained staff to administer the Act will be 
placed in position. 

Finally, this Chamber hopes that every effort will 
be made to ensure that adequate arrangements will be 
made for reciprocal relief with other countries where 
payment of Estate Duty is involved in more than one 
country. 

Question 102. —Would you in the matter of rates of levy 
differentiate between self-acquired property forming 
the estate of a deceased and property inherited by 
him ? 

In the opinion of this Chamber there is no necessity 
to provide for different rates of Estate Duty as between 
self-acquired property and inherited property. 


PART III—COMMODITY TAXES (Central and State) 

CUSTOMS 
Import Duties. 

Question 103.—Do you think that any changes are 
necessary in the Indian Customs Tariff in respect 
of— 

(i) grouping of commodities ; 

(ii) additions to and alterations in tariff items ; 

(iii) correlation with the Import Trade Control 

Schedule ; 

(iv) clarification in nomenclature and in units of 

measurement or weight ? 

(i) Grouping of commodities : 

No wide general changes are required in the Customs 
Tariff Schedules and any such changes would be liable 
to cause confusion. It is, however, suggested that the 
anomalies which come to light from time to time should 
be referred immediately to a Central Authority by the 
Collector of Customs concerned and that this Authority 
should decide how an item should be classified in future 
and advise the public and all ports immediately. 

(ii) Additions to and alterations in tariff items. 
No changes are necessary. 

(iii) Correlation with the Import Trade Control 

Schedule. 

It is understood that the Central Government are 
at present working on this particular question of 
correlation. 

(iv) Clarification in nomenclature and in units of 

measurement or weight. 

Please see the answer to (i) above. 

Question 104.—(i) What considerations should govern 
the fixation of rates of import duties for different 
groups or sub-groups of commodities or for special 
tariff items ? 

(ii) Have you any modifications to propose in the 
present rates of duties in the light of the 
considerations suggested by you ? 

(iii) Do you consider that import duties should be 

reduced in respect of any specific commodities 
in order to reduce the scope for smuggling ? 

(iv) Are there any cases within your knowledge 

where duties on the constituent parts are 
higher than on the finished product ? Is 
there adequate justification, in your opinion, 
for this differentiation ? 

(v) Do you think that owing to high rates of duties 

the yield on any commodity has reached the 
point of diminishing returns ? 

(i) All raw materials required by indigenous indus¬ 
tries should be allowed in at nominal rates and the same 
consideration should be applied to materials required 
for agricultural developments which are necessary for 
the common welfare of the country. 

(ii) to (iv)—No comments. 

(v) Yes—since these very greatly enhanced rates 
of 'Import Duties introduced in April 1953 there are 
already indications that demand has fallen, thereby, 
eventually, leading to diminishing returns. 

Question 105. —Is the relative use of ad valorem and 
specific duties in the Indian Customs Tariff satis¬ 
factory ? If not, in what respects would you 
enlarge or restrict the scope of application of 
either whether used singly or in combination ? 

Yes, it is satisfactory. 

Question 106.—(i) In what circumstances would you 
consider “ tariff values ” a satisfactory basis for 
assessment of import duties ? (Section 22 of the 
Sea Customs Act.) 
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(ii) Are there any commodities to which you would 

extend the application of “ tariff values ”? 

(iii) What changes, if any, should be made in the pro¬ 

cedure for determining “ tariff values ’’? 

(i) Under circumstances in which world prices of the 
commodities concerned are subject to considerable 
fluctuations. 

(ii) Subject to the above. 

(iii) No change is necessary. 

Question 107.—(i) What changes in your opinion are 
necessary in the present provision (Sec. 30 of the 
Sea Customs Act) regarding the determination of 
“ real value ” and why ? 

(ii) Would you suggest any specific measures to counter 
the evasion of import duties through deliberate 
under-valuation ? 

(iii) Have the methods of valuation in the Sea Customs 
Act proved satisfactory in relation to trade through 
the land customs border, especially on the Indo- 
Pakistan border ? If not, have you any specific 
suggestions to make in this regard ? 

(i) No change is necessary. 

(ii) The Customs authorities have already the neces¬ 
sary powers. 

(iii) No comments. 

Question 108. —What changes would you suggest in the 
matter of granting exemptions from, or reductions in, 
import duties especially in regard to : 

(1) raw materials used for essential industries ; 

(2) materials used for scientific research ; 

(3) materials imported for charitable and humani¬ 

tarian purposes ; 

(4) materials imported for stimulating desirable 

activities, such as agricultural development; 
and 

(5) necessaries of life ? 

(1) to (5)—Reductions or remissions of duty in respect 
of these five items deserve the Government’s sympathetic 
consideration when revenue permits. 

Question 109.—To what extent do you think revenue 
might be sacrificed in the interests of bilateral or 
multilateral fiscal arrangements such as G.A.T.T. or 
the preferences in favour of certain Commonwealth 
Countries. 

This is for the Government to decide. 

Question 110. —Under what circumstances should customs 
duties be used in preference to import quotas as a 
means of restricting imports ? 

If the purpose of restricting imports is to protect 
indigenous industries, then Customs duties should be 
used. If, however, the purpose is to conserve foreign 
exchange, then import quotas should be imposed. 

Question 111. —In what respects should the present law 
regarding “ drawbacks ” and “ warehousing ” be 
altered in order to assis the export trade in manu¬ 
factured goods which involve the use of imported 
raw materials ? 

The application of drawback to raw materials import¬ 
ed by industries who subsequently export the finished 
product should be universal and at the rate of 100 per 
cent. 

Question 112. —Have you any suggestion to make regard¬ 
ing the administration of the Sea and Land Customs 
Acts, especially in regard, to — 

(a) facilities for settlement of disputes arising out of 

appraisement: 

(b) penalties imposed under the Act and the appel¬ 

late procedure relating to them ? 

(a) The routine procedure involved in obtaining 
refund of duty on goods damaged at the time of dis¬ 
charge from the steamer after the “ out of charge ” 
order has been given by the Customs Department is 
unnecessarily arduous. In a specific ease, Bills of Entry 
were presented on 6th May 1952 and 7th May 1952 
respectively and the goods assessed to duty on 7th May 
1952 and 8th May 1952. On 19th May 1952 a severe 
storm arose, as a result of which a considerable portion 
of the shipment was lost overboard or so damaged as it 
had to be subsequently destroyed. The claim had first 
to be submitted to the Assistant Collector of Customs 
(Appraising) who ruled that as the loss took place after 
the “ out of charge ” order was given, it was a trade 
risk to be borne by the importer. Section 33 of the Sea 
Customs Act relates to damage before delivery of the 
Bill of Entry. The claim was therefore rejected. An 
appeal against this order lay to the Collector of Customs 
who, however, rejected the appeal on similar grounds. 
Thereafter an appeal was made to the Central Board 
of Revenue who referred the matter back to the Col¬ 
lector of Customs for his recommendation. At this stage 
the Central Board of Revenue might have used its 
discretionary powers. 

It is suggested that this prolonged procedure could 
be cut down considerably and if that is not possible that 
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Collectors of Customs should possess powers to settle 
such claims and that at least direct reference by the 
Collector or by the Importer to the Central Board of 
Revenue would have saved considerable time and trouble. 
It is also considered reasonable that under the cir¬ 
cumstances of this case a refund was due to the Importer 
and it should not be left to depend solely on the dis¬ 
cretionary powers of the Board. 

(b) The period of three months allowed to both 
Customs and importers in which to make claims for duty 
paid short or in excess is too short. Importers not 
infrequently discover such mistakes in audit and an 
increase in the time limit for demands by Customs or 
appeals by importers is desirable. It is suggested that 
the time limit be increased to 12 months. 

EXPORT DUTIES 

Question 113. —Under what circumstances, in your 
opinion, should export duties be imposed ? 

Export duties could (but whether they should be 
levied would depend on careful consideration of the 
particular circumstances) be imposed for the following 
purposes: — 

(a) The conservation of essential raw materials for 

current or future use within India. 

(b) Moderating the export of even plentifully avail¬ 

able raw materials to countries which could 
by the use of materials at advantageous prices, 
deprive India of export trade in finished pro¬ 
ducts made from the relative raw materials. 

(c) As a means of raising Government revenue by 

the collection of Export duty on agricultural 
or industrial products for which there is a 
lasting demand overseas, and considerable 
profits to those concerned in the export of 
the products concerned. 

Purposes (b) and (c) are already recognised by the 
present and past practice of Government, but in the view 
of this Chamber, the practice in these respects should 
be exercised with the greatest care, as in it the follow¬ 
ing dangers are inherent: — 

(1) The temporary and even permanent loss or re¬ 
duction of India’s export trade owing to the 
administration’s difficulty in reducing or 
removing the Export duty quickly enough to 
suit changing circumstances. 


Question 114. —What measures would you suggest to 
achieve greater flexibility in the rates of duties to 
accord with the changing conditions of export 
markets ? 

It is probable that India’s export trade has suffered 
permanent loss owing to the failure to adjust rates of 
export duty in good time. Government’s delay in such 
matters may have arisen because of the preoccupation of 
members of Government at high level with other vital 
matters and due to the need which Government have 
felt for the careful collection and the examination of 
evidence in support of the case for adjustment of export 
duty rates. 

This Chamber suggests that with a view to arriving 
at speedier decisions, on one or other of the existing 
Advisory Councils there should be adequate representa¬ 
tion of the industries which are concerned in any export 
duties which may be in force. If necessary, a new 
Advisory Council or sub-council may be created. 

Question 115. — Would you suggest that the whole or a 
part of the receipts from certain export duties 
should be funded for financing schemes for promot¬ 
ing long range development of the export trade, 
subject to the obligations under G.A.T.T.? 

It is not recommended that the whole or part of 
receipts from export duties should be funded for the 
purpose suggested, but as export duties are usually 
appropriated to general revenue account, any funds 
which it may be judged can usefully be devoted to the 
purpose of promoting exports should be provided from 
general revenue. 

Question 116.— Would you in the interests of revenue or 
from any other point of view, recommend increased 
participation by the Slate in import and export 
trade ? If so, what form do you think should such 
participation take ? 

This Chamber does not form any point of view at 
present recommend the increased participation by the 
State in the import or export trade. These remarks 
are made with reference to trading as a whole and do not 
cover the import of food grains, sugar or other essentials 
of life, to the extent that this may be necessary in the 
national interest. 


CENTRAL EXCISES 

Question 117. — Do you regard as satisfactory the present 
selection of commodities for purposes of levying 
excise duties ? if not, what changes would you 
suggest and why ? 

It is understood that the Imperial Tobacco Co. of 
India Ltd., our principal member in this industry, has 
submitted its opinions on Questions 117 to 123 direct to 
the Commission and also supplied information on these 
questions to the Bengal Chamber of Commerce & 
Industry. 'It is cons dered unnecessary, therefore, for 
this Chamber to answer these questions. 

Salt Duty 

Question 124. — Would you recommend the re-imposition 
of the excise duty on salt? If so, on what con¬ 
ditions ? 

It is considered that the Salt Tax should be re¬ 
imposed. Its removal has sacrificed a very considerable 
revenue for purely idealistic reasons and the actual 
burden of the tax on the individual is infinitesimal. 

Supplementary Note on Question 124—Salt Duty 
“ The 10 acre scheme ” is a concession granted by 
Government to manufacture salt freely by whatever 
process desired by the small scale producers, viz., either 
by solar evaporation, or by boiling brine or by scraping 
or excavation and extraction of saline earth, there being 
no need to obtain a licence for such manufacture and 
also no need to pay any cess to the Salt Department, 
the only restriction being that the area under operation 
held by any individual or group should not be larger 
than 10 acres. The policy governing this scheme was 
to increase production of salt in the country by provid¬ 
ing sufficient incent.ve to small producers and was 
introduced in 1948. This scheme originated from the 
Gandhi-Irwin Pact oi 1931 when salt was permitted to 
be scraped even from salt swamps and iater extended 
up to a limit of 10 acres. 

However,, in the actual implementation of this policy 
the following anomalies and difficulties were met with 
and the concession was largely abused. 

(1) Initially the manufacture of salt could only be 
done by a person holding a licence granted by Govern¬ 
ment and under this system there were both large scale 
manufactures and a good number of small licencees 
operating areas even less than one acre. When the 
10 acre concession was granted in 1948, the regular 
licencees were still under the obligation of securing 
licences while the new manufacturers with less than 
10 acres were completely free. 

(2) The new manufacturers started 10 acre plots in 
the name of several members of a family with a view to 
evade the provisions of Central Excise and Salt Act. 
Salt traders provided finances to hereditary salt workers 
to set up 10 acre factories in contiguous areas and 
secured exclusive rights to buy the entire salt produc¬ 
tion and evaded payment of salt cess. 

(3) The quality of salt considerably deteriorated as 
it was not feasible tc make a high quality in small hold¬ 
ings by solar evaporation. 

The technical principles involved in the manufacture 
of solar salt require ' arge areas to be set apart to ensure 
efficient operation. The Salt Expert Committee con¬ 
stituted by Government in 1948 have dealt with the 
subject of economic production of good quality salt by 
solar evaporation ar d they recommend an area of 100 
acres as an economic unit for salt manufacture. They 
therefore, suggest t iat all small holdings now being 
operated should be cc nsolidated, relaid and brougnt under 
technical control in c nits of 100 acres as a minimum. 

The reimposition of Excise Duty provides an addi¬ 
tional source of revenue to Government, although it is 
an extra charge on the consumer. We would welcome 
this reimposition in as much as Government will be able 
to encorce with gree ter effect, all measures required to 
improve the yield and quality of salt in the factories.” 

Taxes on the Sale or Purchase ot Goods and on 
Advertisements 

Question 125. —Under the Constitution , the only sales or 
purchases which can be taxed are sales or purchases 
of goods. Do ycu consider that the sales tax should 

be extended to — 

(i) services, so that the tax may be leviable on 

(a) charges for services proper (e.g., bills 
from a goldsmith or a printer), (b) charges 
for both services and goods where the two 
cannot be readily separated (e.g., hotel bills ) 
and (c) ( harges for certain types of goods 
into the price of which service enters as a 
substantial element (e.g., painting or photo¬ 
graphs) ; ind 

( ii ) transactions of sale or purchase in stock ex¬ 

changes a ad futures markets ? 

If so, please deal with the administrative and other 
issues which may arise in the implementation of 
your suggestion:. 


(2) Arising from (1): — 

(a) The loss of Foreign Exchange ; 

(b) The accumulation of the products concerned 

within India resulting in disturbance of 
internal economy ; 

(c) Increase of unemployment. 



(i) (a) No. Such dealers are already liable to Income 
Tax and Profession Tax. They only “ sell ” their skill 
which cannot easily be assessed in terms of money. 
Experience shows that States fix rates of tax to suit their 
financial needs. If such services are taxed too highly 
in one State they will not be able to meet outside com¬ 
petition and will either have to close down or migrate 
to more favourable areas. 

(i) (b) Under Rule 4(3) of the Madras Sales Tax 
(Turnover and Assessment) Rules provision is made for 
taxing a portion of such transactions. The rates vary 
with the nature of the contract and have been worked 
out after detailed consideration, lit is considered that 
this arrangement is not unreasonable, particularly so as 
some latitude is allowed to the Madras Board of Revenue 
to use its discretion in unusual cases. Any attempt to 
fix more exactly the tax payable on such transactions 
would, it is considered, involve such an increase in stall 
as would not justify the results obtained. 

(i) (c) Not justified for reasons given under (l)(a). 

(ii) Stock Exchange dealings are already subject to 
Transfer Stamp Duties and therefore it would not be 
reasonable to attempt to impose Sales Tax on them 

Question 12$. —(j.) The Union alone has the power to 
levy a tax on sale of newspapers or on advertise¬ 
ments in them. This power has not, so far, beeji 
exercised. Would you propose as desirable and 
feasible (a) a tax on sales only, or (b) a tax on 
advertisements only, or (c) a tax on both ? 

As regards (a), it has been urged that on account of 
the small price charged for each newspaper, the sales 
tax would be fractional and cannot be passed on to the 
buyer, whereas in the aggregate it would be an undue 
burden on the concern itself. If you agree with this, 
how would you meet the difficulty ? 

/Is regards (b), what classes, if any, of newspapers 
or advertisements toould you exempt from the tax, and 
what rates of tax, graded or other, would you levy ? 

(ii) Have you any suggestions to make regarding the 
taxation of advertisements other than those appearing 
in newspapers ? 

(i) (a) For the reasons given it is not, equitable to 
tax the owner of the newspaper when, unlike other 
dealers, he cannot pass on the tax to the buyer. This 
would be unfair discrimination. 

(i) (b) Advertisements in newspapers may be either 
casual or regular but it would be difficult to distinguish 
between them in practice. The staff necessary to decide 
between taxable and non-taxable advertisements would 
not justify the results achieved and the vexation caused. 

(i) (c) No tax is recommended, 

(ii) A small tax on posters and public trade advertise¬ 
ments appears to be unobjectionable, but separate 
legislation is necessary and not under the provisions of 
the Sales Tax Act. 

Question 127.— As regards sales tax generally and, in 
particular, the sales tax on goods leviable by the 
States, it is sometimes argued that since all goods 
sold in a State must fall within one of these cate¬ 
gories, viz., (a) manufactured or produced within the 
State, (b) transported into the State from elsewhere 
in the country and (c) imported into the State from 
abroad—an extension of increase of excise would 
serve just as well as sales tax for category (a), of 
octroi or terminal tax for category (b), and of 
customs for category (c). Do you agree with this 
view which implies that the sales tax has no specific 
function to perform in the country's system of taxa¬ 
tion ? If not, what in your opinion, from the point 
of view of a correlated tax-structure, is the legiti¬ 
mate place and scope of the sales tax as distinguish¬ 
ed from that of excise, octroi and customs ? 

This Chamber considers that customs and excise 
duties have a definite place in the tax structure of any 
country and are necessary to the national economy, but 
the levy of local octroi or terminal taxes has no justifica¬ 
tion whatsoever. They impose medieval restrictions on 
the free movement of commodities with the attendant 
evils of inefficiency and corrupt administration. Similar¬ 
ly, Sales Tax has the undoubted effect of restricting 
business activities and diverting the natural channels 
of trade and the only possible justification for a Sales 
Tax is that it is a means of raising substantial revenue 
for the States. Unless, however, the rates of Sales Tax 
are kept low they have a regressive effect (for examples 
of this please see the answer to Question 134 below). 

Question 128.—(a) Sales tax is almost invariably levied 
by the State Governments in terms of the turnover 
of the dealer over a given period. Since a sales tax 
leviable on the individual transaction necessitates 
fairly elaborate accounts, cash memos., etc., which 
only a small portion of dealers is equipped to main¬ 
tain, do you agree with the view that, in Indian 
conditions, the bulk of the sales tax is likely for a 
long time to come, to continue to be leviable on 


aggregate turnover as distinguished from the indivi¬ 
dual sale-price ? 

(b) In most States there are separate laws governing 
sales tax on petrol. To what articles, if any, do 
you consider it desirable and feasible to extend the 
particular system adopted in respect of petrol ? 

(а) This Chamber agrees that it would not be feasible 
to introduce a sales tax at differing rates on various 
individual artie’es, though certain specified articles arc 
subject to a special rate of sales tax in Madras State 
[see Section 3(2) of the Madras General Sales Tax Act]. 

(б) State taxation on petrol in Madras State is 
governed by the Madras Sales of Motor Spirit Taxation 
Act. 1939. It is a single point tax levied at the point 
of retail sales Under this Act the rate of tax tor petrol 
is 6 as. per gallon and for motor spirit other than petrol 
it is 1 a. 6 ps. per gallon. Kerosene (other than power 
Kerosene) is now taxed under the Madras General Sales 
Tax Act. All importers, agents and most dealers are 
liable for this Saxes Tax. This multipoint tax on 
Kerosene is not only irksome but also has the effect of 
increasing the consumer price of what is undoubtedly a 
necessity of life, particularly for poor people. It is con¬ 
sidered that either Kerosene should be exempted entirely 
from Sales Tax or that it should be taxed at one point 
only. 

Question 129.—(I) In regard to a system of levy bused 
on turnover, is the choice broadly limited to the 
alternatives hereafter mentioned or is there any 
other system you would advocate'! Under the 
system you recommend toould sales tax continue to 
be roughly as significant a source of Stale revenue 
as at present ? The alternatives referred to above 
are : 

(i) a relatively low rate of levy at each of almost 

all points of sale ; few dealers excluded and 
few goods exempted (Multi Point) ; 

(ii) a relatively high rate of levy at only one point, 

viz., the point at which a registered dealer 
sells either to a consumer or to an unregister¬ 
ed dealer; exemption from tax of sales by one 
registered dealer to another registered dealer; 
exclusion from compulsory registration of a 
dealer below a certain limit of turnover; a 
large number of exempted goods (Single 
Point ); 

(iii) various combinations of the above. 

(2) Which of the above alternatives would you advocate '! 
Please state your reasons in soma detail, comparing 
merits and demerits from the point of view of (a) the 
consumer, (b) the dealer, (c) industry, trade, etc., 
generally and (d) Government. Please relate your 
arguments, as jar as possible, to lessons which may 
be drawn from the actual working of Sales Tax Acts 
in different States. 

(3) In particular : 

(i) as regards (a) above, do you think that the sales 

tax, or any particular form of it, leads to a 
greater burden being placed on the consumer 
than is accounted for by the proceeds which 
accrue to the Exchequer ? 

(ii) as regards (b) above, have you any suggestions 

to make regarding the simplification of forms, 
accounts, etc., and of the procedure generally 
in order to make the administration of the tax 
less burdensome to the dealer ? Further, 
having regard to the cost of maintenance of 
the machinery for compliance, would you 
suggest an alternative form of taxation so far 
as small dealers arc concerned ? 

(iii) os regards (c) above, has the imposition of the 

sales tax led to any noticeable change in the 
organisation of the trade in the country, 
especially in regard to the size of the business 
unit, location of head offices, number of inter¬ 
mediaries, variety of the goods dealt with, etc.? 

(iv) as regards (d) above, please examine the 

financial and administrative aspects, includ¬ 
ing the scope for evasion presented by the 
particular system and the difficulty or other¬ 
wise of counteracting it. 

Since all the Sales Tax Acts in South India provide 
for the Multi-Point system it is difficult for this Chamber 
to express an opinion on the rival merits of Single and 
Multi-Point taxes. It is believed that from the adminis¬ 
trative angle (both official and business) there is little 
difference in practice between the two taxes as each 
dealer, whether liable to tax or not, has to maintain 
accounts which the lax authorities must check. The 
consumer, probably, would prefer the Multi-Point tax, 
provided its total incidence is not more than a Single- 
Point tax, because the amount apparently charged to 
him appears to be smaller than it really is. One cause 
of vexation should, however, be removed. The State 
should be prohibited from attempting to assess Sales 
Tax on sales tax collected by the dealer on the illogical 
grounds that it forms part of the dealer’s turnover. 

24 a 
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Question 130. —In relation to the particular system you 

advocate : 

(i) should there be special rates of levy, higher than 

the ordinary rate, for certain articles ? If so 
for which types of articles ? 

(ii) should there be special rates of levy, lower than 

the ordinary rate, for certain articles ? If so, 
for which types of articles ? 

(iii) which articles ,if any, should be exempted al¬ 

together and why ? Please elaborate the 
principles which, in your opinion, should 
underlie exemptions. 

(i) As observed in commenting on Question 128(a) 
such differential taxes already exist in Madras State and 
generally speaking there has been no serious objection 
to them. 

(ii) Under the Madras General Sales Tax Act certain 
articles are taxed at the point of purchase because they 
are normally exported. Certain articles (such as 
Bullion) onlv require a licence as the profit is very small. 
Certain articles are only taxed once ( e.g ., raw cotton, 
tanned hides, etc.) as the margin of profit is small and 
it is necessary to keep the incidence of the tax low in 
order not to interfere with the volume of trade. _ It is 
difficult to specify which articles should be taxed lightly 
since conditions vary from State to State. 

(iii) Certain goods, such as the first sale of agri¬ 
cultural produce and sale of handloom goods are already 
exempted from sales tax in Madras for obvious reasons. 

Briefly stated, the reasons for varying the incidence 
of tax are:— 

(1) the nature of the article—whether luxury or 

essential ; 

(2) the margin of profit obtained on the sale of the 

article ; 

(3) the nature of the trade, e.g., whether export 

trade or other trade to be particularly en¬ 
couraged ; 

(4) exemption for certain classes of goods, for special 

reasons, some political and some local. 

On the whole, these considerations appear to be 
reasonable and unobjectionable, provided there are not 
too many variations or rates of tax on too many varieties 
of goods. 

The articles exempted by the Government of India 
Notification under Article 286(3) of the Constitution and 
those listed in the Madras General Sales Tax Act and 
Rules are recommended for exemption throughout India 
for the reasons accepted by the Central and Madras 
Legislatures. 

Question 131. —In regard to system, rates, exemptions, 
etc., what degree of uniformity between the different 
States do you consider desirable and feasible ? 
Would you bring it about — 

(i) by formal or informal convention ; 

(ii) by central legislation promoted at the instance 

of two or more States; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the sales 
tax in the Concurrent List ? 

(iv) by constitutional amendment so as lo include 

the item of sales tax, as a whole, in the Union 
List ? In the last-mentioned how would you 
apportion the proceeds ? Would this alter¬ 
native be a practicable proposition from the 
point of view of the finances of the States ? 

It is desirable to have uniformity but some variations 
are unavoidable in a country so large and diversified. 
The basic principles should be uniform throughout the 
country, with uniformity of definitions and in the 
methods of administration. Either Single-Point or Multi- 
Point tax should be imposed throughout the country 
and variations should not be permitted. Certain articles 
should bear a heavier or lighter rate of tax to suit local 
conditions and may either by on purchase or on sale, 
provided legislation is introduced to ensure that no 
transaction can be taxed twice. If possible it is desir¬ 
able to have uniform rates of tax on the nonparticularis- 
ed goods though this may be difficult to impose when 
the States vary in their financial circumstances. The 
method by which these results are to be achieved must 
be decided by the Central Government with the power, 
if necessary, of compelling non-co-operative States to 
conform to the general policy. 

Question 132.—To what extent has any desirable uni¬ 
formity been achieved in regard to exemptions (in 
favour of “ goods essential for the life of the com¬ 
munity ”) under Clause (3) of Article 286 of the 
Constitution ? What principles would you advocate 
for deciding the exemptions to be made under this 
provision of the Constitution? Do you consider 
that the scope of the provision contained in Clause 
(3) of Article 286 should be extended also to 
“ essential articles ” which had been subject to sales 
tax before the relevant central enactment came into 
force ? 


So far as Madras State is concerned no ‘ desirable 
uniformity” has been achieved. The list of essential 
articles detailed in the Notification issued by the Govern¬ 
ment of India under Article 286(3) of the Constitution, 
plus, it is considered, firewood and the tools of an 
artisan’s trade, should oe exempted from Sales Tax 
throughout India because these articles constitute the 
basic and unavoidable necessities of life. The total 
exemption recommended should be extended to those 
articles in the list whi:h are now taxed by certain 
States. 

Question 133.—( a ) As regards “ sales outside the State ”, 

“ inter-State commerce ”, etc., please discuss the 
adequacy or otherwise of the relevant provisions of 
Article 286 and suggest remedies for any defects 
which, in your opinion, have been revealed in the 
actual working of these provisions. 

(b) Please discuss in this connection the desirability and 
feasibility of the s iggestion that purchases only 
(and not sales) should be taxed, so that the tax 
jurisdiction of each State might be confined to 
parties, residing within the State. Alternatively, 
do you consider thai purchases should be taxed in 
certain cases and sales in certain others ; if so, how 
and on ivhat considerations would you define the 
two categories ? In either case, please desci'ibe your 
scheme in some detail and explain the advantages 
. which you claim for it. 

(a) It is understood lhat some prominent legislators 
have said that when they helped to draft and approve 
Article 286 of the Const: tution they intended that tran¬ 
sactions involving inter state and international trade 
should be exempted frem Sales Tax. The Supreme 
Court in its recent judgment has held that the Article 
in its present form does not convey that intention and 
if the Legislature is of opinion that such transactions 
should not attract Sales Tax, clearly it will be necessary 
to amend the Article. 

If however, the intention of the Legislature is what 
the Supreme Court has leld the Article to mean, it is 
considered that further legislation is necessary so as to 
provide that the taxing authority of one State cannot 
levy its tax on a seller resident in another State. The 
reasons for this have been given in detail in the Memo¬ 
randum submitted by the Federation of Indian Chambers 
of Commerce to the Government of India. Briefly stated 
these reasons are: — 

(1) The selling dealer outside the State cannot pos¬ 

sibly know all the rates of tax, exemptions, 
notifications, e:c., issued by the 15 States now 
levying Sales Tax. 

(2) The outside dealer would have to maintain 

separate accounts for each taxing State with¬ 
in which he transacted business and even 
then his accounts may be called for by several 
taxing officers in one State it iiis transactions 
overlap seven 1 taxation jurisdictions. 

(3) It would be intolerable for a firm with All-India 

sales to answer the demands, etc., of a host 
of officials scattered throughout the country. 

(4) The honest dealer would be seriously dis¬ 

advantaged, a; the unscrupulous would take 
advantage of the administrative and other 
difficulties in attempting to collect from a 
seller outside the taxing State and so, by 
evading the tax, be able to under-quote his 
more honest competitor. 

(5) Administratively, it would be difficult to collect 

the tax from a dealer outside the State ana 
the procedure of recovery is laborious pro¬ 
longed and often intructuous. II the accounts, 
etc., are maintained in any other language 
than that known to the taxing officials they 
would be at ti e mercy of the unscrupulous. 

For these reasons the only practicable solution is that 
in respect of inter-State transactions the purchaser in 
the receiving State should bear the tax. 

Question 134.—Do you think that lack of uniformity 
between the States as regards the rates of sales tax 
and the methods of applying it (single or multiple 
point) has the effect of raising barriers in inter¬ 
state commerce or of inducing uneconomic diver¬ 
sions of trade ? If so, what measures would you 
suggest to rectify the position ? 

Please see answer to Question 127. Where. States 
sales taxes are imposed a: differing rates, transhipments 
are made by dealers from markets with a low tax to 
rate to markets with a higher tax rate, with the result 
that the pattern of trade is dislocated and tax evasion 
is encouraged. 

The following are excmples of the regressive effect 
of trade when exhorbitan'ly high rates of Sales Tax are 
levied. In April 1953 the Madras Government introduc¬ 
ed a sliding scale of tax oi l cigarettes, cigars and tobacco, 
varying from 10 per cent, to 30 per cent, dependent on 
the quality of the article, i.e., the more expensive 
cigarettes, etc., paying the higher rate of tax. For the 
four months prior to April 1953 the monthly sale of 
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;igarettes in the State was Rs. 37 lakhs, Rs. 38 lakhs, 
Ts. 41 lakhs and Rs. 45 lakhs respectively. After intro- 
iuction of the new rates sales in the next four succeed- 
ng months were Rs. 20 lakhs, Rs. 16 lakhs, Rs. 18 
akhs and Rs. 16 lakhs respectively. The enor- 
nous loss to the producers, manufacturers 
and dealers is obvious and entails unemploy- 
nent and loss of Income-Tax to the Central Government, 
n November 1952 the Madras Government introduced 
i Sales Tax of 50 per cent, on the selling price of Wines. 
Seers and Spirits. The following figures illustrate the 
Tlect of this very heavy tax: 

Period Period 

24-5-52 to 23-11-52 24-11-52 to 23-6-53 
Rs. Rs. 

Total value of sales exclud¬ 
ing gallonage and Sales 

Tax within Madras State . 18,17,224 8,47,655 


Question 140.—-In particular, do your suggestions 

involve — 

(a) correlation, and if so, to wkat extent, of agri¬ 

cultural with non-agricultural income-tax ; 

(b) alteration, and if so, in what manner, of the 

levy of land revenue ? 

As regards (a), if the. correlation suggested takes the 
form of the levy of a single tax on the total of non- 
agricultural and agricultural income, instead of the 
present separate Central and State taxes, please deal 
with the constitutional, administrative and other 
problems involved, including the apportioning of 
proceeds among State Governments. Alternatively, 
if the State Governments continue separately to levy 
a tax on agricultural income, but the rates of levy 
are based on the total of the two types of income, 
agricultural and non-agricultural, what are the 
specific problems which arise, and how would vou 
deal with them ? 


Central Govt. Customs 
Duty on above . . - 8,35,417 

Gallonage fees paid on 
above .... 1,21,605 


3,83,546 

70,603 


Sales Tax paid . . . Nil. 3,88,538 


It will be seen that sales dropped 53 per cent, 
approximately. 


As regards (b), please indicate the probable net effect 
of the suggested measures on the revenues of 
Government. What administrative or other issues 
are involved, and how would you deal with them ? 

The basis for granting exemption from Indian Income- 
Tax for Agricultural income was that the lands suffered 
land revenue. The severity of the charge of the land 
revenue is however noticed mainly in the case of small 
land-holders. 


GaTonage fees are collected for the Madras Govern¬ 
ment, and these fees with the Sales Tax show a nett 
lain to the Madras Government of Rs. 3,37,536. Against 
.his, there is a loss to the Central Government by way 
of import duties of Rs. 4,51,871, which means that so 
Ear as overall taxation is concerned the nett loss to 
India was Rs. 1,14,335. To this should be added the 
additional loss to the Central Government of Income- 
Tax from lower profits as a result of sales dropping by 
53 per cent. The regressive effect of attempting to levy 
an exhorbitant rate of sales tax is well-idustrated by 
these examples. The nett tax yield is reduced, profits 
fall, the consumer is fleeced and unemployment results. 
The ugly side of the story is the growth of smuggling, 
corruption and illicit distillation with the added charm 
of forbidden fruit. 

Question 135.—No comments. 

GENERAL 

Question 136.— Do you think there is a case for vesting 
in the administration the power to alter, by exe¬ 
cutive order, the rates of import duties, export duties 
and excise duties ? If so, please indicate in what 
circumstances and within what limits such power 
should be exercised. 


On the above reasoning some States have introduced 
the levy of agricultural Income-Tax but there is complete 
lack of uniformity either in regard to the levy or in 
regard to the rates of taxation in the various States. 
The suggestion is therefore made that Agricultural 
Income-Tax may be made the subject matter of a central 
levy for the benefit of the States. Agricultural income 
may be aggregated with non-agricultural income for the 
purpose of determining the rate of ^Income Tax applicable 
to the non-agricultural income but the agricultural 
income should be charged at a reduced scale of tax. 
suggested as follows ’ — 

Incomes under Rs. 6.000 . Nil. 

Rs. 1 to Rs. 6,000 . Nil. 

Rs. 6,001 to Rs. 10,000 . 6 pies in the rupee. 

Rs. 10,001 to Rs. 20,000 . 1 anna 6 pies in the rupee. 

Rs. 20,001 to Rs. 30,000 3 annas ,, „ 

Over Rs. 30,000 . . 4 annas ,, 

Companies at a flat rate of 4 annas. 

Marginal relief to be provided for. 

The revenue so collected from Agricultural Income 
lax should then be passed on to the State from which 
the income is derived. 


In the view of this Chamber, there is no case for 
vesting powers of taxation in the Administration, and 
the levy of revenue must be the sole prerogative of 
Parliament. 

Question 137. —Do you visualise any scope for extension 
of the field of commodity taxation as a result of the 
implementation of the Five-Year Plan '! 

No comment. 

Question 138. —What “ luxury ” articles, if any, would 
you suggest on which commodity taxes in any of 
the various forms might be levied at specially high 
rates ? 

In the experience of this Chamber, the present rates 
of taxes of various kinds, both direct and indirect, on 
“ luxuries ”, and on many articles which can only be 
brought within that definition by a considerable stretch 
of the imagination, are now so heavy as to make the 
purchase of such articles well-nigh prohibitive to all 
except persons who have inherited large fortunes. 

Certainly, the ordinary businessman, deriving his 
income from heavily taxed earnings, cannot indulge in 
the purchase of “ luxuries ” at their present-day cost. 

The disastrous effect of levying prohibitive taxes on 
tobacco and liquor has been detailed in answer to 
Question 134. Consumer resistance was immediate and 
sustained ; overall tax revenue fell; the producer, manu¬ 
facturer and dealer lost heavily, with consequent 
increased unemployment and consumer resentment. 


This suggestion involves an amendment to the Con¬ 
stitution but the principle of the suggestion can be 
supported by the proposal of the Central Government to 
levy Estate Duty on agricultural property and to pass 
such Duty on to the States. 

It will undoubtedly be necessary to review in certain 
cases the existing imposts on plantations such as Tea, 
Coffee, Rubber, etc., so as to prevent the industry being 
subjected to multiple taxation. Taking the example of 
Tea, there is (a) land tax, (b) Tea Cess collected on 
quantity basis, (c) Export Duty at four annas a lb., or an 
Excise Duty at the rate of three annas per lb., and the 
suggested Agricultural Income Tax will be a fourth 
item. It will obviously be necessary to examine the 
capacity of the industry to bear these various burdens 
especially bearing in mind the increasing cost of expand¬ 
ing labour legislation. 

Question 141. —How would you determine taxable in¬ 
come in the comparative absence of accounts in 
rural areas ? What treatment should, in particular, 
be given to the following ?— 

(i) expenses of cultivation, harvesting, preparation 

for the market, etc.; 

(ii) agricultural losses owing to a calamity or other 

reasons; (In this connection, would you 
favour giving the assessee the discretion to 
choose the alternative of averaging his income 
over a number of years—say 3 to 5 years—in 
order to cover good and bad years1 ; 

(iii) depreciation in respect of —- 


PART IV.—AGRICULTURAL INCOME-TAX, LAND 
REVENUE AND IRRIGATION RATES 


(а) live stock, 

(б) implements and carts. 


AGRICULTURAL INCOME TAX 

Question 139. —A few States levy agricultural income- 
tax but in almost none is it among the more im¬ 
portant sources of revenue ; the progress of land 
reforms will further reduce its yield. Would you, in 
order to increase the yield from this tax or for other 
reasons (which may please be specified), make major 
modifications in the present system of taxation of 
agricultural income ? If so, please indicate the 
modifications you would make. 


(c) means of irrigation, e.g., wells, etc., 

(d ) buildings ? 

In the absence of accounts, estimates would have to 
be made, as are at present made by the Income-Tax 
Officers in the case of assessees not maintaining books 
Losses should be carried forward for adjustment against 
subsequent piofits. It may be difficult to make assess¬ 
ments on the basis of the average yield per year. 

In addition to allowing expenses of cultivation har¬ 
vesting and preparation for the market, depreciation 
should be allowed on implements and carts at 20 per 
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cent. Live stock may be treated on a replacement basis. 
The cost of irrigation canals should be allowed to be 
written oil over a period of years. Depreciation should 
be allowed on Buildings of substantial construction, 
but Cooly Lines should be dealt with on a replacement 
basis. 

It has come to the notice of this Chamber that 
attempts have been made by the Income-Tax Officers 
in North Maiabar to levy tax on a portion of the income, 
from coHee, stated to be applicable to manufacturing 
operations on the analogy of levy of tax on forty per 
cent, of the profit from tea. This Chamber is strongly 
of the opinion that no manufacturing operation is in¬ 
volved in the curing of coffee, no mechanical processes 
are involved and no elaborate machinery is required for 
curing the coffee beans. This Chamber wishes to 
emphasise that the curing of coffee is an operation carried 
out in order to make the produce fit to be taken to the 
market, and there should be no question of any portion 
of the profit on coffee being taken as other than agri¬ 
cultural income. The analogy of tea is completely in¬ 
applicable to the case of coffee, and it is relevant to 
point out that the Madras High Court has decided that 
flue curing of green tobacco leaves is only an agri¬ 
cultural operation. (See 1944, I. T. R., page 1.) The 
recent procedure followed by the Income-Tax Officers 
appears to be contrary to the observations contained in 
C. I. T.. Madras, vs. Mathias, 1939 I.T.R., page 48. 

Question 142.—W hat rates would you prescribe for agri¬ 
cultural income-tax and how would you graduate 
them ? Is it possible to have uniform rates in all 
the States ? What exemption limits would you lay 
down ? 

For suggested rates of Agricultural Income Tax see 
our answer to Questions 139 and 140 above. 


PART V.—OTHER TAXES (Central and State) 

Stamp Duties and Court Fees 
Question 162. — Under the Constitution — 

(2) the Union is empowered to fix the rates of stamp 
duties in respect of bills of exchange, cheque, 
promissory notes, bills of lading, letters of 
credit, policies of insurance, transfer of 
shares, debentures, proxies and receipts, and 
(2) the States are empowered to fix the rates of all 
other stamp duties. 

As regards both (1) and (2), have you any suggestions to 
make for the levy of a stamp duty where it is not 
uirci:dt/ levied, or jar an increase or decrease of the 
present rates where a stamp duty already exists? 
Please give reasons for your suggestions. Are there 
any general principles which you would propose for 
utlbr, lam in regard to the fixation of rates of stamp 
duties ? 

As regards (2), since the rates vary from State to Stale 
vmat degree of uniformity do you consider desirable 
and feasible, and how do you propose to achieve it ? 
If possible, please estimate the net effect of your pro¬ 
posals on the revenues of States. 

Of the various items referred to in sub-section (1) 
the stamp duty now payable on transfers of shares and 
debentures varies from State to State as the scale of 
duty is linked to the scale of duty applicable to con¬ 
veyances or mortgages. We consider it very necessary 
that in respect of these items uniformity should be ob¬ 
tained. As the items relate to commercial and business 
transactions the stamp duty should be kept as low as 
possible and in any case should not exceed say Rs. 5 
per Rs. 1,000. 

With reference to sub-paragraph 2 since stamp duties 
constitute a source of provincial revenue the States would 
like to have freedom to vary the rate from time to time. 
In the circumstances therefore although it is desirable 
it is not feasible to have any uniformity in the scales 
of duty for transactions other than those referred to in 
Question 102(2). The recent controversy over having a 
uniform sales tax bears this out. 

We are unable to estimate how Ihe revenues of the 
State will be affected by the proposals. 

Question 163.— -Certain States (e.g., Bombay) levy stamp 
duties on transactions in forward markets. What 
is your view regarding the complaint that these 
duties have tended to affect the business in these 
markets, particularly that of the middle class 
traders ? If you consider that the levy of stamp 
duty on transactions in these markets is a suitable 
and potentially important means of sec.uring revenue, 
what administrative and other measures would you 
suggest for the efficient collection of such duties ? 
Alternatively, in place of stamp duties, would you 
suggest some other form of taxation of transactions 
in stock exchanges and futures markets? If so, 
please elaborate your suggestion. 

We do not consider that stamp duties should be 
levied on transactions in forward markets. The diffi¬ 


culty is in collecting the stamp duties. There will be 
considerable evasion as there will be no check over 
duties not paid. In the circumstances we consider that a 
mode of taxation for transactions in stock exchanges 
and futures markets should be adopted. The rate should 
be as low as possible and on an ad valorem basis. 

Question 164 .—In this country, the stamp duty is ordi¬ 
narily a tax on documents which constitute evidence 
of legal rights. There are, however, certain taxes, 
such as the entertainments tax, which are sometimes 
collected in the form of stamps, and suggestions 
have been made that this system may be appropriate¬ 
ly extended to the collection of taxes on the sale of 
goods or on other transactions. Do you agree with 
this view ? If so, to what taxes would you extend 
the scheme ? 

We do not agree with the view that taxes on scales 
of goods or other transactions should be collected in the 
form of stamps. This procedure will lead to consider- 
aijle evasion as there will be no machinery for checking 
transactions which are not duiy stamped. In this con¬ 
nection it must be b irne in mind that stamp duty is not 
like Court fees. In the latter the receiving officer sees 
that the proper Court Fee is paid. In the former case 
except in the case of registered documents where the 
registrar checks the stamp duty at the time oi registra¬ 
tion there is no proper check in the case of documents 
not requiring to be registered. 

As the law stand; at present the only stage at which 
the stamp duty is checked will be when the documents 
are sougnt to be fi.ed in evidence in Court. Govern¬ 
ment relies upon the penal provisions provided in the 
Stamp Act but the penal provisions embodied in Section 
64 may not in certain circumstances be useful from the 
Government point cf view. The parties may consider 
it worthwhile to risk non-payment. 

Question 165 .—What are the more common methods of 
evasion or avoidance of payment of stamp duty ? 
what means of prevention wovdd you suggest ? 

The common methods of evasion and avoidance are 
firstly placing a low valuation on the property. In 
certain transactions referred to in Articles 23, 31, 54, 55, 
58 and 64 of the Indian Stamp Act stamp duty is pay¬ 
able on the value cl the property as set forth in t.he 
instrument. If theiefore a low value is inserted the 
stamp duty payable will be proportionately low. In our 
opinion this should be amended so that stamp duty may 
be collected on the value of the property. The word 
“as set forth in the instrument” should be deleted. 

Another way in which stamp duty is avoided is not 
to carry out the transaction by means of a document. 
For instance a seller may receive the purchase price and 
place the purchaser in possession without executing a 
document for the purpose. Alter the lapse of 12 years 
the purchaser will acquire a good title and Government 
will then have been deprived of its revenue. 

The reason for a voiding the stamp duty is the high 
rate of duty prescribed by the Act. For instance the 
rate of duty prescribed on bonds and mortgages is very 
high when compan d with the duties prescribed on 
similar documents in England and America. This was 
pointed out in 1925 by the Indian Taxation Enquiry 
Committee. The higi rate of duties also tempt persons 
to resort to evasion both legal and illegal. 

Similarly the stamp duty payable on usufructuary 
mortgages is far in excess of that payable on simple 
mortgages. Further in respect of usufructuary mort¬ 
gages the various Municipal Acts impose surcharge at 
the rate of 5 per c< nt. or 4 per cent, and the parties 
have been at pains to devise methods by which to avoid 
duties and the legislature has from time to time inter¬ 
vened to prevent the evasion. 

Further in charging duties on ad valorem scale the 
points at which the duty increases are separated by wide 
margins and this w irk hardship on transactions of a 
low value. To avoid payment of higher duty parties 
do split up the transactions and carry them out by more 
than one document. 

Similarly although there is not much difference 
between a gift and settlement, the former pays a very 
high duty when comp ared with the latter and in addition 
pays a surcharge under certain local municipal laws. 

The stamp duty on gifts is at the rate of 3 per cent, 
in Madras. If howe /er some consideration is set forth 
in the document then stamp duty is payable only on the 
value of the consideration. Often times it happens that 
properties meant as gift are transferred by way of 
conveyance for a small sum for the purpose of avoiding 
payment of heavy stamp duty. The only remedy is to 
decrease the rate of stamp duty payable on conveyances. 

Question 166 .—The rates of Court Fees differ from State 
to Stale. To what extent do you consider uniform¬ 
ity in the rates desirable and feasible ? 

We do not consider it feasible that Court Fee of a 
uniform rate should be levied by all States. Court Fee 
is a State revenue arid the State should be at liberty to 
prescribe the scale as occasion arises. 
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Question 167. —Have you any suggestions to make regard¬ 
ing the schedules to the Indian Court Fees Act and 
the rates of levy thereunder ? 

We consider that the ad valorem scale of Court Fee 
prescribed by the Indian Court Fees Act is very high. 
In our opinion taking the Madras Scale as the standard 
it should be reduced by one-half. The fixed duties are 
not high and may remain as at present. 

Taxes oil Motor and other Vehicles and Entertainments 

Tax 

Question 168 to 175.— No comments. 

Tax on the Consumption or Sale of Electricity 

Question 176 to 180.— It is understood that the Federa¬ 
tion of Electricity Undertakings of India is replying 
to these Questions. 


(d) In order to eliminate illegal betting “ of the 
course and consequent loss of revenue resulting from 
such illegal bets, it is suggested that “off the course” 
betting on horse racing should be legalised and that a 
limited number of bookmakers should be licenced to 
receive wagers off the course. This procedure would 
greatly strengthen Government’s hands in dealing with 
illegal betting in bucket shops. 

(e) Collection of tax should be at source. That is to 
say Race Club officials should be responsible for the 
collection from the public and remittance to Govern¬ 
ment of the tax in respect of totalisator betting, and 
licensed bookmakers—on and off the course—should be 
responsible for collection of the tax from their clients 
and remittance to Government. 

Question 182.— Do you consider it practicable to extend 
the betting tax to other forms of betting ? To which 
and how ? 


Betting and Prize Competition Taxes 

Question 181. —The betting tax is confined in practice 
to horse racing. Have you any suggestions to make 
regarding the rates of betting tax, the manner of 
levy of the tax, and the measures which may be 
adopted for minimising evasion of the tax ? 

(a) In order to spread the incidence of tax evenly 
throughout the betting community, it is desirable that 
the tax should be levied on the amount wagered not on 
the amount won. 

(b) It is also desirable that the rate of tax should not 
exceed one anna in the rupee, i.e., 6; 1 , per cent, and by 
imposing it upon all stakes wagered this is feasible 
without diminution in revenue. 

(c) By levying the tax on the basis suggested and at 
a rate not in excess of that suggested, evasion of the 
tax “ on the course ” will be automatically minimised if 
not entirely eliminated. 


Apart from extension to Dog Racing, if this form of 
entertainment is introduced into India, ■'! do not consider 
it practicable to extend a betting tax to other forms of 
betting which in any event are illegal and should remain 

SO. 

Question 183. —Have you any suggestions to make regard¬ 
ing the tax on prize competitions, e.g., on crossword 
puzzles ? To what extent is uniformity between 
States desirable in regard to rates, etc., and what 
steps would you take to bring about such uniformity? 
What suggestions can you make in regard to pre¬ 
venting evasion or avoidance to the tax ? 

It is suggested that a tax at the rate of one anna in 
the rupee should be imposed on all entrance fees collect¬ 
ed for prize competitions, including Crossword puzzles, 
and that collection and remittance to Government should 
be the responsibility of the promoters of the competitions. 

Betting and Prize Competition taxation should be 
uniform throughout India and therefore it is desirable 
that it should be provided for by Central legislation 


Views of the Madras Chamber of Commerce, Supplementary to their replies to the Taxa¬ 
tion Enquiry Commission. 


Copy of letter, dated 30th April 1954 from Secretary of 
the Chamber to the Secretary, Taxation Enquiry 
Commission. 

During the course of the examination by the Com¬ 
mission on 28th April of the representatives of this 
Chamber, the question of the treatment for Income-Tax 
purposes of the additional cost of replacement of assets 
originally installed pre-September 1939 was discussed and 
we were asked to consider certain suggestions put 
forward by the Chairman of the Commission and to sub¬ 
mit to you some further notes. 

2. As we understand it, the suggestions are: — 

(a) That the additional cost of replacement of assets 
installed pre-War, i.e., the difference between their pre¬ 
sent replacement cost and their original cost—might be 
charged against revenue in the year of replacement and 
the initial depreciation allowance should be foregone and 
the start of the ordinary depreciation allowance should 
be deferred for, say, five years. 

(b) Alternatively, a Special Replacement Reserve 
should be allowed to be accumulated for specified indus¬ 
tries of national importance. 

3. We think the problem of finding finance to meet the 
extra cost of replacing assets installed pre-War is now 
universally appreciated and it is generally accented that 
the rise in the cost of plant and machinery can be taken 
at somewhere between 21 and 3 times the pre-War cost. 

It can also, we think, be accepted that the bulk of the 
industrial equipment now in use in this country was 
installed pre-War, at some time between 1920 and 1939, 
so that, allowing, on an average, thirty years useful 
working life, the bulk of this pre-War installed equipment 
must, within the next few years, become due for replace¬ 
ment. Much of the equipment may indeed be overdue 
for replacement either because it has been worked two or 
more shifts for many years, or because some of it (in 
the Textile industries for instance) was installed prior 
to 1920. The problem therefore is becoming immediate 
but is not one which will continue because the present 
allowances for Income-Tax purposes on industrial equip¬ 
ment installed since 1948 are adequate to provide for 
funds being built up to meet its eventual replacement. 

4. In our original reply to Question 61 of the Commis¬ 
sions’s Questionnaire, we put forward two alternative 
suggestions to meet the problem of replacement of equip¬ 
ment installed prior to 1st September 1939. one suggested 
special rates of depreciation being allowed for the next 
few years on such assets and the alternative was that 
industries should be permitted to build up, over the next 
few years, a Special Replacement Reserve equal to twice 
the original cost of such assets, with the safeguard that 
if a worn out pre-War installed piece of machinery is 
not replaced within three years of its going out of use, 
the amount allowed as reserve for its replacement should 
be taxed. 




of its replacement over and above its original cost should 
be charged against the revenue of the business and at the 
same time the initial depreciation allowance should be 
given up and the ordinary depreciation allowance defer¬ 
red for five years, certainly has very strong arguments in 
its favour, the most attractive being, in the view of this 
Chamber, that the amount of relief to be immediately 
allowed would be based on actual extra cost of replace¬ 
ment, as against a notional cost implied in this Chamber's 
original suggestion, and from the point of view of the 
Revenue, the calculation of whatever special allowance 
is to be given undoubtedly is much more welcome when 
based on actuals than on notional figures. 

6 . In effect, if this suggestion is accepted, the Revenue 
will be allowing immediately approximately 7 annas in 
the rupee on the extra cost of replacement and against 
this the Revenue would save itself the initial allowance 
of 20 per cent, and the additional allowance of say, on 
average, 10 per cent., that is to say, the Revenue would 
be saving 7 annas in the rupee on 30 per cent, of the 
extra capital cost. Thus, the immediate cost to the 

, Revenue would be something in the order of 7 annas in 
the rupee on 70 per cent, of the extra cost. 

7. In addition, the Revenue would, over the next four 
years, save the tax on the remaining four instalments cf 
the additional allowance. 

8 . From the point of view of industry, depreciation, 
as this Chamber understands it, at the normal rate of 
say 10 per cent, would be allowed on that portion of the 
replacement cost of the asset represented by its original 
cost, i.e., on Rs. 100 as compared with the replacement 
cost of Rs. 300 and in the sixth year, depreciation would 
start to run at the normal rate on the extra cost, i.e., on 
the remaining Rs. 200. 

9. If something on these lines could be allowed, this 
Chamber agrees that it would go a long way towards 
assisting industry over this difficult problem of finding 
the necessary finance to meet the extra cost cf replace¬ 
ment. 

10. The alternative suggestion, that a Special Replace¬ 
ment Reserve might be allowed for specified industries 
of national importance is closely allied to the suggestion 
originally put forward by this chamber in its reply to 
Question 61, except that our recommendations have now 
been qualified by the proposed limitation to industries of 
national importance. 

11 . This of course, is a new line of thought in rela¬ 
tion to Income-Tax Legislation and, as was agreed at 
our meeting with you, so far as we know, Section 56A is 
the first time that any particular industries have been 
singled out in an Income-Tax Act for special treatment. 
In the view of this Chamber this differentiation in favour 
of certain specified industries is unfortunate. We think 
that all industry, of whatever nature, creates wealth and 
emnlrwmpnt and it mute fremient.lv hannens that the so- 



greatly to national and State revenues by the various 
special Duties and taxes imposed upon them. If this view 
is accepted, it must follow that any Income-Tax relief 
should be allowed equally to all types of industry. 

12. Of the two suggestions on which we have been 
asked to offer our comments, it will be seen from what 
we have said above, that we are in favour of the first one, 
that on replacement of pre-War installed equipment, the 


extra cost should bt allowed as a charge against revenue 
the initial depreciation allowance being given up anc 
the start of the ordinary allowance being deferred for five 

years. 

In conclusion, I would like to express to the Chair¬ 
man and Members of the Commission our appreciatior 
of the very kind reception which was given to us on 28th 
April. 



MERCHANTS’ CHAMBER OF U. P. (KANPUR) 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I—THE TAX SYSTEM. 

Question 1. —Tax is a share in the income of citizens 
which the States under their respective constitutions, laws 
and sanctions appropriate in order to secure the neces¬ 
sary means for the governance, defence and procurement 
of services and welfare conducive to the general interest 
of the communities they seek to govern. It is 
thus a compulsory contribution to the State from 
the private wealth of citizens and even from aliens sub¬ 
ject to its jurisdiction over them for reasons of residence 
and/or property holdings. This contribution is enforced, 
for the most part, without reference to either special 
benefits conferred or any quid pro quo on individual 
basis. Social obligations of any individual are conditioned 
by the earning capacity of such an individual, the general 
run of the prosperity of the society of which he is a 
member and the manner of governance to which such a 
society is subject. The pivots on which modern systems 
of taxation revolves is social solidarity from out of which 
arises a sense of common social obligation of an indivi¬ 
dual to the society of which any such individual is a 
member. The surplus left after meeting all the needs of 
subsistence of a citizen and his family from the income 
of each citizen will thus be found the basis on which any 
demand could be made of him for contribution towards 
the maintenance of public services. 

The main object of taxation should, therefore, be the 
procurement of necessary revenues within the capacity 
of each tax-payer and the sustenance of all the means of 
progressive production of wealth in the State without im¬ 
pairing in the process of tax collection any factor of 
production. Thus a tax is good if it brings in adequate 
revenue without much hardship to the tax payers and if 
it does not discourage productive activity. The tax 
mechanisms and their administrations should be designed 
so as to stimulate production and employment and to 
afford little chance and inducement for evasion or avoid¬ 
ance of taxes. The taxes imposed ought not to be such 
as cannot be abandoned or modified, from time to time 
in order to avoid maladjustments in economy. A tax is 
useless as revenue to a state if in collecting it, a consider¬ 
able portion of income therefrom has to be spent. 

The criterion of capacity to pay on the part of an 
individual citizen is obviously influenced by that citizen’s 
wealth and earnings. Raising the standard of life of the 
average citizen in a progressive manner and in that pro¬ 
cess of elevating the economic condition of the masses 
would appear to depend upon a progressively increasing 
provision of goods and services by the common efforts 
of the community than upon the mere provision of social 
services by the State and the pulling down of the rela¬ 
tively wealthier citizens and their wealth. Provision of 
security and good Government and the holding and main¬ 
tenance of services related thereto have been and are the 
primary responsibility of the State. Besides this, the 
creation of conditions conducive to a progressive increase 
in the provision of goods and services by the common 
efforts of the community is the secondary responsibility 
of the Government. Development Schemes of non-pro- 
prietory character conceived and executed by the State in 
the interest of the community as a whole, with the sole 
intention of fulfilling the secondary responsibility have, 
therefore, a place in the role of the State. Reduction in 
inequality of income and wealth within limitations will 
thus be found incidental to the latter of the two functions 
of the State and cannot be the objective of tax policy. 

In view of the need for a progressive increase in the 
production of goods and services by the common efforts 
of the community, any tax policy must encourage and 
afford incentives to work, to save and to invest. _lhe 
realisation of tax according to the capacity of each indi¬ 
vidual citizen to pay, without in that process impairing 
productivity, obviously throws upon the relatively 
wealthier and better-incomed citizens a burden consistent 
with their wealth and earnings. The projection of this 
principle to wilfully reduce inequalities of wealth and 
income in the case of India will only harm productive 
efforts and tend to kill incentives to work, to produce and 
to invest as is being witnessed these days. The wealth 
holdings and the income of the few on top levels in 
India are not such that their pulling down and redistri¬ 
bution on any equitable and wide basis will secure for 
the average citizen even a fraction of his daily needs. 
On the other hand productive efforts, enterprise and pro¬ 
gress, in whatever little scale they are Posable today, 
will stand atrophied. It is, therefore, felt that the re¬ 
duction of inequalities of income and wealth should not 
be attempted through means of taxation, unless the aggre- 
gate production of goods and services and their stock at 
any time in their relation to necessities and comforts ot 


life in India are at least equal to the demand for them, if 
they are not in excess of such a demand. The use of taxa¬ 
tion as a leveller of income and wealth is not suitable to 
Indian genius and inhibitions. It is more in the dissemi¬ 
nation and practice through native education and culture 
of those concepts of living traditional to this country that 
has to bring about the use of wealth and income by those 
that possess, for the common good of the community con¬ 
sidering, themselves as trustees of such wealth and 
income. That is one of the main reasons why Manu, the 
Great Indian Law Giver of all times favoured indirect 
taxes more than direct ones. 

Estate and Death Duties have come to occupy a dis¬ 
tinct place in the scheme of modern taxation. Their pri¬ 
mary objective is the reduction of inequality in wealth 
holdings. Their use as current revenues of the State is 
only incidental because by their very nature they cannot 
form the backbone of the revenue mechanism of any 
State. The duration of fruitful yield from this source is 
obviously limited because of these duties surrendering 
themselves before the law of Diminishing Returns 
sooner than any other mechanism of taxation. These 
duties are in the nature of taxation of capital at the 
death of a person commanding its ownership. Any 
mechanism of direct taxation that subjects capital to tax 
in the process of its birth and growth should, therefore, 
be abandoned and losses contingent upon such abandon¬ 
ment in the present context of an economy, should be 
made good through Estate Duties that have now come 
to stay. 

The disincentive effects of any taxation proposal will 
have to be carefully weighed and determined in the pre¬ 
sent context of our economy because they have been 
found to generate undesirable repercussions on the 
economic growth of society. There should always be an 
optimum level from time to time for the levy of taxes 
on profits. If the levy is lower than this optimum, reve¬ 
nues will suffer and at the same time load on others 
increases. If the rate of levy is higher than this optimum, 
as it is tending to become these days, complaseence in 
enterprise sets in hampering efficiency, overlooking wastes 
and depriving productive mechanisms _ of the means 
whereby capital equipment can be provided and main¬ 
tained. This results only in the ultimate fall of output 
without taking notice of consumer demand. 

As regards savings, individual savings will appear to 
depend primarily upon the existence of surplus resources 
after essential expenditure including tax expenditure has 
been met. Incentive in the form of interest or earnings 
that those surpluses can bring in will result their being 
conserved for further use in production. The confidence 
that such resources will not at any time be confiscated or 
wasted through misuse, will canalise them into desirable 
productive activities. Any form of confiscatory taxation 
will be found to hamper accumulation of savings by deny¬ 
ing these three essential ingredients mentioned above. 
Hence any Government should see that, before new 
burdens are imposed on an industry or enterprise, the net 
earnings thereof are positively in excess of its respective 
requirements to maintain, expand and account for pro¬ 
gressive increase of the products it turns out. 

Inflation and deflation come under the jurisdiction of 
the monetary policy of Government. Monetary policy in 
turn will appear to depend upon the trends of trade, both 
internal and external, the balance of payments position 
in respect of the country as a whole and the elasticity in 
the operations of financial institutions like Banks, Insur¬ 
ance Companies, Investment Trusts, etc. Besides, the 
quantum and spread of currency at any time have their 
own effects on inflation, and deflation. Instead of attack¬ 
ing inflation or deflation from these bases, taxes should 
not be used for countering inflationary or deflationary 
tendencies. 

Maintenance of the external balance of economy will 
be found dependent on ultimate analysis, on the trend of 
international trade and prices. Stability of internal prices 
will be found in this context as a desirable feature but 
this again is predominantly a currency and monetary 
matter. In so far as protection to certain domestic indus¬ 
tries and mutual concessions arising out of international 
trade agreements are concerned, taxation will be found 
to have been affected by them and that for this matter 
cannot be seriously opposed. The reverse process of 
holding the maintenance of external balance of the 
economy as an objective of taxation is to deny trade and 
currency their legitimate jurisdictions. 

Judged from the principles so faT enumerated the 
Indian Tax system cannot be characterised as being con¬ 
ducive to progressive economic development with almost 
every individual citizen having an urge and a part to play 
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therein. It seeks to tax capital in most respects and lays 
undue emphasis on the illusive reduction in inequalities 
of wealth and income ignoring in that process the primary 
functions of the State and the need for the provision of 
ever increasing supplies of goods and services. 

It is common knowledge that the Indian tax system 
specially direct taxation hinders the growth of saving 
and capital accumulation. So far as corporate savings 
are concerned, they have dwindled in recent years under 
the impact of cost price inflation on the one hand and 
heavy taxation on the other. The pressure of incometax, 
high import duties on raw materials and capital goods 
and heavy duties on exportable items like jute manufac¬ 
tures, tea, vegetable oil, etc., have crippled quite consider¬ 
ably the earning capacity of major industries. Many of 
the important industries are not now making even the 
marginal profits necessary to be able to provide for the 
replacement of the existing worn out plant and machi¬ 
nery. A close examination of the trend of Industrial 
Profits would reveal that in many cases, even the provi¬ 
sion for additional depreciation on a tax-free basis could 
not be made because of the poor volume of profits plough¬ 
ed back. A scrutiny of the trend of profits, taxation, 
dividend ‘payments and retained earnings of the indus¬ 
trial sector in the U.S.A. will show that the corporate 
taxation has been definitely lower and only recently earn¬ 
ings were considered ample. It has been possible to 
plough back large sums into business out of current earn¬ 
ings as the return on net investments has been much 
higher there than elsewhere. The rate of taxation on 
profits in India does not allow proper provision lor depre¬ 
ciation and hardly leaves any margin for expansion. It 
is, theretore, not only extremely regressive but also a tax 
on capital formation and savings. It is necessary that in 
regard to taxation of undistributed profits, the Corpora- 


tax in terms of their income. A fair share of indirect 
taxes is also borne by the same group because of its 
varied consumption. Rural population hardly contributes 
anything by way of direct and indirect taxes excepting 
land revenue which is an inelastic source of revenue. 
The pressure of almost all taxation will thus be found to 
fall mostly upon urban dwellers. In this context the 
Indian Tax system cannot be characterised as being 
governed by the principles of equity. Inequity of the 
Indian tax system has developed into an unavoidable 
evil in the context of our both undeveloped economy and 
modern ideas of Government. In order to secure equity 
in the Indian tax system, certain basic principles, touch¬ 
ing upon the administration of Public Finance and deter¬ 
mined as applicable to underdeveloped countries, hold 
good for application. These are (1) the State Govern¬ 
ment’s Budget as well as that of the Centre if it can 
be so helped, must be kept small, (2) it must be kept 
balanced, (3) the pressure of taxation therein should 
be more on consumption than on savings, (4) if deficits 
cannot be avoided, then the scope for raising the re¬ 
venue necessary to bridge the gap between the estimat¬ 
ed revenue and budgetted expenditure and also capital 
deficits should be sought only in the issue of long terms 
bonds, (5) all borrowings except floating debts and ways 
and means advances must be only for productive in¬ 
vestments, unproductive investments and all other re¬ 
curring expenditure being met solely out of revenues. 

Question 3 and 4. —Injudicious extension of the prin¬ 
ciple of ability to pay and the application of taxable capa¬ 
city only to a particular section or sections of community 
have given place to maladjustments not only in our pro¬ 
ductive eiforts but also in the political and economic 
arena. In an authentic study carried out on this subject 
recently it was shown that whereas the ‘ lower class ’ 


tion Tax should not be levied altogether. This conces- population at 87-6 per cent, of the total population of 

sion may mean an appreciable saving in the industrial India contributed only 13-67 per cent, of the total tax 

sector and in all the maximum relief, including the addi- revenue, “ the uppir and middle class ” population at 12-4 

tional depreciation allowances would be less than Rs. 15 per cent, of the total population contributed as high as 

crores annually. As against this much wanted relief, 86-33 per cent, of otal tax revenue in this country. The 

Estate Duty which will be in the nature of tax on capital same study also revealed that the contribution of revenue 

at death of the holder may be depended upon for some- from taxation mostly came from the urban areas. Look¬ 
time to make good loss to the Exchequer from this source. ing at the per capita contribution classwise it was found 

Question 2.—In India the pressure of direct taxes that the incidence on each earner was almost hundred 

(Incometax) fall upon only 0-25 per cent, of the total times more in the case of upper class as compared to 

population, 99-75 per cent, of the popu'ation being lower class. The following table fully illustrates the 

therefore, held as having no capacity to pay any direct position: 


Population in Provinces j Contribution to tax revenues Per capita contribution 



In 

millions. 

As a percen¬ 
tage to 

total. 

Earners 

in 

millions. 

Rs. in lakh. 

As a percentage 
to total. 

By population. 

By earner. 

Lower class 

Upper or Middle class 

213 

30 

87-6 

12-1 

85-2 

0-0 

63,75-89 

402,48-83 

13-69 

80-33 

Rs. as. p. 

2 15 10 

134 2 7 

Rs. as. p. 

Ill 

670 12 11 

Total . 

243 

100-0 


466,24-72 

100-00 




It is evident that attempts at garnering the same 
number of rupees from the same sources are still on with¬ 
out little thought of the fact that we are heading towards 
economic insolvency. We have to modernise our tax 
revenues before we modernise our Governmental expen¬ 
diture. It is also clear that the lower class man cannot 
contribute in any appreciable measure the increasing re¬ 
sources necessary for the upkeep of administration as it 
is being conceived and executed every day in India since 
his means are low. Government had been turning their 
attention rather ruthlessly to the man in the upper class. 
This the Government could do with the help of political 
power resulting from adult franchise in India where- 
under out of an electorate of 121 millions, only about 8 
lakhs of individuals pay direct taxes and 99-5 per cent, 
of the electorate contributes only 20 per cent, of the 
indirect taxes thus enjoying 700 per cent, political power 
without paying taxes as compared to the taxpaying sector 
of the population. But it is forgotten that the inexorable 
laws of economics are bound to operate and the law of 
Diminishing Returns has already set in. The contribution 
exacted from the upper class me;i inordinate and yet 
there seems to be no relief for the lower class men. 

Question 5.—The proportion of tax revenue to 
national income in India is relatively small as compared 
with several other countries. But that does not indicate 
that there is yet any taxable capacity in the country left 
to be exploited and that as a consequence thereof there 
is any scope to raise this proportion. This National In¬ 
come must be correlated to the National population and 
area in each case before the proportion of tax revenue 
in each case can be viewed in its correct perspective. 


This apart the economic development and productivity 
behind the natior al income in each case have to be taken 
into account, be:; ore the proportions of tax revenue to 
national incomes and their trends are considered. For the 
potential resources, large area and the huge population 
that India has, her national income at about Rs. 9,000 
crores a year must be considered very poor indeed. 
While the aggregate national income of India may work 
appreciably more than Canada or very near the U.K., 
the per capita national income is too poor to compare 
with any civilised country. Per capita income in India 
is l/9th that of Norway, 1/11th that of Australia, l/13th 
that of U.K., 1 /21st that of Canada and l/36th that of 
U.S.A. With the very small per capita income in India 
the content and quality of personal expenditures in India 
is largely essential and any measure of taxation to secure 
public revenues dependant upon predetermined and rigid 
public expenditure is to deprive personal consumption 
expenditure even on necessities. The Indian tax system 
must be made to depend upon national savings resulting 
out of the deduction of national personal expenditures 
from the national income and not on mere national 
income. In fact there is the case in India for cutting out 
most of the existing taxes in order to provide incentives 
to save, to produce more and to profitably canalise 
savings into further production. 

Question 6.—No. All direct taxes, and specially taxes 
on income, affecting as they do only certain sectors of 
economy and not the entire community have far reach¬ 
ing consequences on the economic development of society 
should the section of the society that they affect loose the 



urge to earn more. This is particularly so in the case 
of society where those that pay direct taxes are in very 
small proportion to the community as a whole. In the 
U.K. about 44 per cent, of the population pay incometax, 
in the U.S.A. about 37 per cent., in Australia about 34 
per cent. The income tax paying population as already 
indicated forms only 0-25 per cent, of the population of 
India. When it is remembered that income tax makes 
up as much as 45 per cent, of the total revenues, it will 
be realised how heavy is the incidence of this tax on an 
insignificant minority and how a vast majority to the 
tune of 99-75 per cent, of the population remain untouch¬ 
ed at least to the extent of 45 per cent, of the revenue. 
Fixture of proportions between direct and indirect taxes 
on the balance of revenues and the orthodox notion of 
dividing revenue collections as between direct and in¬ 
direct taxes at fifty fifty can have no application to India 
in the above context. Considerable relief in direct taxes 
at last until such time as we achieve alround progress and 
direct taxes can become broadbased and the increasing 
exploitation of indirect taxes as the source of revenue 
are called for in the present circumstances of our 
economy. 

Question 7.— Yes. All State enterprises including pro¬ 
ductive works should be able to pay more than the ex¬ 
penditure involved in their operations and maintenance 
if they are all run purely on business scale. Railways. 
Defence installations and such other national monopoly 
items should also be able to show appreciable surpluses 
on their operations through sound management thereof 

Question 8. —Yes. 

Question 9. —No. Cesses once initiated take ulti¬ 
mately the form of excise exactions. Further levy of 
cesses for specific purposes militates against the principle 
that no fiscal receipts in the public exchequer should be 
earmarked as a rule for any specific purpose. This apart 
cesses impose unduly heavy burden on one sector when 
that sector has also equal claim with the others to pro¬ 
gress without having to pay any special price for the 
same. 

Question 10. —The inexperience of Government un¬ 
suitability of available machinery and bureaucratic out¬ 
look have been responsible for the injudicious applica¬ 
tion of capital and efforts and waste of public finance 
in so far as almost all State undertakings are concerned. 
These factors and the increase in the cost of administra¬ 
tion have indirectly added to our burden of taxation. 
Government undertakings must be made to function as 
private commercial bodies with the applicability to State 
enterprises of accounting methods, computation of costs, 
depreciation allowances, taxes on profits, subjectivity to 
industrial and commercial laws and the control and re¬ 
gulation of Industries Act, etc., as they are applicable 
to private enterprise. Above all it should be possible for 
every citizen to know clearly and without any expert 
advice the method of working of any state enterprise 
and to judge if it has been helpful to public revenues 
as private enterprise. Pricing policies and limitations 
on profits as are applicable to public utility undertakings 
run under Government authorisation and monopoly con¬ 
ditions must hold good in the case of almost all State 
undertakings. 

Question 11. —Surpluses earned after earmarking for 
depreciation and various reserves as a very sound private 
concern would do should be credited to a fund specifically 
got up to finance projects of development. Expansion of 
undertakings and reinvestments needs thereof must be 
met from this fund. No project of development should 
have anything to do with the revenue budgets of Govern¬ 
ments. 

Question 12. —Income and occupation are the two 
factors that should be the basis of differentiation in exa¬ 
mining the incidence of taxation on various classes of 
people. 

Question 13. —(a) No. Please see explanations in 
answers already given. 

(b) No. The burden of tax revenue is greater In 
certain States when the same is viewed in terms of the 
population thereof. Neogy Commission would not have 
been necessary to consider and decide upon the division 
of revenue had fair distribution between different States 
been there. 

Question 14. —Yes. The incidence of taxation, both 
direct and indirect, is relatively greater on persons en¬ 
gaged in industry and commerce and in urban areas than 
on persons engaged in agricultural and allied occupa¬ 
tions and in rural areas. The shift in income has been 
more towards the latter class of persons, the former being 
soaked almost dry by taxation and inflation. 

Question 15. —Yes. Specially in connection with in¬ 
come tax in direct taxation and salestax in the indirect 
taxation. The law in both respects has become so com¬ 
plicated and administrations thereof have become so com¬ 
plex that any assessee with a fair income or turnover to 
account for is obliged to maintain not only experts to 


comply with the provisions of law and orders passed by 
the authorities but also a departmental set-up in full. 

Question 16.—No. the benefits accruing from public 
expenditure to different classes of persons nave no rela¬ 
tion to the burden of taxation on those persons nor the 
tax-levying authority takes into consideration such bene¬ 
fits while imposing taxes. Tax is levied in relation to 
the income of the people regardless of the advantages 
derived from expenditure bv the Government. 

Question 17.—See answer to Q. 14. 

Question 18.—Development programme of the 
country in public sector should be based on the possibil¬ 
ity of causing savings and harnessing them through Gov¬ 
ernment borrowing. Taxation should in no case be used 
for financing development programme in the existing 
economic set-up of India. 

Question 19. —Development of non-tax revenues, 
economy and rationalisation in expenditure and preven¬ 
tion of tax avoidance and tax evasion should play their 
part in the order stated above in maximising the resources 
required for the financing of development, Higher rates of 
existing taxes and fresh taxes should not have any place 
in financing development programme. 

Question 20. —The Tax policy of the state should be 
so designed as to encourage savings, which in turn could 
be canalised for financing the development schemes in 
both the private and public sectors. It is evident from 
the figures of the American Treasury Receipts that when 
reductions were effected successively in surtax rates in 
respect of taxation on income, not only the number of 
persons reporting to incometax had increased but also 
the net tax collections in dollars from such persons were 
about fivefold within eight years. Our tax policy should 
aim -at covering a wide range of the population by 
measures of taxation as has already been indicated. 

If the tax policy is such as will encourage invest¬ 
ments and endanger in the least of such investments 
being subjected to confiscatory assessments or legislation, 
quite a good deal of the finance required for develop¬ 
ment programmes might come out of foreign resources 
also, in addition to the hidden resources within the 
country. 

Question 21.—See answers to Question No. 20 and 
Question No. 1. 

Question 22.—In the recent past the rate of private 
capital formation has actually been lower due to a 
variety of reasons. The most important factor which is 
responsible for the lack of investment incentive in the 
private as well as public sectors is the harassing and 
cumbersome procedure adopted by the incometax authori¬ 
ties in instituting enquiries from investors regarding the 
sources of capital invested by the individual. Instances 
are on record where firms which started on borrowed 
capital had been forced to close down because they failed 
to satisfy the incometax authorities about the source of 
their investments in the manner of prescriptions laid 
down by the authorities and accordingly they were 
taxed not on the income of the concern but on the initial 
investment thereof. Further, the prevailing recession in 
prices of manufactured products accompanied by buyers’ 
resistence and uncertainty of markets consequent upon 
the decline in the internal as well as the external 
demand and the mounting expenditure on industrial 
production due to the enforcement of various social 
security legislations have reduced considerably the scope 
for industrial profits. All these factors have, therefore, 
helped in discouraging capital formation. In support 
of the view that the rate of private capital for¬ 
mation has been lower, it may be pointed out that during 
the year 1952 consent was given to 254 companies to 
issue capital amounting to Rs. 39-8 crores under the 
Capital Issues Control Act as against consent for 343 
companies given during the year 1951 for a total capital 
issue of Rs. 59-6 crores. 

(ii) Yes. High Cost of living consequent upon in¬ 
flation has not provided any scope to savings to wage 
and salaried earning classes in the lower and middle 
class strata insofar as individuals are concerned. The 
parsimony shown by the taxation authorities in Aia 
matter of Depreciation Allowances and Replacement 
Costs and the levels at which corporate profits are 
taxed leave little with Corporations by way of effec¬ 
tive savings and their appropriate canalisation. Social 
security measures such as Employees Provident Fund 
Schemes, etc., take away into public sector even the 
little savings that could be shown by Corporations for 
use in private sector. Institutional Investments by 
Banking and Insurance Companies are hemmed in by res¬ 
trictions and almost all these Companies can offer is 
diverted into the absorption of loan issues and Govern¬ 
mental borrowings with little incentives left for better 
and more profitable investments and returns. 

Question 23. —In view of the fact that persons in 
the middle income group regard their savings mostly 
as a provision for the rainy day and in view of the fact 
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that there are no social security benefits as invalid 
allowances, widows’ pensions, unemployment benefits, 
childrens’ endowments, etc., which are in operation in 
foreign countries such as U. S. A., the U. K. or Australia 
etc., every one in India has almost to depend upon his 
own savings. Accordingly, any tax relief granted to 
persons in the middle class group will really encourage 
savings rather than adding to the consumption expen¬ 
diture. As persons in the middle income group will not 
very much be effected by death duties for the present, 
tax relief in respect of direct taxation insofar as they 
are concerned may help them to save and to invest. 

Question 24.—In the first place the Central Govern¬ 
ment should announce that additional output as en¬ 
visaged by the Planning Commission after 1956-57, will, 
if canalised into productive investments, be free from 
crushing weight of direct taxation such as incometax 
for a substantial period. Even with this announcements 
and the implementation thereof, it will be difficult to 
realise the target of 50 per cent, of additional output 
going to investments each year after 1956-57 because we 
would have reached a stage in the supply of commodities 
and services by then only to 1939 standard. 

Question 25.—As has already been mentioned above, 
in answer to Question 23, Indians for the most part are 
instinctively and traditionally inclined to save as much 
as possible for the purposes of meeting conventional 
necessities and security needs. Consumption standards 
as are conceived abroad are practically unknown here in 
India. For the most part the country is on the subsis¬ 
tence level. Persons on top income groups, say beyond 
Rs. 6,000 a year standard, form a very small proportion 
of the population of India, perhaps '0013 per cent. The 
elasticity for variation in consumption standards are, 
therefore, absent. As is well known, savings of the poor 
and middle classes used to be canalised in dead savings 
in the form of gold and silver and ornaments. But now 
with the development of credit institutions and stock 
and share markets, the channels for investments have 
become diverse. Financial institutions such as banking 
and insurance companies should also be capable of 
attracting a good deal of the savings of the people. 
Accordingly, it is suggested that the tax policy of the 
Government should be so formulated as to ensure per¬ 
suasive incentives and a high degree of safety to savings 
and investments 

Question 26.—The tax policy of the State is payable 
of playing a vital part in the productive system of the 
country. All direct taxes on production such as sales 
tax. terminal, tax and octroi charges and excises and 
cesses on industrial raw materials and manufactured 
goods, etc., affect the cost and structure and the price of 
commodities by imparting rigidity to them. The impact 
of these levies is felt by the producers more when the 
market turns to be a buyers’ one and consumers resis¬ 
tance is offered to supplies and output. Similarly in¬ 
direct taxes also affect production. 

The multiplicity of taxes in India in respect of the 
same’ commodity especially salestax and its lack of uni¬ 
formity, affects production adversely. For instance, im¬ 
position of varying rates of salestax on the same com¬ 
modities in different States induces the consumers in one 
States to draw their requirements from the States where 
the rates of salestax are the lowest by indulging in 
evasion and misreporting. This in turn stimulates the 
production in such States where natural factors do not 
warrant such activities. Again, the lack of uniformity 
in octroi charges and terminal taxes hampers production 
to a great extent and often leads to the migration of 
trade and industry from the place where these charges 
are high to places where they are low. The uniformity 
of taxes, both indirect and direct, will stimulate pro¬ 
duction in the States on an equitable basis and will 
encourage adherence to economic location of industries 
in a more natural manner. 

Question 27.—The judicious use of tax system in 
order to secure priorities in the development programme 
in private sector will yield appreciably good results. 
Conservation and flow of capital, easy procurement of 
capital goods at the least possible cost, freedom of raw 
materials used by industries from taxation, elasticity in 
the application of taxation measures affecting commo¬ 
dities such as excise duties and salestax should be some 
of the basic considerations in shaping and exploiting the 
taxation system for the procurement of priorities for the 
development programme. 

Question 28.—Answer to this question has been given 
in parts at various places in the foregoing answers. A. 
tax policy cannot be taken as a static phenomena. It 
is a dynamic and evolutionary development consistent 
with the economic progress, potential resources and pro¬ 
ductivity of the community. The limitations and possi¬ 
bilities of tax policy as an instrument of economic 
development can be judged only in the context of politi¬ 
cal institutions on which the community seeks to depend. 
Ideals of democracy and freedom of the individual can¬ 


not march together with a regulated economy and com¬ 
munism. In so far as ‘ mixed economy ’ which we are 
experimenting in India at the moment only confines 
itself to the embrace by the public sector of Defence and 
Defence strategic industries and public utilities, leaving 
most forms of economic activity to the private sector, 
the functions of the State should not be allowed to make 
inroads into the economy in private sector unless under 
a state of emergency or War. In the circumstance 
explained above tax policy will confine itself very much 
to the primary functions of the State, leaving economic 
development to fashion according to the genius of the 
community and providing adequate and necessary in¬ 
centives from time to time for such economic develop¬ 
ment. What according to some, is being done at the 
moment in India, is the dependance on the possibilities 
of tax policy as instrument of development without 
realising the grave limitations of the tax policy in 
shaping economic development. 

Overall demand in a community will be found to 
depend on Tfltimate analysis on the income of the com¬ 
munity and the resources it has to gather that income. 
These touch upon productivity both individual and 
national. Tax policy by itself cannot influence overall 
demand in any appreciable manner. Maladjustments in 
overall demand that may develop from time to time in 
the economy of the community may, however, be con¬ 
siderably corrected by a judicious tax policy and its 
administration. 

Reduction in consumption and unessential invest¬ 
ments are influenced more by the availability of pur¬ 
chasing power, native habits, inhibitions and conventions 
and the state of economic prosperity. In a country like 
India where a substantial majority still live under sub¬ 
human standards this is not a problem that calls lor any 
attention. Tax policy, it is afraid, cannot do much here 
sofar as India is co icerned. Tax policy can certainly 
help economic development at the moment by affording 
positive inducements for desirable investments. Invest¬ 
ments are shy and halted at the moment because savings 
are discouraged by the present tax policy and adminis¬ 
tration. There is considerable scope for action here. 
The use of tax policy to effect redistribution of incomes 
so that economic development may be -broadbased with 
the participation therein of as many as possible would 
have merited attention, had we in this country the know¬ 
hows and equipment combined with individual produc¬ 
tivity upto a certain minimum standard. Any attempt 
at redistribution of incomes through tax policy in India 
at the moment will only lead to the impoverishment of 
the insignificant minority of well-to-do without in any 
way bettering the condition of 99-75 per cent, of the 
teeming Indian population. There is the additional 
danger of destroying in this process whatever little 
‘ knowhows ’ and equipment we have natively rooted 
in India at the moment. 

Question 29.—In sofar as monetary policy is con¬ 
cerned certain controls as instruments of planned econo¬ 
mic development may be thought of. To thinking of 
controls in the same breath with tax policy will be found 
incompatible with economic development under demo¬ 
cratic conditions. Tax policy must have nothing to do 
with controls in any shape or form. 

Question 30.—The present tax system in India more 
than makes for a reduction in inequalities of wealth and 
income and this fea ure of tax system has not helped the 
poor in improving their lot while it has destroyed the 
utility of the rich to the community. 

Question 31.—With the enactment of the Estate Duty 
Act, we have provided for securing a large degree of 
economic equality. Estate Duty, having grave limita¬ 
tions as a revenue counter with regard to both time and 
quantum factors in a country whose overall exploited 
wealth is poor, should be capable of being used as a 
substitute for losses arising out of reliefs extended in 
direct taxation and modifications made in indirect taxa¬ 
tion in order to provide effective incentives to capital 
formation and higher production. 

Question 32.—Public expenditure may be more effec¬ 
tively and judiciously used in achieving greater measure 
of equality of income than the tax system. 

Question 33.—See relevant answers under the 
heading ‘ Incometa x ’. Foreign capital flowing into India 
in the form of capital goods and technical skill unavail¬ 
able in India might be let off with a relatively lower 
pressure and burden of taxation as compared to foreign 
capital migrating into India for trade, banking and in¬ 
surance purposes. Similarly ample scope may usefully 
be extended to the exploitation by foreign capital in 
India of secrets and patents of foreign origin with mate¬ 
rials available in India over a period of years with an 
eye on the development of India’s export markets and 
scientific research such exploitation will give place to. 
The judicious use of tax system by timely adjustment of 
commodity taxes (indirect) and direct taxes offers 
sufficient potentials towards this end. 



Question 34. —Succession and Estate Duties on all 
properties other than agricultural land as revenue 
counters are hemmed in by grave limitations both in res¬ 
pect of time and yield in a poor country like India where 
those capable of responsing to such duties are concen¬ 
trated in urban areas and are very few and far between. 

If economic development takes place rapidly from now 
on the beneficiaries of this development for the most part 
will be the lower and middle income groups rather than 
the wealthy because of the changing concept of ranks 
and social order. A forecast of better returns from 
Death and Succession Duties cannot, therefore, be made 
even if the potentials for economic development are 
taken into consideration. Terminal taxes on goods or 
passengers carried by Railway, sea or air are at best 
an extension of the principles of octroi levies and serve 
merely as a source of local finance irrespective of by 
whom and where they are collected. When it is realised 
that a terminal tax is in the nature of an octroi with¬ 
out refunds adversely affecting inter-state trade and that 
the rate of levy of this tax should be very low in all 
cases, the potential of this tax as a source of revenue is 
left in doubt. Further salestax and excises, which 
already impose burden on commodities and indirectly on 
persons consuming them, leave little justification for the 
levy of terminal tax. Taxes on railway freights and 
fares will again be found as having very limited scope 
for exploitation and they are no more than an enhance¬ 
ment of railway freights and rates. There is no elasticity 
in this form of tax. Industries and commerce which con¬ 
tribute towards railway freight. For the most part and 
third class passengers who contribute towards railway 
fares for the most part are apt to resent against such 
levies in the present economic context. Taxes on tran¬ 
sactions in stock exchanges and other future markets 
though capable of yielding limited revenue and very 
much more for certain States as compared to almost 
nothing for some states in India are worthy of consider¬ 
ation. Since the tax does not impose any burden on 
productivity and effective economic efforts, it could be 
levied until the Law of Diminishing Returns sets to 
operate in respect of this tax. Taxes on sale or purchase 
of newspapers and on advertisements published therein 
are dealt with in Answer to Q. 126 following. 

Question 35.—Taxes on capital do not offer any scope 
for exploitation as taxes on income already impose heavy 
burdens and savings and capital formation are almost 
becoming impossible. Instead of progressive economic 
development for which we are planning, we will be found 
to be administering regressive economy if we start 
imposing taxes on capital. Estate duty is itself a tax 
on capital at one stage of its existence and any further 
scheme of taxation of capital in the process of its forma¬ 
tion has least justification. 

The myth of salt duty affecting the poor and senti¬ 
mental considerations attached to the levy of this duty 
must be given up. Even without salt duty, salt does not 
figure as any free item or item of lesser burden to the 
poor. Its consumption will always be limited. Further 
the principle that every citizen ought to contribute his 
mite to the State and the fact that in a poor country like 
India where the expansion of direct taxation any further 
is impossible and all the forms of indirect taxation do 
not touch all universally offer sufficient justification for 
the reintroduction of salt duty to make up for the revenue 
of the State. 

Land revenue having almost been static all these years 
despite better prices obained for agricultural commodities 
over the last few years and with the reform of land tenure 
system offers scope for better exploitation. Surcharges 
will be found conducive to revenue accretions of the 
States. The biggest obstacle here will be the political 
consideration of a vast majority of agricultural population 
having franchise rights. A 25 per cent, increase in land 
revenue could be easily accounted for from this source. 
Betterment levies and agricultural incometax offer con¬ 
siderable scope for revenues of the States especially in 
the context of the development schemes undertaken in 
rural areas. But here again political considerations may 
prevent our exploiting the resources to the limits of their 
possible yields. 

Policy of prohibition has clearly been a failure 
occasioning at the same time considerable loss of revenue 
to the States. Here again sentiments rather than hard 
facts of economics have been the chief consideration. A 
considerable loss of revenue occasioned by the policy of 
prohibition to gain a mythical national advantage could 
be aovided by scrapping this policy. Provincial excise 
which is in fact intended to discourage consumption could 
be attuned from time to time and fixed at levels where 
revenue will not only come in but will at the same time 
discourage anyone from becoming addict to alchohol and 
drugs. 

Question 36.—Yes. The process of levy basis for 
assessment and the points at which the levy can be justi¬ 
fiably imposed must be carefully considered when 
deciding upon taxing unearned increments in value of 


land and other property as a result of public projects 
of development. 

Question 37.—Integrity, a sense of human touch about 
enquiries and dealings and a sense of awareness to 
realities rather than legalistic interpretation of relevant 
Acts and Rules and an attitude of ruthlessness in 
assessing and collecting taxes on the part of the taxa¬ 
tion machinery will keep tax evasion at the minimum. 
The removal of burdens of direct taxation to a point 
that can be borne safely by the assessee without 
endangering his capital will also account for a con¬ 
siderable abatement in ingenuity employed to escape 
taxation altogether and to indulge in evasions. Public 
relations’ work on behalf of the assessing and collecting 
machinery among assesees to tax and exortation by 
men of influence to adhere to the obligations imposed 
on citizens by example and precept will also account 
for increasing receipts from existing sources of revenue. 
These considerations apart, it will be observed that irk¬ 
someness and harrassment caused by any one taxation 
measure or control mechanism have their own reper¬ 
cussions on anyone properly accounting for resources, 
their use, and earnings with the result that most money 
is made and many transactions are put through out of 
account making assessments and collections of taxes im- 
posible. These adverse repercussions on productive 
efforts being accounted for must be avoided if receipts 
from the existing sources of revenue are to be stepped 
up. 

Question 38.—We cannot recommend any new 
sources of taxation in the present state of our economic 
development. 

Question 39.—As a rule the imposition of surcharges 
on any indirect tax must be avoided. Even in the case 
of direct taxes on which the impositions of surcharges 
are thought of consideration must be had for factors 
.such as the possibility for overall revenue shrinking the 
burdens that such impositions might cast on the payer 
or the class of payers of the tax concerned. Judged 
from these standards, Incometax and supertax surcharges 
appear inopportune and undesirable at the moment. 
Surcharges on subjects covered by Article 269 of the 
Constitution of India should always be out of question 
for most of them are themselves surcharges on prices 
of goods and services concerned. 

Question 40.—Please see answers to question 1 supra. 
Inflationary or deflationary situation arise out of factors 
governing currency and banking and the nature of cost 
structure for the time being in both industrial and agri¬ 
cultural sectors. Tax policy as an instrument for 
dealing with such situations offers little or no scope 
in India. India is a country where the population lives 
on an exceedingly low standard of living and in which 
the ratio of unused resources to population is very high. 
We can, therefore, anticipate a rapid improvements in 
living conditions as the utilisation of resources progresses. 
The impact of new investments upon living standards 
can be both rapid and significant if the rate of popula¬ 
tion growth does not continue as at present. To the 
extent, therefore, of attracting new investments, a sound 
tax policy may assist upto a certain point. If taxation 
is used to soak the few well-to-do under the illusion of 
creating a new social order and public sector spills forth 
such revenue collections in social or security services, 
the result in the absence of balanced development in 
India yet, will be the creation of inflationary conditions 
where too much money will be found chasing too few 
goods necessitating all sorts of economic controls. 
Example of such a development is provided by the 
happenings during the second World War in the econo¬ 
mic sector of India. The inherent weakness in any tax 
policy is that once it is set in motion its withdrawal is 
found to bristle with difficulties to the extent of making 
withdrawals and even abatements impossible. A tax 
policy cannot, therefore, be expected to bring about 
the deflationary situations easily. It is the state policy 
rather than tax policy that will be found to have any 
bearing on inflationary or deflationary conditions. 

Question 41. —Just as inflationary condition is the 
symptom of the availability of goods and services below 
the overall availability of purchasing power deflationary 
condition is the symptom of scarce availability pur¬ 
chasing power in relation to the supplies of commodities 
and services at any given time. It is the extent to which 
cost structure in agriculture and industries enjoy 
resilence and offer scope for adjustments supply of goods 
and services will automatically adjust themselves to the 
demand for them and vice-versa. At the moment direct 
taxes in India touch an infinitesimal fraction of the 
population and that too at upper levels. The taxation 
on income at the top most level during the War did not 
relieve that period of inflation because of this main 
feature of indirect tax in India. Consumption cannot 
be restricted by direct taxation unless such taxation 
embraces a sizeable proportion of the population. Mere 
relief in direct taxation at the time of deflation does 
not help very much either because direct taxation in¬ 
fluences the cost structure only remotely and indirectly. 
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The time lag necessary for adjustments in production, 
supplies and consumption under either deflationary or 
inflationary conditions is beyond the purview of taxation 
and hence direct taxes cannot be depended upon to 
correct currency and credit maladjustments. All in¬ 
direct taxes do influence prices directly and a few of 
these costs also to a considerable extent. To the extent, 
therefore, prices have a bearing on consumption indirect 
taxes certainly help in countering inflationary or de¬ 
flationary conditions. But to depend on these taxes 
alone to counter the inflationary or deflationary 
conditions is to place more than reasonable reliance on 
tax mechanism as correctness of inflationary or defla¬ 
tionary situations. The element of tax in cost structure 
these days is considerable enough to influence prices. 
To the limited extent, therefore, all indirect taxes such 
as excise duties and salestax can be depended upon as 
correctives to ill-developed monetary situations. Adjust¬ 
ments in import and export duties do stimulate or stifle 
consumption to a certain extent but with so many res¬ 
trictions and exports in operation in international trade, 
their influence is not so much as it had been in the past 
before the World War II. 

Question 42. —Please see answers to Questions 40 
and 41. 

Question 43. —In practice Government sponsored 
centrally conceived plans of economic development fre¬ 
quently result in sustained inflationary pressures because 
of the release of resources it engenders in activities 
having socio-economic significance as against activities 
involving purely production and productivity. Economic 
development does not lean on the free play of economic 
forces. The result is disequilibrium in the structure 
of currency and credit. With all the Government re¬ 
sources yoked to the execution of the plan and inspite 
of absorption of all available resources in the country 
through taxation and loans there is still unemployment, 
underemployment and deflation. It is, therefore, clear 
that in order to bring about automatic and timely adjust¬ 
ments in economic disequilibrium such as inflation or 
deflation, Government financing should not be allowed 
to have ramifications beyond Government’s primary res¬ 
ponsibilities. It must be clearly understood that neither 
Government actions nor Government funds are satis¬ 
factory substitutes for private actions and private funds 
under a democratic climate. 

Question 44. —Please see answer to Question 41 

Question 45.-— Please see answer to Questions 40. 41 
and 43 

PART II—DIRECT TAXES 
INCOME-TAX 

Question 46.—Provisions of Section 4A determining 
the question of residence of an assessee do not require 
any Change but the provisions contained in Section 4B 
are useless. Section 4B was enacted only for the benefit 
of Europeans coming for service in this country. The 
Incometax Investigation Commission also recommended 
the abolition of the term ‘ not ordinarily resident ’ vide 
para. 36 of its Report. 

Question 47. —Section 2(6C) deals with the term 
‘ income ’. It does not attempt to give any definition of 
the word income but simply says that the word * income ’ 
will include (1) dividend as defined in clause (6A) or (2) 
perquisites as mentioned in sub-section (1) of Section 
7 namely a payment due to or received by an assessee 
from an employer or former employer or from a pro¬ 
vident or other fund exclusive of contributions made by 
the assessee or interest on such contributions, excepting 
a payment made solely as compensation for loss of 
employment and not by way of remuneration for past 
services or (3) any sum deemed to be profits under the 
second proviso to clause (vii) of sub-section (2) of Section 
10, i.e., when on the sale Of any building, machinery or 
plant, the sale price exceeds the written down value, 
the difference between the original cost and the written 
down value is deemed to be the profits of the previous 
year in which the sale took place or (4) any capital gain 
chargeable to incometax under the provisions of Section 
12B which is no longer in force, or (5) any business of 
insurance carried on by a mutual insurance association 
computed in accordance with Rule 9 in the Schedule 
annexed to the Act. 

These items had to be specified because otherwise 
they would not have fallen in the definition of ‘ income ’. 
The definition of ‘ income ’ has been laid down in judicial 
pronouncements but the word ‘ income ’ as such has not 
been defined anywhere and in fact it is very difficult to 
give an exhaustive definition of this word. Even in 
other countries the word has not been suitably defined 
and reliance is placed mostly on judicial pronounce¬ 
ments. One of the authoritative definitions given in a 
leading case is as under : — 

“ ‘ income ’ in this Act connotes a periodical monetary 
return coming in with some sort of regularity, or 
expected regularity, from definite sources. The source 
is not necessarily one which is expected to be con¬ 


tinuously productive, but it must be one whose object is 
the production of a definite return, excluding anything 
in the nature of a mere windfall. ” 

(Commissioner of Income-tax Vs. Shah Wallace and 
Company). 

The principle enunciated above should be adhered 
to in the connotation of the word ‘ income ’ so that any 
attempt of roping in income of casual and non-recurring 
nature of capital gains may be avoided. Appreciation 
in the value of machinery is obviously a capital gain 
and should not be included in the word ‘ income ’. More¬ 
over it is unfair to assess thiS capital gain in view of 
the fact that the replacement cost of the machinery 
to-day is 4 or 5 times the orginal cost of the machinery. 
The industry needs funds for replacement of worn out 
machinery. It is therefore, suggested that Section 2(6C) 
should be amended accordingly and the second and third 
provisos to Section 10(2)(vii) should be deleted. 

The definition of tl e word ‘ business ’ in section 2 (4) 
which includes any trade, commerce or manufacture or 
any adventure or con:ern in the nature of trade, com¬ 
merce or manufacture has been invoked in numerous 
cases for assessing what is nothing more than the casual 
income or capital gain. The Incometax Act should con¬ 
fine itself only to taxation of income and now that the 
Estate Duty has been introduced any increase in wealth 
due to casual and non-recurring gain or by apprecia¬ 
tion in the value of property would be automatically 
taxed at the time of the owner’s death. In the recent 
Bombay Case of Rajputana Textile (Agencies) Ltd. Vs. 
Commissioner of Inco netax (XXIV IPR-46), the saie of 
a block of shares by the company was held to be an 
adventure in the nature of trade although according to 
its Memorandum and Articles of Association, the Com¬ 
pany was not authorised to deal in shares. Simply 
because several broke ’s were engaged to dispose of the 
shares, it was held that the transaction constituted an 
adventure in the nature of trade and commerce. It was 
not possible to dispose of a large block of shares with¬ 
out the help of brokers and as such the definition of 
the word ‘ business ’ in Section 2(4) should also be 
amended. 

The inclusions made in Section 2(6C) should all be 
dropped from the definition of the world ‘ income ’ except 
any business of insaranee carried on bv a mutual 
insurance association. 

Question 48.—Taxing of capital gains would, it is 
apprehended, seriously jeopardise the economy of the 
country. During the v/ar period there may be very great 
fluctuations in the value of all property and if capital 
gains are to be included in the assessment, capital losses 
will also have to be accounted for and deducted out of 
the income. This will make the position adminis¬ 
tratively difficult without any appreciable gain to the 
revenue. Now that the Estate Duty is going to be in¬ 
troduced, the capital gains, if any. would be automati¬ 
cally taxed to Estate Duty on the death of the last holder 
of the property and this is where the matter should be 
left finally. As already noted above any excess realisa¬ 
tion over the writtc n down value of building and 
machinery on the sale thereof should not be taxed. 

Question 49.—Have you any comments on the present 
position re: taxation of profits which accrue or arise 
abroad, on their repatriation to India? 

The present position regarding taxation of foreign 
profits is as follows. So far as pre-1939 foreign profits 
are concerned, they were till recently liable to duty on 
being remitted to India. But certain concessions have 
now been granted by Government ( Vide Press Note of 
Government of India dated the 2nd September, 1951). 
Those profits are now exempted on remittance if— 

(1) the remittance is received in India before 1st of 

April, 1954, 

(2) half the amount receipt is invested within three 

months of the receipt in the purchase of 
Government securities through the Reserve 
Bank of India, and kept with the Bank for a 
minimum period of two years, and 

(3) the remaining half is utilised in the discharge of 

any outstanding incometax liability. 

As for foreign profits earned subsequent to 1939 they 
are fully taxed in the year in which they accrue. The 
foreign income is added to the total income of the 
assessee and he is ta> ed on his total world income. 

Regarding Indians living abroad who are desirous of 
returning to India, the Incometax (Amendment) Act, 
J952, provides for exemption from taxation of foreign 
profits which are remitted to India by such non-resident 
persons in the first two years of their becoming resident 
in India. Such contingencies are very real, os restric¬ 
tions on remittances are imposed by foreign States like 
Ceylon, Burma, Pakistan, etc. The Provision should, 
therefore, be amended by extending the time limit to 
cover such contingenc es. 
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The Committee suggest that foreign profits should be 
completely exempt from tax, though they might be 
taken into consideration only for the purpose of deter¬ 
mining the rate of tax on Indian income so as to con¬ 
form to the principle of ability to pay. By the Income- 
tax (Amendment) Act, 1952, the full amount of the 
foreign tax or the Indian tax on the foreign income 
whichever is less is deducted from the total Indian In- 
cometax payable. This unilateral relief is no doubt good 
so far as it goes, but the Committee submit that it will 
be only taking a small step forward if their suggestion 
that foreign profits should be exempted altogether from 
the tax taking them into consideration only for rate 
purposes is adopted. This will facilitate and give a 
fillip to the expansion of Indian trade and business 
abroad and will also give them capacity to compete in 
the world markets. Moreover, foreign income and 
Indian Income cannot be put on the same basis for the 
purpose of taxation as the risks and dangers involved in 
risk capital venturing out are far greater than when 
it is invested in India. The economic justification to 
tax foreign earnings is compartively weaker than to tax 
Indian profits. Another aspect is that the earning of 
foreign profits by Indian residents will considerably help 
Government in its exchange resources. As already in¬ 
dicated the exemption of foreign profits is not likely 
to result in much loss to the Exchequer as unilateral 
exemption upto 100 per cent, of the foreign tax or the 
Indian tax whichever is less is being granted even now. 
If an attempt is made the Committee have no doubt that 
the loss to the Exchequer will be found to be negligible, 
whereas the psychological effect that the exemption of 
foreign profits will give to our developing trade and 
business abroad and to our increasing invisible exports 
will be very valuable indeed. Such funds when remitted 
to India will add to the capital resources of the country. 

Both in the United Kingdom and U. S. A. there is a 
trend towards exemption or relief for foreign profits. 
There is greater justification for such relief being 
extended in India because, on taking overall picture, it 
will appear that if the world income taxation concept is 
abolished throughout, the automatic result will be the 
extinction of the Double Taxation Relief arrangements. 
As it is, in respect of most countries, India would be 
the worse off by having Double Taxation Relief arrange¬ 
ments and that is the reason why such relief arrange¬ 
ments existing before independence stand terminated. 

Question 50. —The difinition of the term ‘ dividend ’ 
given in Section 2(6A) needs no change. Distribution cf 
Bonus shares cannot be treated as dividend as there is 
no release of assets in such cases. The price of a share 
in the open market reflects the full value of the assets 
of the company modified to some extent by its earning 
capacity and distribution of dividends in the past. By 
the issue of Bonus shares the value of each share is 
reduced considerably and consequently if the nominal 
value of Bonus shares is treated as dividend, the loss on 
existing shares will have to be taken into account. No 
change, therefore, is necessary in section 2(6A). 

Question 51. —Do the provisions of the Incometax 
Act relating to the taxability of non-residents 
through their business connections in India in res¬ 
pect of income deemed to accrue or arise within 
the taxable territories (Sections 42 and 43 of the 
Incometax Act) affect adversely the interests of 
persons engaged in foreign trade ? If so what modi¬ 
fication would you suggest in these sections ? 

Yes, the interpretation now being placed on these 
sections very materially affects the interests of persons 
trading with but not in India and is becoming a strong 
impediment to the development of that trade in the 
absence of tax treaty arrangements or Double Income- 
tax Avoidance Agreements with other countries, parti¬ 
cularly the U. K. For instance. Incometax Officers here 
are seeking to raise assessments on concerns in India 
as agents for non-residents. Again, non-residents manu¬ 
facturing goods outside India, selling them outside India 
to residents in India and then shipping the goods to 
India and forwarding documents to a Bank in India for 
the Bank to collect the sale proceeds on behalf of the 
non-residents and deliver the documents to the buyer 
when payment has been received are faced with the con¬ 
tention that this constitutes receipt of the proceeds which 
includes the profits in India by or on behalf of the non¬ 
residents and that therefore the whole profit is assessable 
in India. 

There is a considerable amount of case law on this 
question to which the Chambers and other organisations 
represented on the U. P. Ad Hoc Committee would invite 
the Commission’s attention, such as Civil Appeal No. 41 
of 1952, M/s. Turner Morrison & Co. Ltd. Vs. Com¬ 
missioner of Incometax, West Bengal. These cases, and 
the earlier ones referred to therein, exemplify the range 
of commodities forming an important part of India’s in¬ 
ternational trade which stands to be affected most 
adversely by the current interpretation of Section 42 and 
43 — Tea, Wool, Salt, Shellac to mention a few. With 
regard to the mere purchase of goods in India and other 


acts which have been held to constitute operations 
carried out in India for profit by or on behalf of a non¬ 
resident, a charge of tax under Section 42 is a most 
serious deterrent to trading with India. Other countries 
do not admit the validity of India’s claim to tax and 
refuse double tax relief for Indian tax suffered. At the 
present time this means that any profit attributed to 
the act of purchase suffers an overall tax burden of more 
than 100 per cent, where the non-resident buyer is resi¬ 
dent, for example, in the United Kingdom, United States, 
Germany or Japan. A consequence of this kind will 
affect trade with India to an increasing extent as Section 
42 is more and more diligently applied and it should not 
be forgotten that in recent years India has relied upon 
buyers in these territories to take more than 50 per 
cent, of her exports. The result of allowing this position 
to continue will inevitably be a grave restriction of trade 
to India’s detriment ina buyer's market; oversea? 
sellers will either refrain from trading with India or will 
do so only where the title in the goods and payment can 
be obtained outside lnuia. It is very essential therefore 
that prompt steps should be taken (a) to amend the law 
to exempt, in the case of the non-resident who buys or 
sells goods in India, the manufacturing and other profits 
attributable to operations carried on outside India by 
the non-resident and (b) to exempt profits when the 
non-resident has not an established place of business in 
India. 

Several of the difficulties referred to above arise 
because of the absence of any statutory definition of 
‘ business connection ’ thus permitting a variety of inter¬ 
pretations by individual Incometax Officers. This 
omission should be remedied it is suggested, in such a 
way as to ensure that non-residents may be more 
precisely aware of their liabilities under the Act. Based 
on current international practice as agreed to by most 
countries in recent double incometax agreements—the 
negotiations of which, particularly with the United King¬ 
dom as India’s largest customer, is very essential—an 
explanation should be added to Section 42 providing 
firstly that a non-resident person shall not be deemed 
to have a business connection in the taxable territories 
unless he maintains therein a branch, management, 
factory or other fixed place of business ; secondly that 
an agent in the taxable territories for a non-resident 
person shall not be deemed to be a business connection 
unless he has and habitually exercises a general 
authority to negotiate and conclude contracts on behalf 
of the non-resident or keeps a stock of merchandise from 
which he regularly fills orders on his behalf : thirdly, 
that a non-resident person shall not be deemed to have 
a business connection in the taxable territories merely 
because he conducts business dealings through a bona fide 
broker or general commission agent acting in the ordinary 
course of his business as such ; and, fourthly, that a fixed 
place of business or an agency maintained by a non¬ 
resident person solely for the purchase of goods within, 
and the sale or conversion of these goods without, the 
taxable territories shall not be deemed to be a business 
connection. 

Question 52.—What modifications would you 
suggest in the definition of 1 agricultural income ’ 
Section 2(1) to avoid the contingency of the same 
income being taxed by the Central Government as 
well as the State Governments, e.g., in respect of 
income from forests, dividends from agricultural 
companies, etc.? 

It will be necessary to change the definition of ‘ agri¬ 
cultural income ’ so as to exclude the portion of dividend 
which is proportionate to the agricultural income of agri¬ 
cultural companies such as tea companies. The ruling 
of the Bombay High Court in Re: B. F. Guzdar Vs 
C. I. T. Bombay City (XXII-ITR-158) laying down that 
the entire dividend from tea companies is liable to Indian 
Incometax has made certain portion of the income liable 
to double taxation, i.e., agricultural incometax and Indian 
incometax. Before this ruling the practice of the 
department was to take only a certain proportion of in¬ 
come from dividend as income from non-agricultural 
source. That position should be restored by suitably 
amending the definition of ‘ agricultural income ’ so as xo 
exclude the amount proportionate to agricultural income 
of such companies as income derived from both agricul¬ 
tural and non-agricultural sources. Income from 
forestry has been held to be taxable in some cases and 
not taxable in others. It is better to define precisely 
whether such income should be included in rhe income 
liable to Indian Incometax. 

As a matter of fact, there is very little agricultural 
operation in forestry while large amounts are realised by 
the sale of timber. Such income should be liable to 
Indian Incometax and not to agricultural incometax. It 
is, however, not every year that such income is realised 
by the owner of forests and it would clearly be unjust if 
the total income realised in a certain year is made liable 
to tax in that year. It is, therefore, suggested that such 
income should be spread over a period atleast five years 
so as to reduce the incidence of taxation on such 
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Occasional realisations in lump sums. It may, however, 
be noted that our forests have very seriously been used 
up during the war and this has caused much soil erosion 
and brought about a change in the climate of certain 
parts of the country. As a matter of policy the growth 
of forests must be encouraged and for this reason it may 
be found necessary to exempt the income from forests 
altogether for atleast ten years or so. 

Question 53. —Agricultural income should not be inte¬ 
grated with non-agricultural income for rate purposes. 
The method of calculating agricultural income is quite 
different and no Act makes any attempt whatsoever of 
equating the statutory income with the real income. For 
instance in some States only a certain fixed percentage 
of the income is admissible by way of deduction for col¬ 
lection charges and not the actual expenses. If income 
-calculated in this manner is to be clubbed with other 
income it would clearly boost up the rates of tax levied 
by the State and Central Governments. After the aboli¬ 
tion of Zemindary the importance of agricultural income 
tax has dwindled to a large extent and only big farmers 
will now be liable to agricultural incometax. Conse¬ 
quently there does not seem to be any material advantrge 
in clubbing agricultural and non-agricultural incomes for 
purposes of determining rate of tax. Tea companies pay 
tax at maximum rate and the clubbing of agricultural 
income in these cases will not make any difference what¬ 
soever. 

Question 54. —The taxation of agricultural income 
should be left entirely with the States for their develop¬ 
ment consistent with their resources. 

Question 55. —The point raised in this question has 
been recognised by the enactment of Section 12AA so far 
as literary and artistic works are concerned. It may well 
be extended to other works of similar nature. In build¬ 
ing contracts the actual profit can be worked out only 
on completion of the work. In such cases the profit 
should be spread over the period taken for completing the 
work. 

Mining industry and such other industries which re¬ 
quire exploration and prospecting over a long period 
should be entitled to deduct such preliminary expenses 
out of the profits for 4 or 5 years or the profits realised 
in the first year should be spread over the period of 
prospecting and exploration and the amount spent in 
each year should be deducted out of the profits attributed 
to that year. Any excess of expenditure over income 
must be treated as a loss and carried forward to the sub¬ 
sequent year. 

Question 56.—Recently Section 4(3) (i) has been 
, amended so as to restrict the exemption to income from 
* business which is carried on on behalf of a religious or 
charitable institution to only those cases where the busi¬ 
ness is carried on in the course of the actual carrying out 
of a primary purpose of the institution or the work in 
connection with the business is mainly carried on by 
the beneficiaries of the institution. 

In the case of the Gadodia Charitable Trust it was 
held that the word ‘ property ’ includes business also. 
It is to neutralise the effect of this ruling that the law 
has been changed but the change is not in the right direc¬ 
tion. Ours is a welfare State and the bulk of revenue 
derived from taxation has to go for the uplift of the 
society and to raise the general standard of living of our 
countrymen. It is the duty of the State to provide 
medical relief and education to all persons living in the 
country. If there is a charitable minded person who 
devotes the whole of the income from business to a charit¬ 
able purposes such as starting of educational and research 
institutions and for that object wants to make over his 
prosperous business to the trustees of a charitable trust, 
the State should not step in for a share of the proceeds 
of such a business by declaring such income not exempt 
from tax. It is, therefore, suggested that where a trust 
is genuine and its objects are well-defined so as to include 
objects of general public utility, the income from business 
carried on by such a charitable trust should be clearly 
exempted from taxation and Section 4(3) (i) should, there¬ 
fore. be suitably amended for that purpose. 

Question 57. —Business profits of cooperative societies 
were exempted in order to encourage the cooperative 
movement, but now the conditions have considerably 
changed and those considerations need no longer be taken 
into account. All cooperative societies should, therefore, 
be taxed like Companies and the members may be allow¬ 
ed relief on dividends received from the societies. The 
entire income should be brought under assessment. 

If a very good case can be made out and exception is 
sought to be made in respect of cooperative societies 
which are cooperative ventures, mutual and non-profit 
making in character, tax on income applicable in their 
cases should be 50 per cent, of what the Companies are 
called upon to pay. 


Question 58. —Concessions given to new industrial 
undertakings under Section 15C should be continued fur¬ 
ther and if after allowing all depreciation allowances and 
6 per cent, on capital there is a loss, such loss should be 
allowed to be carried forward for set-off against subse¬ 
quent profits. 

Question 59. —No concessional treatment is necessary 
except the double taxation relief. In any case the tax 
levied by a foreign country should be allowed as a deduc¬ 
tion. 

Question 60. —At present l/6th of the total income 
subject to a maximum of Rs. 6,000 is exempt. This limit 
may be raised to I/5th subject to a maximum of 
Rs. 10,000 in view of the low purchasing power of the 
money and general rise in the level of incomes. Indirect¬ 
ly it will benefit insurance companies which collect money 
from the public for financing Government and semi- 
Government loans. 

Question 61. —Th;re is no doubt that in the present 
circumstances the Department is not really assessing the 
business profits but also a part of the capital represented 
by the difference between the pre-war price of plant and 
machinery and the high prices prevailing at present. 
Another important point for consideration is that the 
industry should be in a position to replace the worn out 
plant and machinery at the prevailing high prices. If 
it is unable to do so the efficiency of the industry is likely 
to suffer to the detriment of the interest of the country 
as a whole. It is ne t the individual industry whom we 
are going to favour by allowing larger depreciation allow¬ 
ance but it is the industry as a whole which should be 
considered. This point has been raised in U.K. and 
U.S.A. also but no i olution has yet been found of the 
problem. The econo nists and the accountants, however, 
agree that some change is essential and the re-valuation 
of existing assets for depreciation purposes would be 
ideal. As a matter of safeguard it must be laid down 
that such funds sha.l not be available for distribution 
amongst the shareho.ders as dividends. 

Question 62. —C&itain changes are called for in the 
Classification of assests for the purposes of depreciation, 
rates of depreciation and methods of computing allow¬ 
ances. These are in brief as follows: 

(o) Depreciation allowances should be on the initial 
cost and not on the written down values, (b) Rates of de¬ 
preciation as at present are adequate, (c) There have 
been cases where the Incometax Officers have grouped 
together different kinds of machinery because of then- 
installation in one industrial unit for the purposes of 
depreciation allowanc es and have refused the modicum of 
depreciation allowanies on each type of machinery set 
up. This difficulty may be obviated, if necessary by a 
change either in law on the point or by the Central 
Board of Revenue issuing definite instructions to the 
Incometax Officers and the public ; (d) Depreciation 

should be admissible on residential premises and should 
be allowed to houseo wners according to the classification 
of buildings. The statutory allowance of one sixth of the 
annual letting value must be abolished. It is recom¬ 
mended that Section 9 of the Incometax Act might be 
amended accordingly 

Question 63. —Mailing of depletion allowance from 
wasting assets is only just and equitable and it is not 
considered as a cor cession. All lump sums paid in 
acquiring leases of n ines, etc., should be admissible at a 
uniform rate during the period of the lease if less than 
20 years or during the period of 20 years if the period 
is more than 20 year;. Unless this is done we are taxing 
a portion of the capital and not only the profits. There 
is no justification why such an allowance should be 
admissible in the case of plant and machinery and not 
in the case of mines, etc., acquired for a definite period 
on payment of lump sums. In either case the asset is 
wasted by the working and the allowance is called for in 
all cases. Apart from depletion allowance, some tax con¬ 
cession must be given for the development of mineral 
resources. 

Question 64. —Provision of specific allowance for 
family and dependants is strongly recommended. In the 
case of a Hindu Uncivided family, allowance will have 
to be made for the family and dependants of all the mem¬ 
bers of the Hindu Undivided family. There is nothing 
surprising in this demand as it is only a necessary con- 
committant of an ass< ssment on an incorporate body like 
the Hindu undivided family treated as one unit. Con¬ 
sidering the high cost of living the allowance for each 
dependant should vary from Rs. 1,500 to Rs. 2,000. 

Question 65. —This is a very important question. 
Truly speaking in every business the Government is. a 
major partner. The share of the Government fictitiously 
goes up by the disallowance of expenditure actually in- 4 
curred. Such expenditure is left to be borne by the 
smaller partner and damps his incentive to earn more 
and induces him to find out ways and means for conceal¬ 
ing or surpressing income. The allowance should con- 
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sequently be liberalised. It is suggested that the follow¬ 
ing allowances should be added to the list of allowances 
under Section 10(2): 

(i) Indispensable capital expenditure not creating 
tangible asset should be allowed, e.g., preliminary ex¬ 
penses, amount paid for goodwill, consideration for acqui¬ 
sition of rights, patents, royalties, development expenses, 
prospective expenses and price paid for assignment of 
leasehold land, etc. Such expenditure is wholly and ex¬ 
clusively laid out for the purposes of the business and 
have got to be written off. When benefits arising out of 
such capital expenditure are taxed, why should not the 
capital expenditure be allowed? The poor assessee is 
left to shoulder such capital expenditure out of the 
smaller share he has. 

(ii) At present expenditure on Incometax Appeals is 
not allowed. This is absolutely unfair. Expenditure on 
all successful appeals must be allowed. The present 
tendency is that the Incometax Officer never interprets 
Incometax Law in favour of the assessee. They make 
over-assessments on flimsy grounds and drive the asses- 
sees to go in appeal. If expenditure on such appeals is 
not allowed the poor assessee is saddled with a burden of 
unjust expenditure. 

(iii) Unless collusion is proved, no part of expenditure 
incurred on salary, wages, bonus or commission should 
be disallowed. The Incometax Officer is no judge of the 
quantum of expenditure necessary for a business. 

(iv) Allowance for depreciation needs to be liberalised 
as suggested beforehand. 

Question 66.—No. The consolidation of incometax 
and supertax is not favoured. The present rate struc¬ 
ture is not at all satisfactory. It is extremely cumbersome 
and the computation of tax liability has become an ex¬ 
tremely complicated affair. Rates structure should be so 
simple that every assessee should computes his tax liabi¬ 
lity without difficulty. The slabs are too narrow and the 
jump from one slab to another is too steep. The aggre¬ 
gate incidence of taxation adversely affects incentives to 
earn more or in other words incentive to produce more. 
The maximum tax limit should in no case exceed 0-10-0 
in a rupee. The exemption slabs should be more liberal 
and should vary with the number of dependants an 
assessee has to maintain. The aggregate incidence of 
incometax should be confined from six pies in a rupee to 
0 -2-6 in a rupee and the aggregate incidence of supertax 
should toe confined from 0-1-0 in a rupee to 0-7-6 in a 
rupee. It has been noticed that in several cases with the 
present rate of incometax and supertax the assessment 
of taxes often exceeds the actual income earned by an 
assessee because his assessment is subjected to a number 
of disallowance. If an assessee has to pay up a major 
portion of his income in the shape of taxes, he is hardly 
left with anything to build up reserves for ploughing back 
into his industry and business. The present rate struc¬ 
ture acts adversely on industrial and commercial expan¬ 
sion. The rate of surcharge stands self-graduated being 
a percentage of the tax which is graduated, and there¬ 
fore calls for no change. 

Question 67. —Have you any change to suggest in the 
exemption limit for individuals (Rs. 4,200) and for Hindu 
Undivided families (Rs. 8,400)? 

While relief with regard to the exemption limit should 
be given in respect of individuals as in the case of indi¬ 
viduals in the U.K. for wife and children of the assessee, 
the initial exemption limit in the case of Hindu Undivided 
Families should be thrice that of the limits prescribed for 
individuals. 

Question 68.—(a) The distinction between earned and 
unearned incomes for purposes of tax liability may be 
continued. Such a distinction is in vogue elsewhere and 
is generally justified on taxation principles. Earned in¬ 
come is supposed to represent the result of personal ini¬ 
tiative and effort and on that basis, is considered as en¬ 
titled to special encouragement. 

(b) We have no particular suggestions to make in 
regard to the definition of earned income. The present 
position seems to be satisfactory. 

(c) Earned income relief is limited to one fifth of the 
income or Rs. 4,000 whichever is less. Once the prin¬ 
ciple of earned income being eligible to a concessional 
rate is accepted, there is considerable force in the point 
of view that the relief should be extended to a larger 
sector. We suggest that the limit may be raised to 
Rs. 6,000. 

Earned income relief should also be available in res¬ 
pect of income of a minor partner assessed in the hands 
of his father. 

Question 69. —Cost price or market price whichever 
is lower is the best principle but unfortunately the 
Incometax Officer does not stick to it and insist on stock 
valuation on the basis of cost price or market price. 
They ignore the expression ‘ whichever is lower ’. Such 
action creates trouble for the assessee as he has invari¬ 
ably to go up in appeal. 
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Question 70. —Hindu Undivided Family should not be 
assessed as an unit but the individual members alone 
should be taxed on their shares of income. Here doubl¬ 
ing the non-taxable limit does not give adequate relief. 

Question 71.—Exemption from incometax must be 
allowed in respect of voluntary surrenders by managing 
agents of the whole or a part of the managing agency 
commission. No question of abuse arises in such cases 
as the amounts surrendered become liable to tax in the 
hands of the company. The managed company by such 
a generous action of the managing agents is provided 
with funds for ploughing back into the industry. In lean 
years the loss of the managed company is curtailed by 
the surrender of the managing agents. No question of 
misuse arises in such cases either. 

Question 72. —The assessee should not be asked to pay 
more than the higher or the highest rate of tax levied by 
any one country. Where such agreement is not possible, 
the country where the income accrues or arises, should 
alone be entitled to tax that income and the other country 
should forgo the tax on that income. 

Question 73. —The exemption granted under Section 
60 with respect to unrealised rent is extremely rigid and 
ineffective. Due to rent controls in most of the States, 
there are cases where the tenants neither pay the rent 
nor vacate the premises inspite of lengthy and costly 
litigation. The condition laid down in rule 38 of exemp¬ 
tion should be liberalised so as to exclude the rent which 
could not be realised inspite of best efforts by the assessee. 
As suits are not filed every year for arrears of that year, 
it is improper to limit the exemption to the rent of one 
year. 

The bona fide letting value should be fixed with due 
regard to the rent chargeable. 

Statutory allowance of l/6th for repairs is inade¬ 
quate. While the rents have been fixed at pre-war rates 
by Rent Control Acts, the expenses on repairs have gone 
up considerably due to increase in wages and the price 
of building materials. This allowance should, therefore, 
be raised to Jth. 

Another point for consideration is that some depre¬ 
ciation allowance should also be admissible for deduc¬ 
tion. After all the life of every property is limited and 
all the more so in industrial towns like Bombay, Calcutta, 
Madras and Kanpur where damage is greater. There is 
no justification for allowing the depreciation to a shop¬ 
keeper if he owns the premises in which the shop is kept 
but disallow it to the owner of the premises if he happens 
to be a person different from the shopkeeper. If machi¬ 
nery is let out to a tenant, depreciation allowance on that 
machinery is admissible to the owner out of the rent 
realised from the machinery. Similarly if any business 
premises are let out, depreciation on the value of the 
building should be admissible to the houseowner but 
simply because the income is assessed under the head 
1 property! no allowance is usually made for depreciation 
in respect of such property. It is, therefore, suggested 
that an allowance of at least 2j per cent, on the value of 
the property should be admissible by way of deduction 
on account of depreciation. 

Law charges in litigation with tenants should also be 
an admissible deduction. 

Question 74. —The present law in respect of carry 
forward of losses is unsatisfactory. Under Section 24 
losses of one year can be set off against the income from 
any other source of the same year but if the loss exceeds 
the income from other sources in that year such excess or 
where there is no other source, the whole of that loss can 
be carried forward and set off against income from the 
same business in the subsequent year. There is consider¬ 
able case law on the point whether the business in the 
subsequent year is the same business or a different busi¬ 
ness. As such there is no justification for imposing this 
limitation. It should be permissible to claim the loss 
of one year against income from any other source in the 
subsequent years and no liability to tax should arise 
unless all these losses are altogether wiped off. This 
point has been agitated in the Press several times and 
included in representations made by various business 
organisations not only in India but also in the U.K. 
Only recently the U.K. law has been changed so as to 
make it possible for an assessee to carry forward the loss 
for setting off against income from any other source of 
one subsequent year. The relief allowed is not full but 
all the same it is some improvement on the present posi¬ 
tion. Another limitation imposed by the law of U.K. is 
that the business in which the loss was incurred should 
be still running in the subsequent year. Such a limita¬ 
tion should not be imposed in India. Very often an 
assessee may find it useful to close down that business to 
same himself from further losses. If, in such circums¬ 
tances the losing business is closed, the loss suffered in 
that business must be an admissible deduction from any 
income in subsequent years. It is clearly unjust to levy 
tax at the present high rates on a person who is burdened 
with heavy losses of preceding years simply because he 
happens to derive some income from investments and 
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other sources in subsequent years. The capacity to pay 
is seriously impaired and this point must be recognised 
in the enactment of any taxing Statute. 

Question 75.—The provisions of Section 18A were 
introduced to curb inflation during the last War. At 
present money market is extremely tight and hence it 
is not deemed necessary that Section 18A should continue 
on the Statute any further. Provisions of Sections 18A 
and 23B are mainly responsible for the delay in making 
final assessments. Having realised the tax according to 
the returns, the Incometax Officers, allow the cases to 
drag on for about four years till they are forced to make 
the assessment by virtue of the provisions contained in 
Section 34. The system of advance payment of taxes 
should, therefore, be abolished. 

Question 76. —It is suggested that the copy of the 
reasons recorded by the Incometax Officer and the copy 
of the Commissioner’s sanction for the issue of notice 
under Section 34 should be sent to the assessee along with 
the notice under Section 34. This step is necessary so 
that the assessees may know the reasons which have pre¬ 
vailed upon the Incometax Officer for issue of the notice 
under Section 34, and thus he may get an opportunity to 
meet the points raised in the order of the Incometax 
Officer, in the course of the proceedings under this Sec¬ 
tion. Further under Section 34 clause (1) sub-clause (b), 
the information in the possession of the Incometax Officer 
must be pew and on a point of fact. The word ‘ opinion ’ 
should, therefore, be qualified accordingly. 

Question 77. —It is not so much the question of chang¬ 
ing the law as of changing the procedure followed by the 
Incometax Officers. At present what happens is that 
Incometax Officers without care fully scrutinising the 
returns and copies of Profit and Loss Accounts and other 
papers submitted with the returns mechanically issue 
notices under Section 22(4) and 23(2) and start probing 
into matters which are already apparent from the 
record. Considerable time of the Incometax Officer as 
well as of the assessee is wasted in this manner. What 
Is suggested here is that the Incometax Officer before 
issuing notice under Section 22(4) or 23(2) should care¬ 
fully scrutinise the return and documents submitted with 
the return and jot down the points which require further 
elucidation from the assessee or the scrutiny of accounts. 
A brief note should be prepared by him describing these 
points and when the assessee appears with the accounts, 
the points raised should toe cleared and the assessment 
should be completed in his presence so far as possible. 
At present without any rhyme or reason cases are post¬ 
poned from day to day and there is hardly any case in 
which the assessee is not required to attend with his 
accounts for a number of times. The Incometax Officer 
should adjust his cause list so as to fix up only those cases 
which he can take up during the working hours of the 
day. An attempt should be made to complete the scrutiny 
of the accounts as far as possible on the same day. The 
fear of criticism by superior authorities should be elimi¬ 
nated altogether from the minds of the Incometax 
Officers as this fear alone is responsible in most cases 
for asking the assessee to prepare copies and notes from 
his account books and file them on the record. This extra 
burden should not be thrown on the assessee. If any 
useful information is required from the accounts, the 
Incometax Officer should be asked to take notes from 
these accounts. In some cases the assessee has virtually 
to copy out almost all his accounts for filing before the 
Incometax Officer. Some Incometax Officers, although 
they have nothing on the record against the assessee, 
postpone cases from day to day simply to create an 
impression on the minds of inspecting officers that the 
accounts have been thoroughly examined by them. It 
would be good if Section 22(2) is so amended as would 
require an assessee to submit a return not earlier than 
six months after the close of his accounting period. 

Question 78. —The Appellate Tribunal should not 
have powers to enhance the assessment. If there is any 
discovery or concealment after the order has been con¬ 
firmed by the Appellate Tribunal there is nothing to stop 
the Incometax Officer from proceeding under Section 34. 
The law has given ample powers to the Incometax Officer 
to prevent any income from escaping assessment and con¬ 
sequently the suggestion for conferring the power of en¬ 
hancement on the Appellate Tribunal is uncalled for, 
Besides, the Appellate Tribunal is a judiciary body and 
not an assessing body. If they are allowed enhancements 
the fundamental principle distinguishing judicial and 
assessing authorities disappears. 

Question 79. —The entire income of the company 
should not be subjected to Corporation Tax. It is suggest¬ 
ed that the first slab of Rs. 50,000 should be exempt from 
Corporation Tax. This will exempt all small companies 
from Corporation Tax and also give the much-needed 
relief to bigger companies in bad years. No element of 
progression is necessary in the levy of Corporation Tax 
if the above suggestion is accepted. 


Quetion 80.—If the recommendations made above 
is accepted, it would not be necessary to levy different 
rates of tax for different types of corporate enterprises. 
The holding companies should not be asked to pay Cor¬ 
poration Tax on income from dividends from Companies 
which have already been subjected to Corporation Tax. 

Question 81.—The cemand for exemption of inter¬ 
corporate dividends from Corporation Tax is fully justi¬ 
fied. The present system of levying Corporation Tax on 
dividends in the hands of every company leads to hard¬ 
ship and double and treble taxation of the same income. 
For instance ‘ A ’ company pays dividend out of its taxed 
profits to ‘ B ’ company. At present the ‘ B ’ company is 
again asked to pay Corporation Tax on the gross amount 
of this dividend and if a portion of ‘ B ’ company’s divi¬ 
dend goes to a third company ‘ C ’ that company is also 
asked to pay Corporation Tax on this dividend. As the 
rates of Corporation Tax are pretty high, the burden be¬ 
comes unbearable. 

It is altogether unfair in the case of holding and in¬ 
vestment companies whose only business is to hold securi¬ 
ties or shares in other joint stock companies. The main 
object of such investment companies is to even out 
investments and to encourage the formation of capital 
for investment in other industrial enterprises but this 
object is frustrated if such companies are made liable to 
Corporation Tax on profits which have already been sub¬ 
jected to that tax in the hands of the original company. 
There is already an exemption granted by the Governor- 
General in Council vide notification No. 47, dated the 9th 
December, 1933 under Section 60 of the Act but the 
tendency at present is to ignore the conditions laid down 
in the rule and refuse exemption on arbitrary grounds. 
What is suggested in the alternative is that the rule 
granting exemption should be incorporated in the statute 
and the order refusing exemption should be appealable 
like other orders of the Incometax Officers. It should no 
longer be within the executive powers of the Central 
Board of Revenue. The main point, however, is that in 
principle the double and treble taxation of inter-corporate 
dividends to Corporation Tax should be altogether avoid¬ 
ed. If this is accepted the exemption conferred under 
Section 60 on public investment companies would become 
unnecessary. 

Question 82.—Banks and Investment Companies 
should not be asked to pay Corporation Tax on income 
from dividends. The reserves which are compulsory 
according to Indian Banking Companies Act should not 
be subjected to Corporation Tax. In the case of Insur¬ 
ance Companies, the whole of the policy holders’ surplus 
should be exempted from tax as in U.K. 

Question 83.—Undistributed profits should not be 
liable to maximum rates of incometax. At present a re¬ 
bate of 0-1-0 per rupee is allowed on undistributed profits. 
This concession is not adequate. This limit should be 
raised to 0-2-0 per rupee. The main point for allowing 
this concession is to encourage companies to plough back 
their profits into the business. It would encourage 
formation of capital wnich is an essential need of the 
day. Further the Gove nment has not to pay any rebate 
on undistributed proffis to shareholders. By way of 
safeguard it may be Iiid down that if in any future 
year the company draw s on its reserves for distribution 
of profits it may be asked to say so in the certificate 
issues to the shareholders and in that case the rebate on 
the dividend may be reduced accordingly. 

Private companies can easily be classified into two 
categories: 

(1) engaged in industrial enterprises ; 

(2) engaged in commercial enterprises ; 

In the case of companies engaged in industrial enter¬ 
prises, the need for the formation of reserves for plough¬ 
ing back into the industry is as great as those of public 
companies and what is suggested is that before applying 
Section 23A to such companies, the Incometax Officer 
should take into account not only the loss incurred in 
earlier years or the smallness of the profits made by the 
Company as at present laid down in Section 23A, but he 
should also consider the sums ploughed back into the 
industry by renovation of building, plant or machinery 
or by other capital expenditure incurred in the interest 
of the business. In such cases Section 23A should not be 
applied as in fact due to such expenditure it will not be 
possible for the company to distribute a larger dividend. 
The expansion of the business will ultimately lead to 
greater profits which would be automatically liable to 
tax yielding larger revenue to the State. In the case of 
commercial concerns the limit of 60 per cent, should be 
reduced to 40 per cent. 

Question 84.—It is indeed unfair that dividends dis¬ 
tributed by a company should again be charged to super¬ 
tax in the hands of the shareholder. It was not felt at 
the time when the rate 1 if Corporation Tax was not more 
than 0-1-0 per rupee but this rate has been going up in 
the interest of revenue considerations and has been taking 
away an appreciable portion of the profits by denying 
the company either the distribution of dividends or the 
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buDding up of its reserves. The Corporation Tax should 
also be deemed to have been paid by a Company on be¬ 
half of its shareholders and credit for the same should 
be allowed to the shareholders in their personal assess¬ 
ments. 

Question 85.—Industrial, commercial and similar other 
enterprises undertaken by the Centre, States and Local 
Bodies should be subjected to tax exactly in the same 
manner as limited companies. 

Question 86.—What is needed is an improvement in 
the morals of the people as a whole. Resort to methods 
such as the publication of names of defaulters and the 
imposition of any obligation of the type envisaged in the 
question on the assessees is not favoured. If the fruitful 
employment of recognised professional men such as 
Chartered Accountants as a means to minimise the work 
of the Incometax Officers is sought, the form of Certi¬ 
ficate must be prescribed and once a certificate on the 
prescribed form was obtained, the same must be honour¬ 
ed without its being subject to a suspicious examination 
by the Incometax Officer. The matter of fees for the 
issue of certificate must be left to be settled by the clients 
and the Chartered Accountants without extraneous inter¬ 
ference. 

Question 87.—No further amendment to Section 61 
is necessary. The present system of representation of 
assessees appears to be satisfactory. 

Question 88.—-What is needed is an improvement in 
the morals of the people as a whole. Resort to methods 
such as the publication of names of defaulters and the 
so-called public disgrace of delinquents hardly serve any 
purpose, if the fundamentals of character are lacking. 
These ill considered Ad Hoc measures go only to blunt 
feelings against the so-called crime of tax evasion and 
rather encourage people in its indulgence after the first 
default. The whole matter needs a statesmanlike atten¬ 
tion rather than a narrow policeman’s outlook. 

Question 89.—No, the perquisites given to employees 
of business undertakings do not result in considerable 
loss of revenue. As a matter of fact Incometax Officers 
have already started enquiries into the perquisites and 
have started including such portion as they consider to 
be excessive which is not justified. 

Question 90.—Powers possessed by Incometax Officers 
are sufficiently wide and no fresh steps seem to be neces¬ 
sary for safeguarding payment of tax dues from com¬ 
panies under liquidation. All the same it is suggested 
that as soon as a company decides to go into liquidation 
it should intimate fact to the Incometax Officer and place 
all its accounts for the period which has not been sub¬ 
jected to incometax. It would enable the Incometax 
Officer to determine the taxable income and the tax due 
from the company. This amount can be intimated to the 
Liquidator and the Incometax Officer should stand pari 
passu with all unsecured creditors. 

Question 91.—This question of conferring powers to 
search premises and seize documents and books of 
accounts on Incometax authorities has been before the 
public for quite a long time. It has been opposed tooth 
and nail by the public and representatives of trade asso¬ 
ciations and business communities. Such a step, it is 
feared, will simply embitter the relations between the 
assessees and the Department. It will increase abuses 
and corruption in the Department. There are not many 
countries which have conferred such powers on the In¬ 
cometax authorities. Evasion of avoidance of tax will 
not be prevented by conferment of such powers. The 
best method of checking avoidance is public propoganda 
so that a tax-dodger is not held in esteem by the public. 
Training of Incometax Officers for extending courtesy 
towards assessees is also very essential. The present 
method of behaving like police officers and discrediting 
every statement of an assessee even on minor points 
creates a very bad impression on the minds of even 
honest assessees. In short, mere powers of search will 
not minimise evasion and avoidance of tax but will lead 
to harassment and defamation of assessees and abuse and 
corruption of the Department. What is wanted is that 
the assessee should feel that it is his duty to contribute 
to the public revenue according to his income and every 
Incometax Officer should feel that besides collecting the 
revenue he also acts as a Judge between the assessee and 
the State. He should develop precisely a judicial frame 
of mind and should not so behave as to create an impres¬ 
sion that he is out to collect revenue by fair means or 
foul. 

Question 92.—No precaution seems to be necessary to 
prevent the creation of an artificial legal entity. The 
Incometax Officer has very wide powers not to recognise 
a firm which is not a genuine partnership. The forma¬ 
tion of a company makes the profits liable to Corporation 
Tax which would otherwise not be attracted. There is 
nothing like a family partnership. The status of a Hindu 
Undivided Family with respect to the business or the 
property which forms the subject of partnership must be 


shaped before a partnership is formed. This introduces 
very important changes in the character of the ownership 
of that property and to suggest that it is only for reduc¬ 
ing the rate of tax that this practice is resorted to will be 
altogether incorrect. Where a family is dissolved and 
the members including the minors agree to carry on the 
business in partnership, such firms should be recognised 
by the Department and the practice of Incometax Officers 
viewing such partnership with suspicion should be dis¬ 
couraged. 

Question 93.—It would not be just to recover the un¬ 
realised tax of any partner from the firm or to make the 
other partners liable for it. It would clearly be unjust if 
without a warning a firm is asked to bear the burden of 
tax payable by an ex-partner. The bogey of unrealised 
tax from partners of a registered firm is not quite intelli¬ 
gible in the face of provisions of advance payment of 
tax under Section 18A and provisional assessment under 
Section 23(B). It may, however, be pointed out that diffi¬ 
culty in realising the tax arises by very late assessments 
sometimes four or five years after the end of the account¬ 
ing period which is to be assessed. During this long 
period considerable changes in the fortunes of the tax¬ 
payers are likely and some of the partners may become 
untraceable. It is, therefore, suggested that the Income- 
tax Department should be made more efficient so as to 
dispose off assessments as far as possible within the year 
to which they relate. 

Question 94.—Yes, the present arrangements relating 
to recovery of incometax are adequate. Instead of tight¬ 
ening the machinery for recovery proceedings, the exist¬ 
ing provisions therefor should be liberalised. Over assess¬ 
ment and consequential heavy demand often dislocate 
the economy of assessee and impairs his capacity to earn. 
In any case taxes in respect of disputed income under 
appeal must be stayed pending the final disposal of the 
appeal. 

Question 95.—Placing of tax liability upon the share¬ 
holders of a private limited company in proportion to 
their shareholdings is not favoured. This cuts at the very 
root of the principle of formation of companies. Cases of 
non-payment of incometax by private companies have 
not reached such a stage as to justify taking of such a 
drastic step. 

Question 96.—No. The property should be assessed 
in the name of its rightful owner only. The question 
whether the ostensible owner is the rightful owner can be 
decided only by a civil court and the Incometax Depart¬ 
ment is not competent to decide it. 

Question 97.—Relations between the Incometax 
Officer and the assessee can never improve so long as 
the Incometax Officer considers himself to be a machine 
for collecting taxes by fair or foul means. The entire out¬ 
look of the Incometax Officer needs to be changed. 
Seldom an Incometax Officer has been found interpreting 
an issue in favour of the assessee. On the contrary, he 
will twist his assessment and import surmises and con¬ 
jectures to build up a case against the assessee. He would 
not grant extension of time to an assessee though he may 
himself put off the case to suit his own convenience. To 
make an assessment according to returns is probably held 
by the Incometax Officer to be below his dignity and 
below his efficiency. To enhance the income returned is 
taken to be a measure of efficiency and the Budget 
Phobia during the months of February and March make 
the Incometax Officers wild. They do not adjust their 
work. They drag on cases right upto February and 
March and then make arbitrary assessments. Budget 
Phobia is responsible for all the obnoxious and defective 
assessments. The Incometax Officer should have nothing 
to do with the amount of taxes that have to be collected. 

Question 98.—(i) The present system of issuing 
notices under Section 22(2) is defective in principle. 
Notices should not be issued to any assessee carrying on 
business unless and until six months have expired from 
the close of the financial year. It will create a fair dis¬ 
tribution of work. 

(iii) Penalties should not be levied as a matter of 
routine. It should not be treated merely as an additional 
tax. Penal provisions should be invoked only where it 
is established that the assessee’s intention was to conceal 
his income. 

(v) There has been considerable agitation on the ques¬ 
tion of administrative control over Appellate Assistant 
Commissioners. Even the Select Committee on the In¬ 
cometax (Amendment) Bill, 1952 was very sharply divid¬ 
ed on this point but the Government seems to be adamant 
and has put forward one excuse or the other which leaves 
the public unconvinced. What is wanted is that the 
Government should take courage in both hands and 
effect the much-needed reform which would go a long 
way in improving the relations between the assessees 
and the Department. The present arrangements create 
grave doubts in the minds of the assessees as they seem 
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to get no relief on important points from the Appellate 
Assistant Commissioner. Some people would prefer to 
take their appeals direct to the Appellate Tribunal and 
leave out the Appellate Assistant Commissioner altoge¬ 
ther, as the decision by the Appellate Assistant Commis¬ 
sioner simply prejudices the assessee’s case and reduces 
his chances of getting a fair deal even at the hands of the 
Appellate Tribunal. 

Question 99. —There is no doubt that undue delay 
occurs in the course of assessment proceedings. This is 
simply due to suspicion in the minds of the Incometax 
Officers and also a sense of fear of criticism by the 
Inspecting Officers. There is absolutely no justification 
for either. The feeling of suspicion can be dispensed with 
if the Incometax authorities realise that they have very 
wide powers in reopening assessments if any definite 
information comes into their possession of any conceal¬ 
ment even after the assessment of a particular year has 
been completed. The feeling of fear in the minds of 
Incometax Officers can be removed if the Inspecting 
Officers are helpful in their criticism and make only con¬ 
structive suggestions. The personal likes and dislikes 
against officers should be altogether eliminated. Forma¬ 
tion of groups, parties and factions among officers should 
be discouraged. 

As already pointed in the answers to the foregoing 
Questions, the provisions of Sections 18A and 23(B) are 
mainly responsible for undue delay in the course of 
assessment proceedings. 

Question 100. —Only special circumstances such as 
war would justify the levy of Excess Profits Tax or 
Special Business Taxes 

Question 101. —In framing the Estate Duty Bill the 
provisions of U.K. Act have been borrowed word by word. 
It needs modification on the lines brought out in the 
report of some of the members of the Select Committee. 
In this connection, the following suggestions are worth 
considering: 


Question 102. —There should be no differentiation in 
the matter of rates chargeable on self-acquired property 
and property forming the estate of a deceased. Not only 
its working would lead to considerable complications but 
in some cases it may be found almost impossible to decide 
which portion of the property left by the deceased was 
inherited and which was self-acquired. 

Additional points in respects of Taxes on Income (Part II 
of the questionnaire) which the drafting sub¬ 
committee recommend for adoption by the U. P. 
Ad Hoc committee on Taxation. 

1. Clearance of arrears of incometax assessments and 
cases with special reference to rebates and refunds. 

In view of the enforcement of provisions contained in 
Sections 18A and 23B of the Indian Incometax Act in 
respect of advance payment of lax and provisional 
assessment respectively, final assessments are not dis¬ 
posed of till they are about to become time barred. After 
a lapse of four or five years an assessee is put to con¬ 
siderable inconvenience and at times in impossible situa¬ 
tions if he is asked to explain and lead evidence on points 
raised by the Incometax Department. Assessments made 
at that late stage in this context do not make it possible 
for the assessee to find either the money or to face the 
avoidable embarrassments. Litigation then ensures to 
the detriment of all concerned and with undesirable con¬ 
sequences following. 

There are a number of cases of banks and insurance 
companies under which losses have been incurred but tax 
has been deducted on dividends and interest on securities. 
The Department is generally tardy in disposing of such 
cases and the assessees are deprived of considerable sums 
due to them as refunds. There is no reason why such 
assessments should be kept pending in view of the provi¬ 
sions contained in Section 34 with regard to incomes 
escaping assessment and concealments could be appro¬ 
priately dealt with when discovered. In fact pendency of 
assessments over a long time will only be found leading 
to inefficiency all-round. Assessments must be made and 
completed in the same year to which they x elate and 
carryovers must be an exception rather than a rule. 


It is common knowledge that money conditions are 
hard in so far as industry and business are concerned. 
With the development of buyers’ market everywhere, 
conditions have hardened further. If much relief cannot 
be extended in the field of taxation, industry and busi¬ 
ness should at least be freed from adverse consequences 
arising out of arrears in assessments. Speedy clearance 
of arrears of incometax cases with special reference to 
rebates and refunds will go a long way in freeing them 
from worries and industrial and business ventures can 
look forward to economic rehabilitation. 

2. Avoidance of unnecessary litigation between the 
assessees on the one part and the Central Board of 
Revenue and the Incometax Department on the other 
through appropriate liaison and assessee contact work. 

On an analysis of the litigations on Incometax matters, 
it will be found that mcst of these litigations are avoid¬ 
able and unnecessary. The attitude in general should be 
for the assessee and the (Central Board ot Revenue and the 
Incometax Department 1o settle affairs of taxation with¬ 
out going to Courts and the forum of law. 

It has been found that a particular decision on a point 
by the High Court favourable to the assessee in respect 
of a particular assessment year is not invoked for appli¬ 
cation for the subsequent assessments too though these 
assessments after going through the High Court through 
all processes involved will be conditioned by the same 
decision or order. It is realised that the Department does 
not enjoy the power tc alter the decisions of Appellate 
Tribunal in this context and the application of decisions 
may not, therefore, be possible in certain cases. The 
Act may be amended suitably to meet such ends also. 
Tribute Trust Privy Council Decision 1939 (VII I.T.R. 415) 
arising out of assessments to incometax form 1933-34 to 
1938-39 were made. T1 e assessee applied to the Commis¬ 
sioner of Income Tax to cancel the assessment in view of 
Privy Councli Decision but the Commissioner of Income- 
tax refused. The High Court intervened and declared the 
assessments a nullity (12 I.T.R. 370). This order was 
upset by the Privy Council (XVI I.T.R. 214) which held 
that the assessments were not a nullity. The result was 
that the assessee had to pay six years tax which was not 
at all due as the Trust income was exempt under Section 
4(3) (i) of the Incometax Act. The Incometax Investiga¬ 
tion Commission took a serious view of the matter and 
recommended change in Law vide Pages 126 and 127 
para. 281 of the Report. 

It is recommended that special liaison officers for 
public relations work may be appointed with head¬ 
quarters at convenient centres such as Bombay, Calcutta, 
Madras, Kanpur and Ahmedabad, etc. These public rela¬ 
tions officers must be drawn from judicial cadre and 
must be independent of the Central Board of Revenue in 
order to be able to inspire confidence all-round. The 
assessees in cases of differences between them and the 
Central Board of Revenue and the Incometax Department 
may approach these Liaison Officers who shall make a 
note of the assessee’s cases and get matters settled as 
they ought to be without the assessees having to go to 
Courts of Law and expensive litigation. This step will 
also improve assess )e—Department relationship consi¬ 
derably and help in juick and better collection of taxes. 

POINTS -VOT COVERED ABOVE. 

The attention of he Chamber has been drawn to cir¬ 
cular No. 8 (XXI-3), dated the 10th April, 1953 issued by 
the Central Board of Revenue in which it is laid down 
that a shareholder or: a company should not obtain credit 
for the tax paid bj the company on dividends, if the 
shares are not regi: tered in the name of the assessee. 
This instruction woi Id prove hard in the case of persons 
who borrow money from the banks for the purchase of 
shares and the banks by way of additional security get 
these shares transferred in their names. In such cases 
there is no intentior of avoidance of tax. The Banks do 
not declare the income from these dividends in their own 
returns and give credit for the dividend to the real owner. 
In such cases certificates from the banks should be con¬ 
sidered sufficient and the condition of the shares being 
registered in the name of the assessee should be waived. 
Such a step is absclutely essential in the interest of the 
banking business. It is not only when advances are 
made that banks get shares transferred to their names 
but many times bar ks hold shares as nominees or trustees 
or executors also. 

2. Cases have been referred to the Chamber where 
Incometax Officers have attributed the profits of the 
firms to persons who are not the partners of the firm 
without even giving them an apportunity to say some¬ 
thing in their defence. Such a procedure is against all 
canons of law and must be looked down upon by the 
higher authorities. Unless a sense of fairness and justice 
is developed in tin Inspecting Officers and crooked ways 
of over-zealous and incompetent officers are not seriously 
taken notice of there would not be much improvement 
in the Department. 


(a) That minimum taxable estate considering the 

present value of the currency should not be 
below Rs. 1,50,000. 

(b) That rates should be as low as possible in the 

beginning. 

(c) Clause 80 sub-clause (2) of the Bill should be 

dropped altogether else it would give a death 
blow to dealings in shares in the Stock 
Exchanges. 

(d) Absolute gifts to public charities should be recog¬ 

nised whenever made and not only those made 
more than six months before death. 
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’ART III—COMMODITY TAXES (CENTRAL AND 
STATE) 

CUSTOMS 

mport Duties. 

Question 103. 

Within the general structure of Indian Custom Tariff 
imple additions and alterations could be made from 
ime to time to make certain entries more intelligible to 
nerchants and to bring it in line with the changing 
>attern of trade. Since the present Indian Customs 
Tariff has been the work of experts and the same has 
•ome into use and understanding tolerably well no 
■hange can be proposed in the general structure thereof. 
Correlation of the Indian Customs Tariff with the Import 
Trade Control Schedule, though desirable, does not 
ippear possible of achievement from the results evident 
'rom the efforts made so far. In fact the quotation of 
terns from the Import Trade Control to Customs autho- 
■ities with reference to doubts on similar entries in the 
ndian Customs Tariff has not been found to carry the 
•ontestant any far. In the case of a local jute mill 
vhich recently imported some parts made of wood to 
it in their spinning plant as a. part thereof under the 
sanction of Import- Control Authorities as per entry in 
;he Import Trade Control Schedule the customs autho¬ 
rities at the first two stages rejected the Import Trade 
[Control specification to treat it as wood and to subject 
t to a much higher rate of customs duty. In another 
rase the import of shoddy woollen blankets from Italy 
net with the same fate. When in the interior cases of 
Lis type come to the notice of the Chamber such 
nstances must be pretty large in port towns. It is, 
Lerefore, evident that a revision in nomenclature and 
n units of measurement and weight in respect of items 
n the Indian Customs Tariff is called for. This being 
i technical matter it is suggested that such changes as 
are to be made in the Indian Customs Tariff from time 
;o time must be consigned to an Expert Committee com¬ 
posed of experts in Customs matters, standardisation and 
ndustries. 

Question 104. 

(i) Raw materials as are not at all available in India 
put are in use in industries already established here 
nust bear almost no duty while the products of the 
ndustry so treated, when imported as manufactured 
joods from outside, should be subject to a heavy import 
iuty. If there are prospects for new industries and 
Ley cannot be established because of the high cost of 
raw materials and capital goods and from the enquiries 
if Tariff Commission it is confirmed that there are fair 
prospects for such industries to thrive. Import Duties 
in articles in use by that industry which have to be 
mported must be governed by the same considerations 
is stipulated above. These stipulations are more 
.mportant and they should be implemented without loss 
pf time in respect of the industries whose products can 
pave the way for the exploitation of export markets. 

(ii) This is a matter for Tariff Commission to decide 
:rom time to time. 

(iii) Reduction in import duties to counter smug¬ 
gling will amount to sacrificing national interests for 
the sake of criminals. Stringent measures of dealing 
with those detected of smuggling and honest and vigilant 
customs personnel can only be depended upon to keep 
the evil at its minimum. 

(iv) & (v) No comments. 

Question 105. 

The relative use of ad valorem and specific duties in 
the Indian Customs Tariff is satisfactory. 

Question 106. 

(i) When price fluctuations^re not violent tariff 
values offer themselves as satisfactory bases for the 
assessment of import duties. 

(ii) No comments. 

(iii) The existing procedure for determining tariff 
values must be considered satisfactory. The Chamber 
will, however, impress upon the Commission the need 
for a more close and effective consultation with the 
industries and trades concerned before the determination 
pf tariff values. 

Question 107. 

Real value as defined and provided for in Section 30 
pf the Sea Customs Act need not be altered in view of 
fs importance and implications. There are enough 
powers vested in the Customs Authorities to deal with 
mal practices, frauds and dumping and undervaluation. 

Question 108. 

In addition to .the suggestions made in Answer to 
Question 104, materials used for scientific research either 
by Government or by recognised industries and indus¬ 
trial Associations should be free from import duties. 


Materials imported for charitable purposes might be 
extended the concession of rebate substantially depend¬ 
ing upon the charity. But materials imported for huma¬ 
nitarian purposes if proved to the satisfaction of customs 
authorities and Government should be free from import 
duties. Articles in category 4 and 5 in the question 
need not be given any exemption. 

Question 109. 

The Fiscal Commission when considering this question 
had touched upon the implications of General Agree¬ 
ment on Trade and Tariff on revenue. Subsequent events 
have also justified the Fiscal Commission’s views on 
the matter. These agreements do not seem to have 
affected revenue from import duties in any appreciable 
manner. Hence revenue point of view need not be 
given importance in deciding upon Trade Agreements. 

Question 110. 

Whenever protection is sought to be extended to 
indigenous industries and enterprise customs duties 
offer themselves for a better use than import control. 
No hard and fast rule can be laid. Both quotas and 
high tariffs might have to be used in case of helping 
any indigenous enterprise. This is a matter for enquiry 
by the Tariff Commission from time to time. 

Question 111. 

The Sea Customs (Amendment) Bill, 1953 fully meets 
the need for assisting export trade in manufactured 
goods which involve the use of imported raw materials 
and therefore the Chamber has no recommendations to 
make. 

Question 112. 

No comments. 

Export Duties. 

Question 113. 

Whenever there are disparities between the internal 
and international prices of an exportable item, the 
former being low as compared to the latter, whenever 
there is a need for depressing internal prices of com¬ 
modities for serving internal markets and wherever the 
commodities that we export are monopoly items without 
any competition in international markets, export duties 
could be levied in the interest of the Exchequer. 

Question 114. 

The Export Advisory Council should constitute a 
small Sub-Committee of theirs to review changing condi¬ 
tions in the export markets and to recommend adjust¬ 
ments in export duty from time to time. More than 
anything else quick action is called for in making 
adjustments or imposing export duties. 

Question 115. 

fro comments. 

Question 116. 

The Chamber is totally opposed to the participation 
by the State in import and export trade. Apart from 
the adverse repercussions any such participation will 
have in the general economy of the country overall 
revenue considerations, of Government should alone dis¬ 
courage such participation. 

CENTRAL EXCISE 

Question 117. 

In terms of conditions that generally apply to the 
imposition of excise duties and from the point of view 
of the opinion expressed by the Taxation Enquiry Com¬ 
mittee 1924-25, we must regard the present selection of 
commodities for the levy of excise duties as satisfactory. 
To the extent these duties make the price structure of 
the commodities rigid, they should be considered un¬ 
satisfactory in the context of buyers’ resistance deve¬ 
loping in respect of a commodity in mass use. 

Question 118. 

(i) In so far as the present rates of excise duty on 
vegetable oils and cloth appear to press heavily upon 
the poor, a reduction in the rates of duty may be con¬ 
sidered. 

(ii) No comments. 

Question 119. 

No comments. 

Question 120. 

No comments. 

Question 121. 

The present arrangements for the assessment and 
collection of excise in respect of manufactured commo¬ 
dities cannot be characterised as very satisfactory. In 
the first place serious objection is taken to the insis¬ 
tence on the part of excise authorities in factories hav¬ 
ing to provide residential accommodation for the excise 
staff and provliJon to that effect in the Manual. There 
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is no correlation between the Excise Inspectors’ ideas 
of the release of goods and the transport made available 
by authorities. Payments of extras to the excise staff 
even within law to avail transport placed at the disposal 
of the factory on the plea of work beyond office hours 
and on holidays are clearly unjust to the factory having 
to pay such charges as also the tax. Stock checking 
and the maintenance of stock card in warehouses and 
the rules made towards that end are cumbersome and 
entail the taxpayer, i.e., the factory management to 
considerable trouble. 

Question 122. 

The proceeds from excises should go towards revenue. 
The practice of earmarking a portion of the proceeds of 
excise for development or for improvement of some 
other form of cottage industrial effort in the same 
line is deprecated. 

Question 123. 

No comments. 

Salt Duty. 

Question 124. 

Please see answer to Question 35. Yes. Salt duty 
must be reimposed. Production and imports must be 
totally in the hands of Government, the duty becoming 
payable at the point of distribution at sources for sale. 

PART III.—COMMODITY TAXES (CENTRAL AND 
STATE). 


that therefore with the extension of the principles ( 
excise, excise duties cannot be made to replace sale 
or purchases taxe; even in respect of goods manufai 
tured or produced within the State. The levy of octrc 
and terminal charges to finance local bodies is conside: 
ed primitive and as offending all accepted canons ( 
taxation. The avoidable complexities and confussion 
creates and the scope it offers for fraud and evasio 
cannot ever give if the status of a State Taxation. Ho' 
then can this principle be extended to replace salesta 
on goods transported into any State from elsewhere i 
the country? Customs duties all over the world hav 
distinct roles allotted to them in every country’s foreig 
trade, each country being taken as one whole. Factor 
such as protection, monopoly, international markets an 
prices, competition, balance of trade and payments eti 
are the determinants of custom duties either on import 
or on exports. Sales and purchases of eommoditie 
within the State have barely anything to do with tb 
above factors. The determinants mentioned above d 
not have anything to do with sales and purchases. A 
States do not directly import goods from abroad just a 
U. P. does not. He w can goods imported into the countr 
be apportioned to States on any acceptable basis? Unde 
these circumstances by extending the principles c 
customs to salestax, sales tax cannot be replaced b 
customs in respect of goods imported into any Stat 
from abroad. Salestax has a specific function to pel 
form as a distinct tax on trade on the State level an 
it cannot be replaced by the extension and that hotc 
potch mixture of customs, excises and octroi and termini 
taxes. 


Question 125. 

Services should not be covered by the taxation on the 
sale and purchase of goods because this is a commodity 
tax and not a professional or service tax. Wherever the 
element of services are mixed up with goods and where 
these two can be distinctly separated, goods involved 
may be subject to taxation, leaving the services element 
free from taxation. In hotel bill, etc., where services and 
goods cannot be readily separated, there should obviously 
be no sales tax. Such categories of trade will be few 
and far between and will not play, anywhere in India, 
any significant part in sales or purchase tax revenue 
collections. 

Transactions on the sale or purchase in stock ex¬ 
changes and future markets should not be subjected to 
any taxation on purchase and sale because they do not 
constitute sale or purchase in terms of the usual defini¬ 
tion of ‘ sales ’ (Budh Prakash Jai Prakash vs. Salestax 
Officer, Kanpur, vide 1952, III Vol. STC, page 185). 
Future markets are intended to act as regulators of 
commodity market price trends, keeping under check 
violent fluctuations in ready markets and the business 
therein does not constitute a business in commodity as 
such. Therefore anything concerned with commodity 
taxation must have nothing to do with future markets. 

Question 126. 

Any tax levied on newspapers will be in the nature 
of taxing knowledge and education. Newspaper business 
in India as elsewhere, is not a profitable business in the 
nature of any other business operation, at least in its 
initial stages and for years and calls for tremendous 
initial sacrifice. Circulation of any newspaper accounts 
for only a fraction of the revenue in newspaper business, 
advertisements being resorted to in order to make good 
as much of the current expenditure as possible. These 
considerations apart, when it is realised that the inci¬ 
dence of salestax on newspaper sales and advertisements 
cannot be passed on in view of the small price of news¬ 
papers and space sales for advertisements cannot bear 
tax, applicability of salestax mechanism to the sales of 
newspapers becomes almost impossible. Under these 
circumstances it is recommended that no tax either on 
sale of newspapers or on advertisements should be levied 
and the power conferred on the Union Government in 
this respect must not be invoked for quite a length of 
time to come. 

When sales and purchases of commodities are taxed, 
anything done to encourage such sales and purchases by 
way of services such as advertisements, public relations, 
market research, etc., should not be taxed. The element 
of these services will be found added to the price of the 
commodity which will become the basis of tax. 

Question 127. 


Question 128. 

(a) Yes. 

The criterion ol 
from aggregate tu: 
tax in the conte> 
That is the precis 
lines of the U. K. 
levied with succes 
be the only guide 
come in India for 
tax. 


individual sale price as distinguishe 
nover cannot form the basis of sale: 
t of conditions obtainable in Indi: 
a reason why a purchase tax on th 
Purchase Tax cannot be imposed an 
s in India. Aggregate turnover mus 
for a considerable length of time t 
the assessment in each case of sale: 


(b) There should be separate law of salestax in ever 
State on a uniform basis in respect of all articles whic 
are subject to cen ral excise duties on the lines of sue 
laws at present in force in some States governing sales 
tax on petrol. The administrative aspect of the probler 
should be examined and sales tax levied must reac 
the State where articles are consumed irrespective c 
who collects it where. 

Question 129. 

(1) In any system of levy based on turnover, th 
choice is limited only to the three alternatives mentione 
in the question excepting that under single point mechc 
nism under (ii) the registrations can also be dispense 
with, the tax levies being confined to the points c 
sales by either a manufacturer or an importer as is th 
case in U. P. Transmission tax as in Belgium or Pui 
chase tax as in the U. K. cannot be thought of in th 
context of turnover as they depend on invoicing an 
sale prices in respect of every individual item. 

(2) The mechanism of taxation on turnover as pre 
vided for under (.i) of the question 129(1) relating t 
singlepoint tax is preferable to any other alternativ 
because the ultimate consumers of goods and service 
can alone be made to pay the taxes by a single shiftin, 
of the incidence of taxation on the last leg of the dis 
posal of any commodity. Multi point, besides throwin 
ultimately a hea ,r y burden on consumers, tends t 
eliminate several processes involved in the distributiv 
trade, thus sappi lg services and creating unemploy 
ment. Any comb nation of the first two alternative 
tends to make le| islation in respect of sales tax com 
plicated and leads to widespread discontent and charg 
against legislature, Government and the tax adminis 
tration of being partial either to this or that commc 
dity ,or to this or that class of dealers. Single poin 
system is practically in vogue in U. P. whereunder th 
points at which taxes are levied are the sales by eithe 
the manufacturers or the importers that is at th 
first leg of the series of sales in the process of disposa 
and not at the point of sales to the actual consumer 
of the commodities subject to tax. This system ha 
been found casting avoidable burden on productiv 


Sales or purchases taxes cannot be ever replaced by 
the extension of excises, octroi and terminal taxes and 
customs. Excises carry with them the elements of pro¬ 
tection or restriction on consumption, as the case may 
be, besides revenue considerations. When an industry 
requires protection and the consumption tax is also 
required from the produce of that industry in the 
interest of revenues, the necessary amount of excise 
would be unobjectionable only when it is accompanied 
by import duty equal to the excise duty together with 
protective duty. Sales or purchases taxes are not taxes 
on production hemmed in by the above limitations and 


activities and manufacturers besides giving place t 
anomalies such as the impossibility of securing exemp 
tion even on legitimate exports out of the Stat 
because the exporer happens to be a dealer other thai 
the manufacturer. The producers are called upon t 
bear the burden of this tax on almost all their pur 
chases used in the process of manufacture or productioi 
and also pay taxes on the sale by them of their manu 
factured goods. The system of single point tax as i 
is in vogue in U. P. is, therefore, not desirable. Thi 
system of taxing under single point mechanism th 
first leg of the disposal of a commodity, i.e., at th 



oint of sale by manufacturer or importer is workable 
nd good when everywhere in India, there is a sellers’ 
larket in respect of any conceivable goods. In buyers’ 
larkets the burden falls inequitably on those that 
■roduce or serve distribution. 

It must be realised that since multiple turnover tax 
ystem takes full effect at every stage of production 
nd trade, it has a strong cummulative effect. It 
ngenders unequal competition between multiple and 
on-integrated businesses. This principal feature alone 
alls for confused legislation and rules and orders con- 
eived almost arbitrarily to rectify the position. It 
Iso involves more than necessary powers being vested 
ti Government to notify from time to time exemptions, 
ax limits, etc., etc. 

In the single point system, under competitive con- 
litions of trading while the structure and costs of dis- 
ribution may stand affected, the non-cumulative effect 
if the tax will not handicap any particular business 
ind discriminate against integrated and non-integrated 
msinesses. The consumers are supposed to bear the 
rurden which will be relatively smaller on the whole 
mder this system though the tax quantum might be 
jreater as compared to multiple point system. Under 
single point, articles of mass consumption and neces¬ 
sities including raw materials for industries being sub- 
ected to defacto or dejure exemptions inherent in the 
system itself, luxuries and articles finally entering into 
consumption may be made to carry a greater load of 
.axation thus imparting to the system an elasticity 
ienied under multiple point system. In salestax, if 
properly administered, there should not be any appre¬ 
ciable evasion. By its very nature and due to the fact 
;hat an assessee’s pocket is not touched and that he 
nerely acts as tax collector for Government, stringent 
provisions are not necessary. Simplicity of procedure, 
facilities for compliance, regard for the cost of the 
maintenance of machinery for dotfleetion of and 
accounting for taxes and an administration charged 
with honesty and understanding should be capable of 
keeping evasion at its minimum. 

Single point system as enunciated in question 129(1) 
(ii) offers scope in most of these respects as against any 
other system of turnover tax. In fact multiple point 
tax leads to the discovery of ingenious methods for 
evasion and also results in actual evasions owing to 
the dictates of business exigencies under competitive 
conditions. 

Question 130. 

(1) Yes. Articles of luxury and class use must be 
loaded with higher burden than articles of necessity and 
comfort. 

(2) Yes. Raw materials and commodities awaiting 
processing before disposal, even if acquired by a non- 
registered dealer, must be available tax free. 

(3) Water foodgrains, and cereals, oilseeds, medi¬ 
cines, medicinal preparations and drugs, packing mate¬ 
rials, books and stationery in use by students and edu¬ 
cational institutions, gur, condiments, sweets and food 
sold by halwais and hotels, grey and unbleached cloth 
under certain counts should uniformally enjoy exemp¬ 
tion all over India. The sales of all such articles as 
are deemed necessary to keep alive and clothes mass of 
the people to a minimum standard should be exempted 
from taxation because of the poverty of the masses that 
use them. 

Question 131. 

In the system of salestax rates, exemption, etc., there 
should be uniformity all over India notwithstanding the 
argument that living conditions vary from State to 
State. It is not desirable to bring sales tax as a whole 
in the Union List exclusively because of the States 
enjoying only one major source of tax revenue, which 
is flexible in character and which can be fashioned 
according to the needs and economic development of the 
State concerned. We will advocate the attainment of 
uniform conditions through constitutional amendments 
so as to include certain basic matters connected with 
salestax in the Concurrent List. Rates of sales tax and 
exemption lists must be as far as possible uniform all 
over India. 

Question 132. 

No uniformity has been achieved in regard to exemp¬ 
tions obviously because of non-adherence to one principle 
governing exemptions and the relaxation that Presiden¬ 
tial Order and Parliament’s prescriptions give to privi¬ 
leges enjoyed by the States in this matter before 1950. 
(President’s Order No. C. O. 7, dated the 26th January, 
1950.) Provisions in clause 3 of Article 286 of the Con¬ 
stitution of India must be extended to all articles which 
public opinion and Parliament consider as essential 
to the life of the community all over India whether or 
not such article or articles had been subject to salestax 
before the relevant control enactment came into force. 


Question 133. 

In the light of the findings of the Supreme Court in 
respect of Article 286(1) and 286(2) of the Constitution 
of India in the famous Bombay case, the Bihar Govern¬ 
ment have called upon parties in Bombay State to pay 
tax on their sales to parties in Bihar. The U. P. Govern¬ 
ment have similarly called upon parties in Bombay to 
pay tax on their sales to parties in U. P. though the 
delivery by the sale of goods had been completed in 
every sense of that term in the State of Bombay. Many 
more surprises are in store and assessments dating back 
to 1950-51 may be taken up now according to the best 
judgement of assessing officers, for the service of 
demand notice on parties outside the State’s territorial 
jurisdiction. Cases may crop up in which purchases of 
goods made by a party outside U. P. after the payment 
of tax in the purchasing State and brought into U. P. 
for consumption or use may be brought within the 
ambit of the U. P. Salestax Act by a literal application 
of the pronouncement cited above and tax may be 
demanded of the party that sold or supplied goods in 
question outside U. P. without any knowledge of its con¬ 
sumption or of the party purchasing them. Bihar 
Government have served notices on such U. P. dealers 
as had supplied goods to Bihar parties to get themselves 
registered under the Bihar Sales Tax Act if the parties 
desire exemption of their sales on dealer to dealer basis 
from sales tax under the single point tax mechanism 
in vogue there. Registration in U. P. under Section 8 
of the Act is quite a different matter. It typically 
concedes power to pass the incidence of the tax on the 
parties to whom goods are sold on either single point 
basis or multiple point basis of taxation and to turn 
over such collections to U. P. Government. Any dealer 
in any part of India having the off-chance or prospect 
of supplying goods even once to any U. P. party should, 
therefore, get himself registered under the U. P. Act 
if he chooses to pass the incidence of U. P. Salestax on 
to his purchaser. Variety of complications are thus 
bound to arise in the future. The limits as to turnover 
being what they are, where are bound to be several 
lakhs of assessees to salestax all over India each one or 
whom has got to deal in each case with no less than 
eighteen State Governments and each of these State 
Governments with as many as several lakhs of assessees 
all over India. This single factor alone is bound to 
create administrative problem of insoluble nature for 
every State Government besides rendering business of 
manufacture and supply of goods somewhat parochial in 
character in the wake of initial confusion. 

While the pronouncements of the Lordships of the 
Supreme Court in respect of Article 286(1)(a), Expla¬ 
nation attached to the above Article, Articles 286(2) 
and 304 all read with Articles 246(3) and List II of the 
Seventh Schedule of the Constitution of India will very 
likely throw up somewhat confusing and difficult pro¬ 
blems at the outset, it has nevertheless to be borne in 
mind that the principle of territorial nexus underlying 
the salestax laws of the different States leading to the 
multiple taxation of the same transaction by different 
States and the cumulation of burden falling ultimately 
on the consuming public has been set at naught by this 
authoritative interpretation of the Supreme Court. This 
advantage may be found far outweighing the irksome¬ 
ness and initial difficulties of the dealers having to deal 
with different State Governments and vice versd. 

We think that the Commission should go into this 
question in all its perspective and keeping in view the 
essential ingredients of the transactions being subject 
to tax only once in one State, should examine the possi¬ 
bility for minimum changes in the relevant provisions 
of the Constitution to obtain the desired ends in view. 
In the meanwhile, in order to obviate administrative 
difficulties arising out of implementing the provisions 
contained in any Sales Tax Act with regard to sales 
made outside or stock of goods having entered the 
State in question for consumption there, and to avoid 
the confusion of having to call dealers outside the taxing 
state to comply with the provisions of the Acts the 
desirability of every Salestax Act of every State contain¬ 
ing provisions on the line of Section 18 of the Bombay 
Sales Tax Act with suitable modifications as acceptable 
to each State may be examined. 

Question 134. 

Yes. See the answer to Question 133. 

PART III—COMMODITY TAXES (CENTRAL AND 
STATE) 

STATE EXCISES 

Question 135. 

(a) Please see answer to Question No. 35. 

Prohibition, partial or total, specially in respect of 
alcoholic liquors has been of doubtful benefit and success. 
While this policy of prohibition has occasioned losses 
to the tune of about Rs. 30 crores to two of the eighteen 
States of India, the actual loss to all the States which 
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in some form or the other relinquished this revenue and 
the loss of the potential possibilities for revenue would 
be considerable. U. P. Government have admitted that 
their prohibition has almost been a failure. Cases in 
other States cannot be any better. Illicit distillation 
and bootlegging have become common features in most 
places. Inspite of the heavy expenditure on the enforce¬ 
ment of prohibition the availability of liquor has not 
lessened. One requires only the money to buy it. 
Something beyond the quantum of what would have 
been the excise duty goes to the pocket of the racketeer. 
Corruption and crime is encouraged more by prohibition 
than by the drink evil. Further when it is realised that 
this excise is to secure prevention in consumption as 
far as possible, only way open is to raise the excise 
duty to make consumption of alcoholic liquor or drugs 
prohibitive. At a time when development expenditure 
calls for the utilisation of every possible resource it is 
not wise to go by sentimental dictates and the illusion 
of securing social reform. 

(b) In so far as the Constitution of India permits the 
Centre to levy excises on toilet and medicinal prepara¬ 
tions, there should be uniformity all over India, in the 
levy of excise on alcohol and rectified spirit used in 
these preparations. The States may, however, collect 
and utilise these duties. This should be achieved 
through Central Legislation in this respect by Parlia¬ 
ment. 

GENERAL 

Question 136. 

Except in the case of export duties no case can be 
made out for vesting in the administration the power to 
alter by executive order any rates of any duties. Even 
in the case of export duties, changes in rates by execu¬ 
tive order should be effected at the Cabinet and Presi¬ 
dential levels and the same must be confirmed by Parlia¬ 
ment when it meets after the change had been effected. 

Question 137. 

Commodity taxation does not offer any field for 
extension in the present circumstances. Five Year 
Plan if it really secures the standard it promises 
should be able to account for better returns from the 
existing fields of commodity taxation. 

Question 138. 

No comments. 

PART IV.—AGRICULTURE INCOMETAX, LAND 

REVENUE AND IRRIGATION RATES 

AGRICULTURE INCOMETAX 
Question 139 & 140. 

There has no doubt been a vast shift of income 
towards agriculture sector for the last ten years conse¬ 
quent upon a much greater proportion of increase in 
agricultural prices than in the prices of manufactured 
commodities. With direct taxation such as land revenue 
and agricultural incometax, the latter wherever they 
have been introduced, not having yielded to expansion 
as taxes on income in sectors other than agricultural 
all these years, the incidence of tax in the agricultural 
sector has been much lighter than in other sectors. 
When it is realised that the percentage of consumption 
of the articles bearing customs duties and salestax in 
the agricultural sector is almost negligibly small, it is 
evident on the whole that the contribution of agricultural 
sector by way of tax revenues in India is totally inequit¬ 
able. Schemes of development under the Five-Year 
Plan and a major share of total investments therein 
relate, and very rightly too, to the agricultural sector. 
Canalisation of income to those that can neither save 
nor invest in the above circumstance does not appear 
sound. It is in this context that all taxation measures 
in this sector have to be viewed. Agricultural income- 
tax, wherever they are imposed at present, are not likely 
to account for any elastic and progressive income to the 
States concerned owing to Land Reforms, Zemindary 
Abolition, a tendency towards the fixation of ceilings to 
agricultural holdings, land gift movement, the outlook 
for a recession in agricultural prices, difficulties inherent 
in the calculation of determining agricultural income 
owing to the absence of accounting and banking habits 
in the agricultural sector and the mass of agriculturists 
falling below the minimum taxable limits. The experi¬ 
ence of working up this tax system has been only of 
three to five years in almost all oases and that too con¬ 
fined to only four or five States in India and sufficient 
data is not available on which to base the future plans 
in respect of this taxation measure. Since this tax in 
respect of its assessment and collection is nearer to land 
revenue than to the Central Taxes on Income and the 
machinery constituted for it, the question of Centre 
taking over the assessment and collection of this tax on 
behalf of States does not appear either desirable or 
feasible. This apart when it is considered that there is 
no uniformity either in systems of agriculture and agri¬ 


cultural produce or in the prices and disposals of agri¬ 
cultural produce all over India, it becomes extremelj 
difficult to think of treating agricultural incometax ever 
as a subject for the Concurrent List, powers being taker 
by the Centre to determine the rates of levy and assess¬ 
ments and collections. The nature of agriculture in¬ 
comes are quite different from other incomes and anj 
co-ordination cannot therefore be possible though ont 
can be correlated to the other. Yet the need for a single 
co-ordinating authority to assess taxable income frorr 
whatever source agricultural or otherwise cannot be 
over-emphasised. Land Revenue which touches the 
agricultural sector more extensively than any other tax 
in that domain will be found to have some basic consi¬ 
derations in all States common to agricultural incometax 
also. From this point of view too, it will be found 
undesirable to centralise or semi-centralise this measure 
of taxation. Informal approach on the part of Centre 
appears to be the only way out. The U. P. Agricultural 
Incometax Act, U. P. Act III of 1949 as amended up tc 
date appears to offer some solution to the difficulties 
enumerated. All the States in India should be asked 
to expedite legislaticn on that model with variations tc 
suit local conditions and Agricultural Incometax should 
be in operation all over India. The Central Ministry 
of Agriculture & Food should constitute a Central Price 
Board to correlate and co-ordinate the Agricultural cost¬ 
ing and pricing methods in the different States of India 
and should in due course evolve formulae applicable to 
the determination of net agricultural income in respect 
of every state in Iniia. Agricultural Incometax Legis¬ 
lations may take mto consideration such formulae. 
Non-agricultural income should be taxed as at present 
by the Centre and a liaison must be established between 
the Incometax machinery and Land Revenue machinery 
in States to help ea :h other in avoiding evasion. 

Question 141. 

With the exemption limit for agricultural incometax 
at Rs. 3,000 net income, it can be expected that the illi¬ 
terate villager or a small holder will not come within 
the purview of the Agricultural Incometax Act and that 
those liable to this taxation are capable of accounting 
for their income and expenditure. Though there may 
be no accounts habit in rural areas, the determination 
of certain major trends in agricultural revenue and 
costs should not be altogether impossible for application 
to those that have no accounts at all of their operations. 
In cases where accounts are not kept and produced 
before the assessing authorities the income may be 
deemed to be such multiple of the rent of land deter¬ 
mined for land revenue purposes as fit in with the local 
economic conditions of the State concerned and the 
general nature of crop produced, e.g., commercial crops, 
food crops or a combination of both. Provision has 
however, to be made for exemptions in case of natural 
calamities such as failure of crops, etc. In calculating 
exemption for calamities possible variations from normal 
crop and the translation of the same in terms of area 
sown and reaped should be the basis. It has, however, 
to be borne in mind ‘ no loss ’ years are exceptional and 
rare and that, theref ire. only that loss which is in excess 
of normal loss should be considered. In cases where 
returns are duly filled in and accounts are maintained 
and submitted, the gross value of the crops in terms of 
sale price may be arrived at and from it may be deduct¬ 
ed all amounts actually paid by the assessee (a) plough¬ 
ing and hoeing, (b) sowing including the cost of seed, 
(c) weeding, (d) wa ering and irrigation, (e) harvesting 
and thrashing of crops, (f) making the crop fit for 
market, (g) transport charges (in case bullock carts 
and other transport medium are maintained for this 
purpose the cost of maintenance thereof plus deprecia¬ 
tion charges)', (h) manuring and the cost of manure 
actually purchased, (i) customary charges paid in cash 
or kind to artisans for service on land, tanks, walls, 
agricultural implements, etc., (j) depreciation on equip¬ 
ment and agricultural implements at a reasonable per¬ 
centage not exceeding 10 per cent, for their capital 
value, (k) depreciation on livestock used in agriculture 
and transport not exceeding 20 per cent, of gross in¬ 
vestments therein, (1) depreciation on the means of 
irrigation, walls, building, etc., not exceeding 5 per cent, 
of their capital value, (m) land revenue and local rates 
paid in the preceding year, (n) crop insurance premia 
paid if any, (o) rent and other irrigation dues paid 
specially to secure means for agriculture in the land 
concerned, (p) interest on borrowings, if any, if such 
borrowings had beer, spent exclusively on land and land 
improvement and interest on mortgages, if any, arising 
out of the land ownership and exploitation. 

Exemption for calamities may be given in this case 
also as indicated earlier. 

Wherever both the above ways of determining tax¬ 
able income for agricultural incometax purposes are 
found inapplicable after thorough enquiry and for valid 
and understandable reasons. 50 per cent, of the gross 
value of the crop is represented by the market price 
thereof when it gets ready for disposal may be allowed 
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s deduction to determine the net income for assessment 
nd in doing so loss arising out of calamities might also 
>e considered. 

luestion 142 

The following rate of Agricultural Incometax are 
uggested for adoption by all States in India on a uni- 
orm basis. 

The following rates are subject to the conditions 
hat : 

(a) no agricultural incometax shall be payable 

on a total agricultural income which does 
not exceed Rs. 3,000, and 

(b) the agricultural incometax payable shall in 

no ease exceed half the amount by which 
the total agricultural income exceeds 
Rs. 3,000. 

In the case of every individual, Hindu undivided 
amily, Muslim waqf, firm and other association of indi- 
'iduals, not being a Company, the basic rales of agri- 
ultural incometax may be as follows: — 


. On the first Rs. 1,500 of total 
agricultural income 
I. On the next Rs. 3,500 . 

. On the next Rs. 10,000 . 

. On the next Rs. 10,000 . 

). On the balance 


Rate 

Nil. 

One anna in the rupee. 

One and a half anna 
in rupee. 

Three annas in the 
rupee. 

Four annas in the 
rupee. 


In the case of a company, agricultural incometax shall 
)e payable on the whole of the agricultural income at 
he maximum rate of four annas in the rupee. 

In the case of every individual, Hindu undivided 
amily. Muslim Waqf, firm and other association of 
jersons not being a company the basic rates of agrienl- 
ural super tax shall be as follows : 

Rate 

i. On the first Rs. 25,000 of total 

income .... Nil. 

!. On the next Rs. 10,000 . . One anna in the rupee. 

>. On the next Rs. 10,000 . . One and a half anna 

in rupee. 

i. On the next Rs. 10,000 . . Two annas in the 

rupee. 

i. On the next Rs. 10,000 . . Two and a half annas 

in rupee. 

On the next Rs. 10,000 . . Three annas in the 

rupee. 

’. On the next Rs. 15,000 , . Three and a half annas 

in rupee. 

!. On the next Rs. 15,000 . . Four annas in the 

rupee. 

). On the next Rs. 15,000 . . Four and a half annas 

in rupee. 

.0. On the next Rs. 30,000 . . Five annas in the 

rupee. 

1. On the balance . . . Five and a quarter 

annas in the rupee. 

In the case of an association of persons being a co¬ 
operative society for the time being registered under 
the Co-operative Societies Act, 1012, or under an Act 
if the Provincial Legislature governing the registra- 
ion of Co-operative Societies : 

Rate 

Dn the first Rs. 25,000 of total 

agricultural income . . Nil. 

On the balance . . . Two annas in the 

rupee. 

,'n the case of every company: 

On the whole of total agri¬ 
cultural income . . Two annas in the 

rupee. 

A convention has to be developed through persuasion 
)y the Centre in this respect. Constitutional changes 
o secure uniformity in rates are not recommended. 

LAND REVENUE & LAND CESSES 
Question 143 

Yes. In the absence of reliable data regarding 
igricultural crop production and prices and also owing 
o *be lack of accounting habits in the village com- 
nunities, the more reliable system of basing laud 
evenue on net produce has to be abandoned in favour 
if periodical settlements whereas variety of misleading 
actors are forced to be taken into consideration. The 
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period of settlement varies from 10 years to 40 years 
m the different States of India. This long spell of time 
between settlements are intended to secure for the 
agriculturist the advantages arising out of better prices 
m the period and permanence and a sense of security 
with regard to his returns and obligations. If we take 
the rise in prices of agricultural commodities during 
the last ten years and the settlement operations once in 
40 years as in U. P. together we will find that much 
that has been legitimately due to the U. P.’s Exchequer 
from the agricultural sector had been lost and in its 
place other sectors had to be squeed. Nevertheless the 
present system of land revenue in India can be cited 
as hardly recognising the limit of taxable capacity and 
satisfying any of the canons of taxation. 

Question 144 

There is no other alternative but to depend upon 
land revenue on the basis of periodical settlements. 
Period of guarantee should not be more than 10 years 
and should be uniform all over India without legislative 
pressure from the centre. A fixed assessment based on 
wholesale prices of crops usually grown in the area 
for the last ten years on a weighted basis and yields 
thereof and guaranteed Cor a specific piece of land 
would be better than the fixation of basic rate with 
variations. Abnormal depression in agricultural prices 
and booms therein may be covered by remissions and 
surcharges determined on the basis of set principles. 
Land revenue should not be depended upon to provide 
incentives to production and shifts in production. 
Natural economic trends must be allowed to determine 
shifts in agricultural production. Incentives to pro¬ 
duction must be provided by economic prosperity and 
accelerated demand for agricultural produce both in¬ 
ternally and from outside India. Assessments of small 
holdings of land below the standard minimum for 
revenue demand may be on the basis of payment in 
kind with permission to commute such dues into cash 
at any given time. But this facility must be limited 
and allowed only in exceptional cases under exceptional 
circumstances. 

Question J45 

Annual value must form the basis of resettlement. 
This value should be the gross produce less cost of 
production including the value of labour spent by the 
former and his family on the holdings concerned. 
Certain principles must be arrived at after a thorough 
enquiry into the agrarian economy in each state and 
these principles must come up for uniform application 
in every State in respect of this matter 

Question 146 

Surcharge on old rates based on crops grown, size 
of holdings and the wholesale prices of those crops in 
well definable regions appears to be the only alter¬ 
native enforceable to bring old rates into conformity 
with changed conditions wherever resettlement is over¬ 
due but cannot be completed for administrative or other 
reasons. Certain amount of disparity is bound to crop 
up but the same could be corrected by the basis recom¬ 
mended for the determination of the surcharge. 

Question 147 

See answer to Question 146. No further comments. 

Question 148 

From the experience of Zamindary Abolition in 
U. P. whereutider the old tenant-occupier has now 
become the owner of the land will pay Land Revenue 
which the Zamindar was paying on that land to 
Government direct and has acquired the ownership by 
paying ten times the annual land revenue in lump sum 
wherewith to pay and compensate the Zemindar, it 
appears possible to visualise tentative arrangements 
pending the completion of survey and records and the 
consequent assessment. 

Question 149 

No. Co-operative farming need not be given any 
special performance in the matter of land revenue when 
other facilities are available for exploitation by Co-opera¬ 
tive Societies protracted very much under law. 

Question 150 

No comments. 

Qnestion 151 

If agricultural land in rural areas is used for. non- 
agricultural purposes such land cannot obviously be 
assessed on the usual basis for land revenue. It has to 
be reassessed with reference to the use to which such 
a land is sought to be put and the principle of ‘ what 
the traffic can bear ’ should be brought into application. 
Land classed as agricultural but now part of an urban 
area must be assessed and leased out as Nazul lands in 
U. P. are assessed and rented out. The revenue from 
this source should be solely Municipal. Land classed 
as non-agricultural whether in rural areas or in urban 
areas and used for non-agricultural purposes must be 

27 
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subject to property taxation in vogue in the area 
and the revenues, therefrom should belong to the local 
body concerned. 

Question 152 

No comments. 

Question 153 

See answers to Question 189 to 194 and 200 in Part 
VI of the Questionnaire. 

Question 154 

Land cess should be a certain percentage or expres¬ 
sion in terms of annas to a rupee of the annual rent 
value of land. The rates should be flat and no 
graduation thereof is recommended for adoption at 
present. These cesses must be assessed and collected 
by the Land Revenue collection machinery and made 
over to the respective local bodies from whose juris¬ 
diction such collections are made. These cesses should 
be earmarked for building and maintaining roads and 
communications. 

Irrigation Rates & Betterment Lew 

Question 155 

People who benefit from the improvement in land 
through irrigation or other projects must be made to 
pay a fair share of such improvement by carrying the 
burden over a number of years. Though the entire 
cost of any such development project cannot and should 
not be expected from the immediate beneficiaries and 
the general tax payers has to bear a portion of the 
burden, it should be possible for the immediate bene¬ 
ficiary to pay the interest charges on capital outlay 
and maintenance expenditure on such development 
works. Since water alone cannot increase the produc¬ 
tivity of soil and full advantage of development and 
water supply can be taken only with additional invest¬ 
ment of capital and since with the provision of water, 
the land values in the area move up, it will be in the 
fitness of things if a small compulsory cess for all lands 
under command in the developed area whether the 
water is actually utilised or not as a general better¬ 
ment tax is levied this cess being a small fraction of 
land revenue realised in that area or block. In 
addition, the irrigation rate for water actually supplied 
may be charged from owners of lands where such water 
is used. This betterment levy should, however, be ear¬ 
marked for irrigation development and must not be 
taken over to general revenues. 

Question 156 

Twentyfive pereentum to forty percehtum of in¬ 
crement in land value consequent upon development 
and irrigation may be absorbed by the State as better¬ 
ment levy. The pereentum of such levy will depend 
upon the needs of the State and general economic con¬ 
siderations obtainable there. The annual rental value 
of land on which land revenue has been leased may 
be roughly taken as 3 per cent, of the cost of land and 
the original value of land may thus be arrived at. Its 
market or saleable value after improvement had been 
effected might be determined by expert valuation after 
taking into consideration crops grown, increased pro¬ 
ductivity of land, prevalent prices of such crops, pros¬ 
pects for further acceleration in production etc. From 
the latter might be deducted the former and this will 
be the total increment in the land values in that area 
or block. Canal Department must be made respon¬ 
sible for the collection of this levy with the co-operation 
of land revenue collecting agencies. This levy must 
be spread over a sufficiently long period for realisations 
in case the property is not marketed or sold after im¬ 
provement has been effected and betterment levy 
assessed. In the case of sale or disposal otherwise but 
not on transfer by legal succession, the entire better¬ 
ment tax clue must be collected from the seller making 
the buyer also responsible for payment should the seller 
fail to clear the dues. It will not be improper and it 
should not be impracticable to impose and levy better¬ 
ment rates on lands already benefited by an existing 
irrigation work Probably some exceptions might have 
to be made in this case in respect of sales at higher 
values having already been effected before betterment 
levies are imposed. The levy in this case must be 
earmarked for development purposes and must not go 
to general revenues. 

Question 157 

(i) Irrigation rates ishould be no more than an 
adequate change for water supplied in the context 
of proposals contained in answers to Questions 155 
and 156. 

(ii) Area irrigated and quantity of water supplied 
should form the bases for irrigation rates. 

(iii) Water rates must be revised periodically with 
special reference to the cost of maintenance of works 
and interest charges over every five years. 


Question 158 

See answers already given. 

Question 159 

In proportion to the advantages offered by mine 
work or a tube well scheme betterment levy irrigatio 
rates and irrigation cost should be capable of bein 
adjusted and consolidated into one whole as a su: 
charge ,on land revenue. 

Question 160 

Please see answer to Question 159. 

Question 161 

No comments. 

PART V.—OTHER TAXES (CENTRAL & STATE). 

Stamp Duties an I Court Fees 
Question 162 & 163 

Stamp duties are in the nature of taxation thoug 
for the most part they relate to the conferment < 
legal rights on documents thus imparting to sue 
duties, the character of a specific service and functioi 
The incidence o; this tax fails mostly on persons wl 
arc parties to transactions relating to considerations < 
value. Within certain limitations, therefore, the; 
duties may be livied on ad valorem basis. Stair 
duties should i ot, however, be so excessive as ' 
retard busines and to tempt persons who ought to pe 
them in their own interests, to resort to evasion, bat 
legal and illega.. The powers enjoyed by the Cent) 
in the Union of India under our Constitution to fix th 
rates of Stamp Duties in respect of bills of exchang 
cheques, promissory notes, bills of lading, letters i 
credit, policies of insurance, transfer of shares, debei 
lures, proxies and receipts clearly show the tac 
admission of the fact that the stamp duty should m 
only be uniforn. in respect of rates all over India bi 
also be covered by a single pattern of administrate 
thereof. Stamp duties are one of the most conveniei 
methods of railings revenue through taxation thoug 
their potentials are limited and it is this factor alor 
that outweighs the general disinclination of economis 
to justify this tux. Conferment of powers on the Staff 
to fix the rates of stamp duties in respect of most < 
the transaction; not covered by the Central lust w< 
found presumably necessary to enable the States • 
meet the varying needs of revenue and the econom 
conditions thereof and to mutually reconcile both the: 
factors in the determination of the rates of stair 
duties. Nevertheless this arrangement of the divisic 
of powers anc responsibilities tor the determinatic 
of stamp duties between the Centre and the States ar 
of the placement of revenue from stamp duties in tl 
Concurrent List in the Seventh Schedule of the Coi 
stitution causes considerable inconvenience and hari 
ship to everycne who has an instrument to execu' 
under law in c ne State in respect of things or matte: 
in another Sts tes where the Stamp Duty is lower i 
one State and higher in the other. Similar difficultii 
will be found to arise where the instrument to 1 
stamped coven properties and for things done or to 1 
done in two or more States all over India. It is, then 
fore, suggested that all stamp duties other than judici 
as covered by the Indian Court Fees Act should i: 
a subject matier for legislation by the Parliament ft 
the whole of India in so far as the fixation of rates ar 
the collection of revenue through Stamp Duties ai 
concerned. Tl e revenue should go to the States an 
not the Cetitrx Paragraph 282 in the Report of tl 
Indian Taxation Enquiry Committee 1924-25 (Todhui 
ter Committee) detail out the general principles th: 
should govern the fixation of the rates ot Stamp Dul 
as follows :—(i) the point at which the value of tt 
convenience o • utility attaching to the use of a pa 
ticular type o : document or the resort to a particuli 
kind of transaction approaches the amount of stam 
duty involved, (ii) the point of diminishing returns ( 
in other word.:, what the traffic will bear, (iii) the poh 
at which hardship on any class of the community is ii 
volved. These principles will be found apt for applic: 
tion in Ind a even to-day. Since revenue fro: 
‘Stamps: Non-judicial’ does not form a significar 
proportion of levenue from stamp duties in almost all tl 
States and since ‘Stamp duties’ levied under tl 
Indian Stamp Act should not be stretched to correi 
even partiallj monetary maladjustments, the central 
station of this duty in so far as it relates to non-judici 
items will secure more advantages than occasiomr 
any real loss of revenue. The present rates of stam 
duties on items on the Central List should be retaine 
without alteration for the whole of India. Schedu! 
1A inserted in the Stamp Act by Section 12 of the U. 1 
Act III of 1936 may be considered satisfactory in th 
light of the present revenue needs of almost all th 
States in India and may be incorporated in the India 
Stamp Act Schedule I for application all over Indi; 
In view of the fact that most transfers of shares an 
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ocks are effected under a system of blank transfers 
id the legitimate duty is thus avoided and that this 
stem of blank transfer cannot be done away with in 
spect of the dealings in stocks and shares, it may be 
■ovided that every contract covering every transaction 

the Stock Exchanges shall be duly stamped on a 
liform basis all over India and in this the active 
'operation of the Stock Exchange Authorities might be 
nght. This should not prove difficult in the context 

the Commission on Futures’ Markets having come 
to existence to regulate in India, the futures’ markets 
1 a rational basis. Excepting stock exchange tran- 
ictions or transactions otherwise also through genuine 
ansfers of shares, stocks and securities, ail transae- 
ons in futures including specific delivery contracts 
lould be subjected to salestax (turnover tax) on the 
asis of a consolidated rate per centum of turnover 
id the cooperation of the regulated futures’ exchanges 
rust be sought in this respect. It is hoped that with 
le strict enforcemnt of regulations governing the eon- 
uct of forward and futures’ markets in India under 
ic aegis of the relevant Commission these Kerb tran- 
ielions or street gambling in futures will cease and 
veil if they exist they will do so under the risk of 
amity for gambling. Stamp duties cannot and in 
rineipto should not be applied to transactions in 
utures markets excepting Stock Exchanges, in the 
hove context the operation of one single stamp Act for 
10 whole of India (and not one Courts’ Fees Act for 
idia) should not be considered as not feasible. 

suestion 164 

No. Salestax based on turnover is not a transmis- 
ion tax based on invoices as in Belgium. It is neither 
purchase tax again based on invoices as in the U. K. 
aid as long as accounts only figure in the deter- 
imation of the turnover and not a type of document, 
he process of collecting revenue through stamps cannot 
■e enforced. Since entertainments are based on tickets 
f admission to the places of entertainment, the Stamp 
vet easily becomes applicable here. 

Question J65 

Underestimating the value of considerations involved 
n conveyances and other transfers of property, the 
ubstitute use of Promissory Notes and Bills of 
exchange for Bonds, the advantage taken of lower 
luty by treating a settlement as gift, wilful under- 
■aluation of property for the purposes of deeds of parti- 
ion and Blank Transfers in transactions relating to 
docks and shares and securities are some of the most 
■ommon methods of evasion of Stamp Duties in India. 
Che use of powers already vested in official machinery 
.vith discretion and the refusal of Courts to admit as 
evidence understamped documents will mitigate evasion 
,o a considerable extent. Review of duties from time 
,o time on the general principles outlined in Answer 
,o Questions 162 and 103 and the fixation of rates so 
ow as to make evasion unremunerativo but the yield of 
overall revenues progressively better is another method 
if tackling the evasion of stamp duties. The provisions 
>f Indian Stamp Act as adopted by the different States 
.ire still unknown even among the educated. The 
judicious execution of provision contained in Section 78 
jf the Indian Stamp Act (Act II of 1869) might go a 
long way in this direction. Evasion arising out of 
ignorance can thus be avoided. 

Question 166 

Court Fees are different from Stamp Duties in that 
Court Fees cannot be treated as a tax, general revenue 
considerations having any bearing on them. The 
guiding principle of Court Fees is the special payment 
for a specific service of special reckoning in each case 
between the authorities and the contributors. The 
revenue from and the consequent levy of Court Fees 
must, therefore, depend upon the cost of service in 
providing for the administration of Courts, justice and 
attachments thereto such as jails and police involved in 
that process. The cost of pi’oviding judicial machinery 
in any State will appear to depend upon the areas, 
population, economic set-up and the potentials for and 
latent economic activity including the State of Educa¬ 
tion and standard of living. These conditions vary 
from State to State very markedly and the differences m 
the rates of Court Fees are, therefore, bound to exist. 
We do not, therefore, advocate uniformity in respect of 
this matter. 

Question 167 

Answer to this question will depend upon the 
effective judicial reforms that are being attempted in 
the country both at the Central and States’ levels. In 
relation to the expenses involved in litigation, Court 
Fees at the moment as in U. P. do not appear to cast 
unduly heavy burden. The change in the Schedule is, 
however, a technical matter to be considered by persons 
qualified to speak on Court practice and procedure with 
special reference to accounting processes involved in 
litigation and related documentations. Schedules to the 


Indian Court Fees Act are, however, old having been 
modified from time to time by every State to suit 
peculiar conveniences and it, may be said that the same 
require recasting. Debates in the Legislative Council, 
Uttar Pradesh in May 1938 when Court Fee Act was 
being amended throw some light on this question and 
the arguments advanced in the course of that debate 
are therefore, not repeated here. 

Taxes on Motor and Other Vehicles: 

Question 168 

It is clear from the Report of the Motor Vehicle 
Taxation Enquiry Committee, 1950 that the State 
expenditure on roads in almost every’ case far outweighs 
taxes collected from Motor Vehicles and that increasing 
reliance is placed on Motor Vehicle Taxation by the 
States as a set-off against their expenditures on roads. 
Conditions vary from State to State in respect of road 
communications and use in the context of areas and 
population. The largest numbers of motor vehicles on 
road in Bombay and West Bengal States and for its 
size in the Delhi State do not reflect either the exten¬ 
sive use of roads by such vehicles in those States or 
the proportionate size in road expenditure consequent 
upon such road use. The cities of Calcutta, Bombay 
and Delhi all of which under no circumstances can be 
characterised as merely State cities made rich and pros¬ 
perous by the States’ resources, will be found to account 
for most of that number of motor vehicles in use in 
those States. All such taxation that hinders trade in¬ 
directly such as terminal taxes and taxes on passengers 
and goods carried by motor vehicles should, however, 
be scrapped if road transport is meant to be encouraged 
and helped. It is also necessary to aim at uniformity 
and not centralised collection of State Motor Fuel 
taxes and the Salestax on motor spirit. Though it 
may not be posible for Casting the motor vehicles tax 
into one pattern and size for ail the States of India, the 
aim should be to gradually bring about uniformity in 
motor vehicles tax. A consolidated tax on motor 
vehicles does not appear feasible. 

Question 169 

Motor Vehicles Taxation should not be considered as 
fees and the implications involved in the levy of fees, 
the principal among which is that the cost of service 
must have some bearing on the overall levy, should not 
be involved in respect of Motor Vehicles Taxation. Ihe 
recommendations of Ihe Motor Vehicles Taxation 
Enquiry Committee, which in effect seek to earmark 
revenues from Motor Vehicles and motor spirit almost 
in its entirely to road maintenance, judged in the above 
light are not as tempting as they would have otherwise 
been’. Any watertight bottling of revenue resources 
specifically for a purpose might rob the purpose itself of 
its ability to attract necessary funds. In fact road 
development and maintenance should depend upon the 
general economic prosperity’ wnich they will generate 
and all the users of roads must be made to carry the 
burden of road taxes more equitably than now. lbe 
tendency to earmark revenue from Motor Vehicles for 
road maintenance and development will thus be found 
self defeating. 

Question 170 

While agreeing with most of the recommendations of 
the Motor Vehicles Taxation Enquiry Committee subject 
to the remarks under Questions 169 and 170, centralised 
collection of States motor fuel tax and the elimination 
of salestax on petrol are not considered feasible. The 
recommendation that with the levy of transport cess 
us a surcharge on fuel tax the price _ of motor fuel 
should be equalised all over India is particularly 
supported. 

Question 171 

All users of roads should be subject to taxation 
according to their economic circumstances and the use 
they make of the roads without exception of even the 
cultivators. A small cess or surcharge on land revenue 
to cover cultivators’ carts and. State taxation of all 
bullock carts and other vehicles using roads other than 
strictly municipal ones are measures that can go to 
impose equitable burden of taxation for the use of roads 
on all concerned. Collections from these sources may 
be made over after deducting collection expenses to 
the District Boards for the development and main¬ 
tenance of roads under their jurisdictions. 

Entertainment Tax 
Question 172 

The plea of the Cinematograph Industry Enquiry 
Committee regarding the incidence of tax failing heavily 
on the industry cannot be considered as valid. It a 
scientific investigation of business trends during the 
periods of depression is carried out and the results are 
analytically considered industry or tradewise, it will be 
found that cinema trade and industry keep-on pushing 
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ahead with concentration in urban areas with evil social 
effects all the same. It is not to the entertainment tax 
that depression or stagnation in cinematograph 
industry and trade could be traced and temporary 
set backs in cinema industry and trade should not be 
mistaken lor the operation of diminishing returns 
consequent upon entertainment tax. 

The present system of graduated realisation of 
entertainments tax in U. P. appears to be satisfactory. 

Question 173 

Educational films having reference to the spread of 
desirable knowledge among masses and not intended 
for top classes only and when receipts are sought to be 
fully applied without remunerating the participants in 
any show beyond actual expenses to charities approved 
by Government in writing prior to the show should only 
figure for exemptions. 

Question 174 

Though the evasion of entertainment tax cannot be 
shown to involve State treasuries to any substantial loss 
of revenue and as helping evaders with any appreciable 
advantage over those that obey law in this respect and 
pay the taxes because of the urban character of this 
tax, it will all the same be found necessary to put an 
end to this evil of evasion. Evasions mostly occur 
through complimentary admissions to the places of 
entertainment without tickets. Entertainments having 
the character of religious affiliations to them also get 
confined to classes with restrictive admission, club 
functions having the characteristic of exclusiveness 
about them and confined to members but which are 
nevertheless entertainments are other instances of 
evasion. These are necessary evils and cannot be 
altogether avoided. The system in vogue in smaller 
towns generally and in some bigger centres also of the 
places of entertainment such as cinemas, circus exhibi¬ 
tions, theatres etc. being treated as places for the tree 
admission of local police and civil officials by virtue 
of their official positions as a matter of right must be 
ended before the public mind can be diverted from the 
evasion of entertainment taxes. All collection of enter¬ 
tainment taxes must as far as possible be by stamps 
affixed to tickets and complimentary passes or 
invitations. 

Question 175 

Licensing of those that hold street shows such as 
jugglers etc. by the State Government through local 
bodies and treating such receipts as entertainment tax 
receipts are recommended. Admissions to exhibitions 
and amusement parks and the participation in amuse¬ 
ment diversions provided in exhibitions and parks 
unless they are strictly for children could be covered 
by the entertainments tax. 

Tax on the consumption or sale of Electricity : 

Question 176 to 180 

Any tax on the consumption or sale of electricity is 
not a good tax and it is not desirable to impose the 
same. A tax on electric power used by industries, large 
or small, will be a tax on production making the cost 
structure rigid to that extent. Electricity is almost a 
necessity in urban areas and any tax thereon even on 
domestic consumption will amount to taxing a necessity 
and the already overtaxed urban resident. Electricity 
used in agriculture should not be touched for obvious 
reasons and in the present context of our developing 
economy. In fact our constant aim should be to 
generate electric power most economically and to 
supply the same as extensively as possible almost at 
cost. In fact the principle behind licensing electric 
supply undertakings that are privately managed and 
run, the fixation by public authorities of their rates ol 
supply, limitations in their profits and the constant 
endeavour to compel them to reduce rates of supply are 
all based on this main consideration. The increasing 
pressure lor all public utilities specially electric 
generating and supply undertakings being owned by the 
State has for its objective the complete elimination of 
profit motive from such enterprises. All these huge 
projects undertaken by the State in the Five Year Plan 
lose all their meaning and significance in the context 
of tax on electricity. Even the consideration of electri¬ 
city undertakings contributing something towards 
general revenues by way of surplus earnings should not, 
in the economic interest of the community, prevail. 
Under these circumstances this tax cannot be considered 
either suitable or just. This Chamber is strongly 
opposed to the levy of any tax on electricity put to 
industrial and agricultural uses however necessary it 
may be to augment the resources of the Treasury. 

Betting and Prize : Competition taxes 

Question 181 

While horse racing may be allowed to continue and 
flourish, participation therein must be made beyond 


the reach of the average man by a heavy load oi 
taxation not only o/i the admission to the place oi 
races but also on t ettings in totes and bookmakers 
booths. All manner of betting on horse racing outside 
the race course anywnere should be, if detected, severely 
dealt with under law and treated as gambling. Thai 
is the only way in which evasion here can be avoided. 

Question 182 

Betting must not be extended any further and the 
extension of betting tax is, therefore, out ol 
consideration. 

Question 183 

Prize competitions such as crossword puzzles, call 
for a more rigorous control and not only every entry 
should be taxed but the prizes distributed should also 
be subject to tax. These competitions should be duly 
licensed by the State Governments and their conduct 
governed by legislations and prescribed rules almost 
uniform in nature all over India. All the entries to the 
competition and decision of prize winners should be 
subjected to the scrutiny of the taxing authority and 
the public. Unlicensed or ad hoc competition should 
be severely dealt with under law as gambling and 
public deceit. 

Question 184 

Please see a separate Memorandum prepared by the 
Chamber on the subject oi cesses and other taxes not 
covered by the Qui stiounaire. 

PART Vi.—LOCAL TAXATION 
Question 185 

The system of local taxation in India cannot be 
considered unsatisfactory in the present context of our 
development. It is difficult to agree with the conten¬ 
tion oi the Local Finance Enquiry Committee as raised 
in paragraph 83 o: the Report thereof that the financial 
resources oi the local bodies are inadequate. In 
Support of the above contention the Committee rely on 
figures of per capita contribution and the incidence 
oi taxation on rural income without considering whether 
or not existing powers given under existing statutory 
arrangements to raise the necessary revenue has been 
judiciously and fully utilised. Civic consciousness and 
advanced sense of responsibility, which are con¬ 
spicuous by their absence almost everywhere, are 
called lor in the community in respect of its imposing 
high taxation on itself for the common needs. Un¬ 
conditional extensions oi grants-in-aid have been to a 
certain extent at the bottom of such a eomplascent out¬ 
look. Instead of tracing the inadequacy, if any, to our 
own inefficiency and lack of civic consciousness, blame 
is at once thrown on the Constitution and devolution. 
The need for improvement is, therefore, confined to 
matters oi relat.ve detail and administrative adjust¬ 
ments. It cannot be seriously argued in the present 
state of our development and administrative equipment 
that there is no need lor controi b.y the State 
Governments over Local Self-Government authorities 
in the matter of taxation and budgetting. Financial 
resources for local bodies must increasingly come out 
of continuously developing areas over which they have 
jurisdiction in older to account for a progressive econo¬ 
mic improvement. Unless all the existing avenues per¬ 
mitted by our Constitution and Statutes are fully tapped 
and appropriately used and the fact thereafter de¬ 
monstrated that the resources are inadequate to account 
ror improvement in a comparable way or according to 
a determined target, it cannot be held that the system 
of local taxation is in any way unsatisfactory. 

Question 186 

The recommendation of the Local Finance Enquiry 
Committee that terminal taxes on goods or passengers 
carried by Rai way, sea or air should be transferred 
from the Unior. List to the State List in the interest 
of the devolution of powers ultimately on local bodies 
to provide them with an additional resource of finance 
cannot be supported as the said Committee do not 
appear to have given this matter the consideration it 
deserved before it made this recommendation. This 
levy is in the first place an abnoxious one on the trade 
and commerce of the country. It is, therefore, only 
reasonable that the Union Government which regulates 
Industries and Commerce within and without should 
be the sole julge as to whether this abnoxious inter¬ 
ference with he free flow of Commerce and Trade 
should at all be permitted. Secondly this tax will _ be 
found touching the administration of railways, shipping 
and airways which are all under the control and juris¬ 
diction and mostly under the management of the Union 
Government, State Governments or Local Bodies cannot 
be relied upon to take all factors into consideration in 
permitting or disallowing these levies. This Chambers 
negotiations w:th the Railway Administrations concerned 
and the Railway Board on behalf of the Kanpur 
Municipal Board in respect of the collection of this tax 
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when the Railway administrations concerned washed 
their hands oft this matter fully brought out the in¬ 
advisability of entrusting this source of taxation to 
either the State Government or to local bodies through 
them. Thirdly the scope this tax offers for corruption 
unless centrally managed and collected at source by 
the Centre is so wide that the very vitals of civic 
consciousness and responsibility are sapped by the 
poison it generates. Hence the transference of this 
item to the State List is not warranted. With the 
savings provided for in the Constitution in respect of 
the continuance of such levies if they existed prior 
to the date of the enforcement of the Constitution and 
the obligation imposed on the Centre to hand over the 
proceeds of this tax to the States concerned, no serious 
objection can be taken to this entry in the Union List. 
Only under grave emergency and that too in unavoid¬ 
able circumstances, this provision should be invoked 
with the help of the good offices of the State Government 
and the Centre must be asked to sanction levy and all 
this only for a limited Period- 

Question 187 

The presence of the clement of payment for services 
rendered in a more conspicuous manner characterises 
local taxation all over the world. The tax demanded 
in the case of local bodies must, therefore, bear a close 
relation to the services which that local body seeks to 
render to the population within its jurisdiction. What 
may be an inescapable need in the case of a particular 
group of people in a particular locality, may prove to 
be a luxury to the other group in other locality and the 
capacity and inciination to pay for the same type of 
services in respect of both such localities may violently 
differ. Further the cost of a service may be smaller in 
one locality as compared to the cost of the same service 
in another locality. In the event of the need of the 
same service in both the localities, one will be called 
upon to pay more than the other by way of tax con¬ 
tributions for the same service. The state of economy 
of the locality, the potentials it has for progress, the 
contribution that ttpe services rendered by the local 
bodies towards the progressive improvement in the 
economy of the locality and the extent of consciousness 
in community welfare and civic obligations should be 
the basis for the determination of local taxation. Judged 
in the above light the functions of city corporation 
may be found to cover services, both extensively and 
intensively, that touch the life of almost every citizen 
in its varied aspects and have a bearing on the economy 
and prosperity of the Corporation area as a whole. 
The provision of water, electricity, gas, transport and 
such other services either by the Corporation itself as 
Municipalised services or through other private agencies 
and the maintenance of these services in continuity 
and efficient state may be earmarked as the respon¬ 
sibility of the Corporation. These services could under 
certain circumstances be made paying propositions in 
that their net contribution to the revenues of the Cor¬ 
poration may be appreciable and such as to keep the 
need for taxation at the lowest possible levels. These 
services must, however, be made to pay their own way 
by those using them and taxes ought not to be used 
either for the provision of these services or lor their 
maintenance. These civic amenities are. in addition to 
the provision of basic and elementary civic needs such 
as roads, sanitation and health, parks and places of 
amusements, education etc., which are common for 
almost all local bodies. The amenities and services 
provided by the City Corporation are so varied and all- 
embracing that it caters to almost every needs of citizens 
within its jurisdiction. These amenities and services 
have a direct bearing on the economy of this locality 
covered by the Corporation and the productivity of the 
population thereof. Though in relation to the sum 
total of amenities and services and their values, the 
expenses may not be considered high, the per capita 
contribution of the citizens towards these services must 
figure higher than that of any other type of local body. 
The facts that such contribution are correlated to the 
earnings (the average earning of the person living in 
a Corporation Area is far higher than that of a person 
living in other areas, and productivity of the residents 
of the area covered by the Corporation and that the 
amenities and services provided for are conducive to 
such earnings and productivity cannot be lost sight of. 
The taxes or fees permissible for levy and the discretion 
extended to the Corporation in the matter of taxation 
need not and should not be extended to Municipalities 
which cater to the needs of a population in different 
economic set up and size and whose contributions can¬ 
not be of the same order as those of the Corporation. 
In the state of economic progress we are in and the 
' need for almost everything that goes to make the 
fundamentals of living necessary, our Local Boards and 
Village Panchayats have yet to battle with the provision 
of limited amenities such as wells and village sanita¬ 
tion, primary education, local markets, local roads, etc. 
to the extent of making rural areas economic and pro¬ 
ductive conscious. These bodies, cannot, therefore, be 


thought of in terms of Municipalities or Corporations. 
Just as Municipalities and Corporations pay their way 
these bodies must pay their way for the most part 
through contribution from local resources. Their re¬ 
sources cannot be elastic unless their economic progress 
is such as to impart elasticity to the sources to their 
revenue. The proportion of non-tax revenue to total 
revenues ought to be greatest in the case of Corporation, 
lesser in the case of Municipal Boards and Town areas 
and almost nothing for the present in the case of 
District Boards and Village Panchayats, the last named 
bodies being obliged to depend upon meagre resources of 
tax revenue for the present. 

Question 188 

The framework of local taxation in most of the 
States in India is defective in that while the initiative 
in regard to the proposals for taxation for the most 
part lies with the local bodies the power of sanctioning 
such proposals lies with the State Government and that 
in this process of taxing the responsibility gets blurred 
While there should be an alround control by the State 
Government over local bodies including City Corpora¬ 
tions and power in the State Government to levy taxes 
allocated to and capable of being imposed by local 
bodies in the event of the failure of the latter to act 
with a reasonable measure of success being inherent in 
such an alround control, all local bodies should have 
independent powers of taxation subject to the minimum 
and maximum limits in each case to be prescribed by 
State ’Legislation. The absence at the moment of this 
feature in Uttar Pradesh accounts considerably for 
the dilapidated finances of local bodies. 

Question 189 

Encroachments, which may be considered too many 
and beyond the capacity to hear, have been made in 
respect of taxation, direct and indirect, by the States 
and Central Governments with the result that not only 
persons but also commodities are called upon to bear 
burdens beyond reasonable limits dictated by the 
current economy of the country. These superior 
authorities are also extremely jealous of the exercise 
of any of their powers by any local authority. It is 
more often never realised that the requirements of a 
metropolitan city area, like Kanpur for instance, can, 
not always be met by strict adherence to the field 
which is indicated for municipal authorities to raise 
money from, and that the contribution of such a metro¬ 
politan city area to the States and Central revenues by 
way of taxes alone is a sizeable fraction thereof. 
Under abnormal circumstances as the ones under which 
a city like Kanpur might be shown to be placed, devo¬ 
lution of a fraction of indirect taxes like the sales- 
tax and direct taxes like the ineometax temporarily and 
for sometime upon a local body like the Kanpur City 
Corporation (yet to come into being) will indeed ne 
found helpful. Devolution of entertainment taxes upon 
Municipal Boards in general, of the surcharges on 
stamp duties and Estate Duties and Agricultural Income- 
tax upon District Boards and Village Panchayats are 
instances of taxes raised in this question. 

Question 190 

The levy of octroi on goods carried by road and ter¬ 
minal taxes on passenger and goods carried by Railway, 
sea or air are instances of unsuitable taxes devolved 
on local .bodies generally such as Municipalities. 
These taxes hinder the growth of industry and com- 
rnerce on natural foundations and stultify trade. This is 
a primitive form of taxation giving plenty of scope for 
evasion and necessitating a complicated and un- 
remunerative administration. Diminishing Returns set 
in sooner here than in any other form of taxation. Yet 
these taxes are still there. 

Question 191 

Yes. Even though Section 145 (1) of the U. P. Muni¬ 
cipalities Act permits revision in the assessment before 
the lapse of a given period between two assessments, 
yet the U. P. Government and the Municipal Board’s 
interpretation of the section otherwise to mean the 
posibility of revision once only in five years does not 
impart promptness and flexibility to a suitable category 
of tax. In spite of Section 128 of the U. P. Municipalities 
Act, the imposition of tax on trades and cauings 
become difficult when resources are most needed by the 
procedure to be adopted in obtaining sanctions. 
Instances can be multiplied to show how Commissioners 
and District Magistrates having not the time or equip¬ 
ment to adjudicate upon such question delay un- 
necessarily considerations of proposal put before them 
towards such ends. 

Question 192 

Yes. See answers to Questions 190 and 191. 
Question 193 

(a) In Uttar Pradesh while the powers to decide 
whether or not to levy the tax and to determine the 
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rate of levy are not devolved upon local bodies 
excepting in rare circumstances powers to assess and 
collect lax have been 1'irl.y devolved on them subject 
to the limitations imposed by the State Government in 
the matter of any particular tax and its rate of levy. 

(b) Please see answer to Question 185. In the U. K. 
in the case of local bodies if the actual collection of tax 
is even 95 per cent, of budgetted revenue under that 
head enquiries are immediately set afoot to trace the 
weak spots. In India even CO per cent, collection in 
the case of local bodies is endured with complascenee. 
Maintenance of standard of collection has to be more 
closely looked into. 

(c) In the present state of civic sense literacy and 
the resources for the management of local bodies a 
correct answer to this question from correct perspective 
capable of helping in the consideration of the issue does 
not appear possible. 

Question 194 

No comments in view of answers already given. 
Question 195 

(a) There is a considerable lack of co-ordination 
between the local taxes themselves in respect of Muni¬ 
cipalities in the U. P. and this lack of co-ordination is 
carried further between these taxes and allied States’ 
taxes and Central taxes. A case in point is the levy 
of Octroi in Allahabad, Banaras and other Municipalities 
and terminal tax in Kanpur and Lucknow Municipalities, 
the former on an ad valorem basis and the latter on 
a specific basis dependent upon weights and measures. 
Commodity taxes at the State level such as salestax 
where value as represented by sale price is the deter¬ 
minant and central excises on commodities produced in 
U. P. such as cloth and sugar on the basis of weights 
and measurement can apparently have no established 
co-ordination with local taxes specified above. The 
assessment of when and how diminishing returns start 
operating in respect of each one of all the above taxes 
becomes well nigh impossible. That all these taxes 
affect only trade and commerce and that too adversely 
cannot be denied. In a totally sellers’ market and 
under conditions of super-imposed State controls per¬ 
petuating artificial shortage any illogical combination 
of these taxes without co-ordination does not show up 
the evil effects of anyone or all _ these taxes. But in 
the circumstances of free competition, private enterprise 
and buyers’ markets their marked evil effects appear 
in direct proportion to buyers’ resistance and the rigidity 
of cost structure. Much more is lost on swings than 
is gained on rounds in the matter of commodity taxes 
local, Slate and Central. The remedy will be found 
to lie in the use mostly of direct taxes and service 
fees inducing surplus revenues from public utilities for 
financing local bodies rather than indirect taxes affecting 
commodities. 

(b) Most certainly yes. Even a small retail trade 
has become impossible in the context ,of all the for¬ 
malities one has to fulfil in respect of different taxations 
local, State and Central. There is no end to harassment 
caused to trade and productive efforts by each tax 
authority pulling its own way and imposing its pwn 
conditions and rules. Administrative and fiscal co¬ 
ordination between the State Government and local 
authorities and the simplification of procedure for 
assessment and collection of taxes and the use of 
statutory rules and orders only as a means for tax 
collection with an eye on equity rather than as an 
end itself are some of the remedies to undo this evil. 

Question 196 

No Comments. 

Question 197 

No Comments. 

Question 198 

Please see answer to Question 185. 

Question 199 

If it is necessary at any time to equip local bodies 
with additional resources beyond their powers of 
taxation resort must be had only to the assignment of a 
proportion of salestax and entertainment tax in the 
case of City Corporations and Municipalities and Land 
Revenue and Agricultural Incometax in the case of 
District Boards and Village Panchayats. 

Question 200 

There is much in the contention that lands under 
non-agricultural use and buildings are subject to 
multiple taxation of the same source of inepme and 
that, therefore, there is need for correlating the taxes 
levied by the Union under Section 9 of the Incometax 
Act, the" urban immoveable property tax levied at the 
States’ level and taxes levied by local bodies on property 
into a rationalised system. There should be a uniform 
basis of valuation for all the taxes concerned Central, 


State and Local and he annual rental value of the 
property should be the basis of valuation. 

Question 201 

Please see answer to Question 200. We agree with 
the recommendations of the local Finance Enquiry Com¬ 
mittee in so far as they desire no change from rents 
as the basis of valuation. 

Question 202 

Please see answers to Questions 187 to 190. We 
agree with the views of the Local Finance Enquiry 
Committee in respect of Government exercising powers 
of local bodies to collect property tax in the case of 
the failure ,of the latter to do so. 

Question 203 

Exemption need, however, be granted to property 
the annual rental of wiich falls below its 120 a year 
and those owned and exclusively utilised by educational 
and charitable institute ns duly approved by the State 
Government. Houses fcuilt under subsidised Schemes 
for the purpose ,of letii.ig out at a specified rent such 
as Industrial Housing may also be exempted from 
property tax for the number of years such houses remain 
bound by indirect mortgage to Government in terms of 
loans advanced on them by Government. All State and 
Central Government properties used wholly for the pur¬ 
poses of office accommodation might be exempt from 
taxation but in no case such properties when they are 
used for residential or commercial purposes. 

Question 204 

Property taxes should not be progressive. 

Question 205 

City Corporations, Municipal Boards, Town Area 
Committees, Notified ^irea Committees, Cantonment 
Boards are the categor.es of local bodies that should 
be empowered to levy pioperty tax. The maximum and 
minimum must be specified by the State Governments 
in the respective Act concerning those local bodies. 
Valuation and the determination of annual rental value 
must be in all cases quinquennial by valuers appointed 
for that purpose by the State Government in every 
case. In the case >of fail ire of any local body to account 
for reasonable collection: of tax State Government must 
have power to impose and collect taxes. 

Question 206 

Excepting the suggestions that the U. P. Government 
may set up a panel of qualified valuers to evaluate 
property subject tp tax by local bodies quinquennialiy 
and that there is a greater need for vigilance and 
supervision on the part of State Government over the 
acts of commission and omission by the local bodies in 
this respect, the present administrative arrangements 
as noticeable in U. P. seem to be satisfactory. 

Question 207 

In respect ol what are called ‘ service taxes ’ we 
entirely agree with the majority findings of the local 
Finance Enquiry Committee. All Central and State 
Government properties mjoying exemption from pro¬ 
perty tax should however be subject to ‘service tax’ 
determined by the evaluation of such services in such 
properties. 

Question 208 

With the knowledge of ‘ local rate ’ collections in 
Uttar Pradesh, we cons der that the system of local 
fund cess both administratively and fiscally is satis¬ 
factory in operation. Abolition of Zemindary is not 
expected to prejudicial!/ affect cesses here in view 
of the compulsory nature of its imposition and collection 
and being handled by the Land Revenue collecting 
machinery. 

Question 209 

Octroi and terminal t ixcs have been condemned by 
Committee after Committee and admitted by financial 
heads ( of Government sii.ee 1901 all over India as the 
most primitive form of taxation suitable for applica¬ 
tion to a water-tight self-sufficient economy of semi- 
rural type and as incons stent with the economy as we 
understand it at present Yet this taxation could not 
be scrapped from the S atute Books and Constitution 
of India by virtue of force of habit and a general dis¬ 
inclination to sacrifice a : ource of revenue, however im¬ 
perfect. The introduction of terminal taxes to replace 
octroi, the former being a modified octroi without 
refund capable of centralised collection through Railway 
administrations, necessitated in U. P. the simultaneous 
initiation of an anomalous tax system known as ' toll 
at terminal tax rates ’ which is a contradiction in terms 
and which in reality is the disapperance of tolls and 
the re-emergence of octroi functioning side by side 
with terminal tax. There has been an increasing ten¬ 
dency on the part oi Railway Administrations to do 
away with the responsib lity for the collection of ter¬ 
minal taxes at source and accounting for them to the 
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Municipal Boards concerned even when the Municipal 
Boards concerned are prepared to part with a greater 
portion of such collections as charges for the same. 
The case in point is that of Kanpur, the terminal tax 
affair of which was taken up in 1951-52 with the Rail¬ 
way Board on behalf of both the business community 
and the Municipal Board by this Chamber, without the 
Chamber being able to induce the Railway administra¬ 
tions to involve themselves in the affair. With this 
feature of centralised collection of terminal tax absent, 
terminal tax at once becomes octroi with more regres¬ 
sive features attached to it. Under such circumstances, 
the maintenance of permanent staff with a number of 
outposts and the provision of skilled staff to interpret 
rules in this connection along with the machinery for 
appeals, if any. are bound to cost local bodies such 
amounts as will ultimately be found inconsistent with 
the taxes to be gathered. At the same time this tax 
system has been found exposing the Boards and their 
office machinery to temptations and the consequently 
legitimate charges of corruption and nepotism besides 
allowing great scope for dodgers and evaders to indulge 
in malpractices in almost an unrestricted manner. 
Taking this tax in varied forms as a necessary evil 
without alternatives at the moment when this question 
was considered, the Taxation Enquiry Commitee 1924-25 
sought to frame this measure within grave limitations 
as to rates, refunds, class of goods, character of goods, 
means of transport employed, exports and imports. 
State Governments agreeing with, these limitations had 
been having considerable difficulty with the Municipal 
Boards in keeping them pinned to the principle of the 
least exploitation of this source of revenue. The policy 
of least resistance in the matter ,of Municipal finances 
and a general disinclination to devote the necessary 
time, labour and thought to local civic Governgent prob¬ 
lems usually land the Municipal Boards in the con¬ 
sideration of suggestions to modify the terminal tax 
and toll schedules irrespective of the economic con¬ 
sequences of such moves. In one such attempt by the 
Kanpur Municipal Board in 1950, the Chamber had 
occasion to review the position. Excerpts from that 
review being relevant to the subject under considera¬ 
tion are reproduced here for the understanding of the 
problem in its corrective perspective. After pointing 
out that Kanpur’s increase in population fourfold with¬ 
in about 10 years necessitated the provision by the Board 
of better and expanded civic amenities and that that pro¬ 
vision would certainly take up the overall expenses of 
the Board it was shown by examples and worked out 
figures how it was possible to account for considerable 
economies in bigger undertakings than in smaller ones 
and therefore of a decrease in the per capita expense 
of the Board. If dishonesty, in aptitude and lethargy 
were removed, it was shown that the Kanpur Municipal 
Board could account for an increase of about 10 lakhs 
normally in their revenue from all the existing sources 
without any alteration in the rates of any tax. The 
review inter alia had to say the following in respect 
of terminal tax schedule that was then sought to be 
revised. 

“ If in the above background terminal tax and 
terminal toll are viewed, it will be seen that the 
revenue derived from this source which in the year 
1946-47 was Rs. 11-28 lakhs and Rs. 2-28 lakhs res¬ 
pectively increased further in the year 1948-49 to 
Rs. 11-65 lakhs and Rs. 4-29 lakhs respectively lending 
enormous scope for further rightful exploitation. 
The collections during the first nine months for 
1949-50 from the above sources were shown at 
Rs. 7-62 lakhs and Rs. 3-07 lakhs respectively. The 
Council of my Chamber firmly believe that with 
the present industrial and commercial expansion of 
Kanpur the consumption of materials liable to 
terminal tax has also increased considerably and if 
the revenue has not registered a corresponding 
increase, it. is due to the operation of various control 
measures and the frequent imposition of restrictions 
on the movement of commodities by rail necessitat¬ 
ing the employment of motor transport. The staff 
employed over lerminal barriers, under the above 
circumstances, would be found not to have discharg¬ 
ed their duties as they ought to have in order to 
secure the rightful dues of their employers, i.e., the 
Municipal Boards. If both the public and private 
carriers laden with taxable commodities are checked 
without yielding to temptations or lethargy a great 
improvement in collection can be made possible. 
The Board should, therefore, first of all set their 
house in order rather than thinking in terms of a 
revised schedule for an enhanced import tax. With 
the return of normal trading condition and improve¬ 
ment in wagon situation, trading activities of 
Kanpur will automatically register a greater import 
and export giving place to a better revenue yield 
form terminal tax. Under these circumstances, the 
Council of my Chamber record their emphatic dis¬ 
approval. of the introduction of the cess schedule 
with the rates of imports tax mentioned therein. 


The provision for the collection of the proposed 
cess departmentally is all the more objectionable 
because it defeats the very first canon of taxation 
that the collection of tax should involve least expen¬ 
diture and should not be cumbersome. Before com¬ 
menting in detail on the contents ;of the proposed 
cess schedule circulated to us with your letter, I 
may be allowed to draw your attention to the fact 
that buyers’ market has come on its own everywhere 
and that it is becoming almost impossible to estab¬ 
lish and maintain any industry or trade owing to the 
peculiar and complex depression we are all facing. 
While prices do not lend themselves to any further 
fall, costs which aie no longer under the control of 
the enterpreneurs and the management tend to be 
rigid and looking up. Profits are next to n-othing 
in enterprise and money conditions have become 
tighter to make money unavailable except under 
exceptional circumstances. Any tax scheme that 
might become a success in a sellers’ market tempo¬ 
rarily is bound to act adversely on trade and 
industry in normal times drying all other sources 
of taxation too. The Municipal Board should not 
forget that Kanpur is in a far greater measure a 
distributing and producing centre rather than a con¬ 
suming centre. Its productive and distributional 
activities are characterised by acute forces of com¬ 
petition in normal times to which we have drifted. 
It is the traditional skill combined with possibilities 
for lower costs that has given Kanpur that place 
in Uttar Pradesh in particular and in Northern 
India in general. The Municipal Board by foisting 
a cess schedule for gathering a greater quantum 
of tax will have subjected almost every article of 
industrial use and distributional trade to terminal 
or toll tax and will have thus added to the troubles 
of costing and price-structure a greater element of 
rigidity consequently obliterating the industrial and 
distributional, trade of Kanpur. The artificially 
increased revenue for a year or two will have 
created many a hole in the fabric of Kanpur, the 
Municipal Board of which after a couple of years 
will have been left with all dried up sources of 
revenue. The Board will, therefore, do well to 
think of the enormous harm that they will be doing 
to Kanpur and the insolvency they will be inviting 
upon themselves by their short-sighted policy of 
introducing an unworkable import cess schedule. 
Even a cursory examination of your proposed cess 
schedule containing different rates of levy on 
different items of imports into Kanpur classified 
rate-wise goes to show that the cess schedule in 
question has certainly not been based on either any 
statistical information or specific data relating to 
the possibilities for revenue collection, quantum of 
revenue as may be needed and can be gathered, 
economic implication of each item of the schedule 
and procedural and definable details. The entire 
scheme betrays a clear lack of realism and serious 
consideration. Taking item No. 28 in the cess sche¬ 
dule referring to coal, charcoal, coke and patent fuel 
as a case in point, I wonder if the Municipal Board 
had ever taken the slightest trouble of ascertaining 
the total imports of coal in Kanpur, the agencie 
that import and use them, the purpose of sucl 
imports etc. to be able to assess the possibility of 
revenue from import cess on c.oal alone and their 
attendant repercussions, leaving aside other consi¬ 
derations such as the incidence of this levy, its re¬ 
action on essential services such as generation of 
electricity by the public utility service here and of 
power by certain industrial concerns etc. etc. If 
the Kanpur Municipal Board is not aware of the 
fact that these major details must be considered 
before any such levy can be decided upon, God 
alone must help the administrative equipment and 
talents of such a Board. If, on the other hand, the 
Municipal Board trot out the plea that they have not 
enough material and skill at their disposal to equip 
themselves with this background material to enable 
them to assess each suggestion in their schedule in 
proper context, my Chamber and like organisations 
are prepared to nullify that plea by placing their 
services and resources at the disposal ,of the Board. 
Had the Municipal Board been in possession of even 
certain major details enumerated above and had 
they gone even superficially into our production 
trends and factors in industrial economy, they will 
have found it impossible for them to eschew an 
;tem like item No. 28 figuring in the cess schedule. 
About 25,000 mds. of coal for industrial use alone is 
imported into Kanpur everyday and a levy of 0-1-0 
per md. on this coal alone leaving aside the rubbles 
coke etc. will yield from the proposed import cess 
a revenue of about Rs. 1,500 a day. That means 
that the annual yield only from this item of cess 
schedule would be to the tune of about Rs. 5,40,000 
a year to the Municipal Board. My Chamber fail 
to comprehend the extent of revenue that the 



210 


Municipal Board desire to net in through measures 
that have the sure prospect of obliterating all forms 
of industrial and commercial activities from Kanpur 
altogether. If all items in the proposed cess schedule 
are taken int;o consideration individually in the 
manner detailed above, it will be found that the 
import cess schedule has been prepared to produce 
for Kanpur alone a revenue capable of sustaining 
four such Municipal Boards and administrations. 
It, therefore, obviously appears that neither much 
attention nor thought has been paid to the construc¬ 
tion of a scientific cess schedule. Local Self 
Governing institutions such as Municipal Board 
should not come with such flimsy and half-baked 
proposals for taxation specially when every one jof 
its measure is likely to affect not only the interests 
of Kanpur City but also of U. P. State as a whole in 
the context of Kanpur’s importance as a producing 
and distributing centre. ” 

With the multiplication in the means of transport as 
well the speed with which they operate, the changing 
conditions of productive technique and economy, trade 
has grown not only more technical and varied but has 
become complex. Terminal tax and octroi or any com¬ 
bination thereof are essentially taxes on trades and not 
so much taxes on consumption. They have almost 
become impossible to assess in an equitable and 
scientific manner in the context of the complexity of 
modern trade and productive technique. Transit traffic 
being very much affected by this tax despite provisions 
for exemption, this tax will appear to interfere unjustly 
with normal trade and distribution of commodities on a 
rational basis. There is no other tax that offers scope 
for fraud, evasion, underassessment, petty harassment, 
nepotism and extortion as terminal taxes and octroi 
taxes. It has been found that even with the best .of 
statutory procedure and prescriptions, there are always 
loopholes left in the system of terminal taxes which is 
supposed to be an improvement on octroi and which the 
former seeks to replace. In letter N.o. R.72-1939/XI-243 
dated the July 13th, 1940 addressed to the Commis¬ 
sioners of Divisions in U. P., Secretary to U. P. Govern¬ 
ment in the Municipal Department says that the cardinal 
point in the policy of the Government is the gradual 
extinction of octgoi and that public interest and the 
need for consistency demand the consideration of an 
alternative method which may meet the end in view (end 
here is the repair to diversion caused to trade by the 
discriminatory effect of terminal taxes where they are 
imposed) without retrogression to octroi. Yet we find 
that U. P. Government allowing Municipal Boards all 
these years to levy ‘ toll at terminal tax rates ’ thus 
introducing by backdoor, according to their own admis¬ 
sion, octroi withput the exemption of even the transit 
trade. Indirect taxes are mostly unsuitable for local 
bodies as has been pointed out throughout in these 
answers in different parts and this particular tax veri- 
much so. Either exclusively or in combination, terminal 
taxes and octroi can be clearly shown as having detri¬ 
mental effects on production and trade and as sapping 
other sources of revenue both State and Central. In 
the light of the above views of the Chamber on octroi 
and terminal taxes and in the context of the legal 
opinion obtained by Government of India that a Munici¬ 
pality which is levying a terminal tax can continue to 
do so at the existing rates even after it has been raised 
to the status of a Municipal Corporation, we cannot do 
so better than to agree with the Delhi Municipal Orga¬ 
nisation Committee 1947 when they say “Terminal tax 
should be eliminated altogether from the tax schedule 
of the Corporation though the immediate objective may 
be reform rather than abolition. In the imposition of 
the tax, the Corporation might distinguish between 
articles of consumption which are imported ready for 
use and those which are imported as raw materials and 
in a semi-manufactured condition and are mainly re¬ 
exported after manufacture”. The important point to 
remember is that local trade and industry should be 
encouraged and the tax should be so adjusted that such 
articles (a) which form the basic raw materials of 
industry and (b) which are imported with a view to 
mostly re-export are altogether exempted and that 
the articles of necessary consumption are governed by 
lowest rates possible. 

Question 210 

Yes. Octroi and terminal taxes or any combination 
by whatever name they may be called should altogether 
be abolished though this abolition might be gradual and 
accomplished in the next five years by stages. The most 
compelling reason for such abolition beyond .Others 
already discussed, is the altered condition in the struc¬ 
ture of commodity taxation with the introduction of 
Salestax all over India. The Municipalities must be 
made to depend more and more on direct taxes within 
their jurisdiction and non-tax revenues rather than on 
indirect commodity taxes. Levy of surcharge on sales¬ 
tax on behalf of either all or some Municipal Boards is 
neither feasible nor desirable because salestax takes 


the form of a turnover tux in this country and its impli¬ 
cations are state wise ralher than localised and the levy 
of surcharges will at orce give place of discrimination. 
Yet keeping in view the proportion of the contribution 
to salestax by each Municipality to the total salestax 
revenue of the State, 25 per cent, of the collection of 
salestax may be earmarked for distribution _ to the 
Municipal Boards for a period of time on condition that 
such Boards will (a) gradually but within the period 
marked by the distribution of the proceeds of salestax 
extinct terminal tax and octroi taxes within their juris¬ 
diction, (b) develop non-tax revenues by that time to 
the tune of their loss by the extinction of terminal tax 
or octrpi, (e) actively render assistance to the Salestax 
machinery for better realisations of salestax within their 
jurisdictions. Legislation on a State basis must be 
undertaken to secure the ends in view. 

Question 211 

In view of answers to Questions 209 and 210 no 
comments are needed. 

Question 212 

The question itsel' seems to give the status of 
customs duties to term nal taxes and octroi when ‘ bond¬ 
ing ’ is thought of. As it has already been pointed out 
in answer to question No. 209, it is impossible to think 
scientifically of this tax and to correlate the same with 
other commodity tax measures. Hence it is futile to 
think of developing ideas on exemptions, procedures for 
collection, rates of levy etc., etc. 

Question 213 

As long as octroi and its variation terminal tax con¬ 
tinues the basis of assessment should certainly be by 
weight, measurement or numbers and not ad valorem. 
Procedural delays ant. difficulties will be at their mini¬ 
mum in the basis of assessment recommended. Complete 
elimination of procedural delays and difficulties being 
impossible in the administration of this tax howspever 
efficiently it is handled, it is better to tone up the moral 
fervour and sense o’ responsibility of the machinery 
entrusted with the administration of this tax and make 
the best of a bad bargain until it lasts. 

Question 214 

No. The loopholes and weaknesses inherent in the 
system of terminal taxes itself arc such that they are 
capable of causing tie very same difficulties and posing 
the very same problems even under conditions of 
nationalised road trj nsport as they cause and pose to¬ 
day. Just as Railway administrations are reluctant to 
undertake this work for Municipalities in respect of 
terminal tax on goods carried by them, just as postal 
authorities have sail that they cannot go any further 
beyond providing the list of postparcels received and 
that too on payment by the Municipal Boards adequate 
enough to do the job and that they cannot undertake 
to even to verify the contents of the parcel for assess¬ 
ment purposes, the Nationalised road transport agencies 
will not find it possible for them to undertake this work 
of goods terminal tax collections on behalf of the Muni¬ 
cipal Boards. 

Question 215 

Octroi or terminal taxes cannot obviously he uniform 
for all Municipalit es in all States and even in any 
particular State because of the varying conditions of 
consumption, population, area, needs, expenditure and 
the sources of reve me of the Municipal Boards in any 
State. Allied form.; of taxes, Central and State, such 
as Excise, Customs, Salestax etc., both in respect of 
rates as well as tie procedure of levy will be found 
uniform all over Lidia in respect of central levies and 
throughout the State in respect of State levies. Cor¬ 
relation in these ci 'cumstances does not appear possible. 

Question 216 

Please see answers to Questions Nos. 168 and 169 in 
Part V, under motor Vehicles Taxation. There should 
be no tax on any goods carried by roads. The Chamber 
recommends its deletion altogether from the State List 
in the Seventh Schedule of the Constitution. 

Question 217 

While the power to sanction the levy and to fix the 
rate ( of levy must lie retained by the Centre as at present 
under item 89 of trie Union List in the Seventh Schedule 
of the Constitutioi , all pilgrimage Centres and big cities 
capable of accounting for a floating population at least 
equivalent to 5 per cent, of its total population should 
be permitted to le”y a terminal tax on passengers carried 
by railway, sea or air, if application is made on this 
behalf by the City Board concerned by virtue of the 
resolution of that body through the State Government 
concerned. The rates should not be below 0-0-6 and 
above 0-1-6 per such passenger, powers to determine 
the exact rate within these limits being left by the 
Centre to the State Government concerned. These rates 
must form a pari of all air, railway and sea passengers 
tickets costing 0-(-0 and over. Wherever tolls are allow- 
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ed to be levied such as hill stations etc. this tax should 
not be allowed to be levied. This tax will not be discri¬ 
minatory in that the element of tax paid by a traveller 
by road through motor vehicles and bullock carts in the 
context pf recommendations made will still be greater 
than this contribution by any passenger by railway, 
air or sea. 

Question 218 

With the development of new ideas on taxes on pro¬ 
perty and cesses on land revenue and increasing reliance 
being placed on non-tax revenues, ‘ poll tax which is 
an ancient conception ,of the contribution of an able- 
bodied man to the communal welfare of the society he 
lives in has no place in the scientific taxation system 
anywhere in the world though in theory, it is still up¬ 
held in even advanced western countries. The elabo¬ 
rate system of exemption it calls for and the unequal 
incidence that will fall on the payers thereof makes it 
impossible to give it a place in the tax system. 

Question 219 

Taxes on vehicles (other than mechanically propell¬ 
ed), animals and boats are purely local taxes and State 
Government should have nothing to do with them beyond 
the sanctioning of the levy of such taxes. Tolls are 
suitable forms of taxation for small Municipalities and 
Town Area Committees under exceptional circumstances 
just like hill stations and health resorts. 

Question 220 

Taking into consideration the fact that the profession 
tax is a direct tax and the payees thereof for the most 
part will be those that pay taxes on income including 
agricultural income and the burden on them is tolerably 
heavy with a high incidence, the limit <on this taxation 
placed by the Constitution at Rs. 250 per year should 
under no circumstance be raised. Profession tax must 
be confined only to local bodies. Municipal Boards may 
be allowed to raise taxes on trades and callings and the 
District Boards on circumstances and property as in 
U. P. 

Question 221 

Municipal Boards may be allowed to levy a ‘ theatre 
tax ’ on each performance such as each show of cinema, 
circus, drama and sports and wrestling bouts etc. etc. 
arranged on a commercial scale in addition to the State 
Entertainment Tax. 

Question 222 

Substantial portion of the gains of private individuals 
consequent upon the development of land and the provi¬ 
sion of civic amenities should be canalised to defray 
the cost of improvements on hand so as to further add 
to the value of those very properties. Unearned incre¬ 
ments of value and wealth as represented by land and 
immovable property holdings in any urban area in 
private hands must be treated as having at least partially 
come out of the expenditure of public funds in those 
areas. The entire matter being a continuous process 
and the development of cities can be extended to inde¬ 
finite lengths, the focal bodies concerned should have 
powers to impose (a) a special betterment tax with 
reference to property which stands to benefit from a 
specific piece of improvement and (b) a general better¬ 
ment tax. This tax must be collected along with the 


general house property tax. The assessment of better¬ 
ment value must rest with a Board of Valuers qonsti- 
tuted by the State Government, who shall also have 
powers to limit the rate of tax. 

Question 223 

No comments. 

Questions 224 & 225 

Please see answers to Questions 185 and 186. Just 
as most of pur tax systems has developed in a hapha¬ 
zard manner so also the utilisation of almost every tax 
resource has been more or less fortuitous. Once a parti¬ 
cular tax system has come into vogue however tempp- 
rarily and specifically that particular system continues 
to operate even after the lapse of that specific circum¬ 
stance. No State or local body appears to have any 
dependable statistical data in respect of persons and 
commodities, trades and callings, residence and migra¬ 
tion etc. etc. so as to enable the assessment of scope for 
any measure of taxation. How can tax resources be 
explored and utilised in the absence of preliminary data? 
Fuller utilisation of tax resources in the case of local 
bodies will be possible again by arousing civic conscious¬ 
ness and honesty in the tax collector. These two 
elements are again conspicuous by their absence. Poli¬ 
tical demagogues who are able to sway the masses for 
party ends also appear to be impervious to the needs of 
the situation here. As long as a partymen’s Counsels 
will be preferred to the results of the patient study of 
an economist in these matters much improvement in the 
situation cannpt be brought about. The Administrator, 
specially the tax administrator must be selected for his 
detached outlook, judicial frame of mind, human under¬ 
standing and patience. 

Questions 226 & 227 

No comments. 

Question 228 

The contribution of manual labour either as an addi¬ 
tional tax or in payment or part payment of an existing 
tax will be found governed somewhat by the same 
principle out of which the ancient poll tax had deve¬ 
loped and can never smoothly work. With huge un¬ 
employment and under-employment in the country and 
any tax system being dependant upon the ability of 
those that are called to bear the burden of the same 
to pay, the difficulties by way of comparative costs, 
assessment of contribution, the. manner of availing 
manual labour and the evaluation thereof will arise 
and cloud the entire proposition beyond its recognition. 
This apart the numerous exemptions that will have to 
be made in subjecting the assess to pay tax in this 
manner and the difficulties in accounting for the reali¬ 
sation of any tax in this manner will make the realisa¬ 
tion of this tax almost impossible. If taxes cannot be 
assessed and collected in kind even in cases (of emergency, 
how can taxes be assessed and collected in terms of 
manual labour? ‘ Shram Dan ’ aroused by religious fer- 
vour or sentimental considerations such as helping public 
charity and public welfare has the character of volition 
of the person concerned. Tax is a compulsory contri¬ 
bution and there is nothing voluntary about it. It is, 
therefore, impossible to give manual labour the place 
of money or medium of exchange and tax realisations 
cannot be based on manual labour. 
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Taxation Enquiry and issues arising out of Government 
expenditure. 

The taxation policy and structure, among other 
things, should have for their objective a progressive 
betterment of the standard of living of the people of the 
country as a whole. In view of the facts that Govern¬ 
ment expenditure is the apex of taxation policy and 
structure and that Government expenditure has consi¬ 
derable bearing on the exploitation of economic poten¬ 
tials in the country, an enquiry into the policy and struc¬ 
ture of taxation can be effective and fruitful only when 
the various issues involved in Government expenditure is 
also fully examined from the utilitarian standpoint ana 
the results of such examination are coordinated with 
the enquiry into the policy and structure of taxation. 
Such an elaborate enquiry and examination naturally 
involves the consideration also of Government s indebted¬ 
ness and causes and effects of the provision for Debt 
Services by way of interest charges and other appro¬ 
priations in the different Budgets of the Central and 
State Governments. In respect of India, w hl ch is an 
under-developed country and which is on the thresno 
of planned economic development, the need for such a 
comprehensive enquiry cannot be overemphasised. 


a very small share of the national income is collected 
towards taxes and that, therefore, the tax burden is no 
so heavy as it may be pointed out to be. It is forgotten 
that the economy of India has not yet fully developed 
and the per capita income in India is considerably lower 
than the same in other countries of the world, we 
think that different conclusions will emerge if available 
resources are evaluated in terms of their capacity for 
exploitation and yield they are likely to give and the 
focal point is maintained fin the full exploitation o, 
available resources and the betterment of the general 
standard of living. 

3 The prime consideration at the present moment 
ought to be the creation of more income and wealth and 
all our efforts should be directed in bringing about a 
significant increase in the gross national P ro . d ^ ? ^ f 
that a distinct improvement in the general standard of 
living can be achieved. It is only when constructive 
forces are allowed free play and the greatest emphasis 
is laid on utilising effectively and efficiently al. the 
available resources, that the objectives of ec.onomic deve¬ 
lopment can be realised. There can be no room for 
difference in approach between the taxing authority and 
the tax paying public, if adequate consideration is paid 
to activities that increases gross national output. 


IU CtULlVltiCO - -- 

Mere National Income cannot be any criteria for taxation Management of our economic affairs in the Public Sector 

1 _ 4Vl n . «•*» ? 


2 In our anxiety to secure a larger proportion of the 
National Income for public expenditure, development or 
otherwise, the impression is sought to be given that only 


.nagciucun v* - 

4 If the management of our economic affairs at the 
Government Tevel is considered in the light of figures 
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given hereunder the following broad conclusions will 
emerge : 

(i) Non-tax revenues, which have a great scope for 
expansion, are relatively in the .oblivion at the moment 
because of our complascent attitude to inefficiency and 
unsound management in the public sector. 

(ii) We have been incurring public debts and sinking 
our resources so gathered in non-productive efforts also 
when we can ill afford to act that way at the moment. 

(iii) All investments made from out of public debts 
in India in whatever level, central, state or local, should 
be made to yield returns, much more than to cover 
interest charges thereon under the heading ‘ Debt 
Services ’ and this does not appear to be apparently the 
case. 

(a) Total tax revenue in India from all sources to 
Central, States and local in 1953-54 was to the tune of 
Rs. 780 crores composed of contributions in taxes to 
exchequers: 


Central 

Part ‘A’ States 
Part ‘ B ’ States 
Part ‘ C ’ States 
Others 


Rs. 425-34 crores 
Rs. 244-37 crores 
Rs. 68-43 crores 
Rs. 6-05 crores 
Rs. 36-00 crores 


(b) Interest bearing obligations of Governments in 
India at the Centre and States : 


Rs. 4,276 crores composed of: 

Central . . . Rs. 3,876 crores 


be depended upon more and more in future and turn¬ 
over tax has to play its legitimate part. Everyone of 
the fortytwo industries covered by the 1951-56 pro¬ 
gramme of industrial development as per chapter XXIX 
of the Report of the Planning Commission, according to 
the admission of the Commission themselves, is beset 
with one problem or the other or a combination of 
problems. All these problems will be found related to 
the availability of necessary capital, the structure of 
costing and the competitive capacity ,of the industry 
concerned. The paucity of capital resources and the 
unsatisfactory flow of capital, even to cover the rehabi¬ 
litation of existing industries, affect almost all sectors 
of industrial activity and set a basic problem. The 
success ,of loan issues on the part of Government last 
year to the tune of about Rs. 109 crores in the context 
of the failure on th; part of private enterprise to raise 
even ordinary wori ing capital shows that unless that 
class of investors, which is mostly from the lower and 
middle classes and which, in the hope of receiving on 
stocks a rate of dividend appreciably higher than on 
Government loans, is prepared to participate in risk 
capital, is encourage d, there can be little room for opti¬ 
mism. This encouragement, in its turn will be found 
to require that suen enterprises are allowed not only 
to earn rewards for the risks they run and that taxation 
in as far as they ai e concerned is such that the enter¬ 
prises they own are also given adequate opp.ortunities 
to build for themselves adequate funds and reserves to 
be able to wither any storm and to face any emergency. 
It is clear that the taxation policy at present pursued, 
specially in so far is it concerns direct taxation, such 
as taxation on income, is the antithesis of what is needed 
at the moment. 


States . . . Rs. 400 crores 

The obligations arising out of currency in circulation 
at about Rs. 1,100 cr.ores has been added to the above 
figures. 

(c) As against interest bearing obligations, i.e., 
debts of the Government of India at Rs. 3,876 crores 
interest yielding assets are only Rs. 1,979 crores includ¬ 
ing capital investment on railways. 

(d) Our expenditure on Debt Services (Interest & 
av.oidatice of debts) in 1953-54 was Rs. 54 crores corn- 


posed of : 



Central 

.Rs. 37 

crores 

States 

.Rs. 16 

crores 

Others 

.Re. 1 

crore 

5. In so 

far as we accept the system 

of mixed 


economy, Governments cannot be denied the right to 
own and operate public utilities in public interest. But 
the operation of all utilities should be on strictly busi¬ 
ness lines with the same obligations imposed upon the 
units in private sector as on units in the public sector 
in respect of accounts, taxpayments, commercial audit, 
fair returns etc. All forms of waste must stand avoided. 
Social services as might form the normal part of Gov¬ 
ernment’s activities must be only within the tax revenue 
means of Governments and capital obligations should 
not be incurred thereon for the present. If expenditure 
on ventures produce results counter to the overall pro¬ 
ductivity either in agriculture or in industries on a long 
range basis, such expenditure should be considered 
waste. Example of Sindri Fertilisers and the inability of 
soil to take in the products coming out of the Sindri 
Factory due to water scarcity or other causes can be 
cited as a case in point. It has been pointed out that 
when soil surveys are not yet complete, the use of 
chemical fertilisers cannot be planned. Another example 
is provided by the Nationalisation of Road Transport 
which occasions huge drain ,of public funds simultane¬ 
ously with the growth of unemployment. All non-pro¬ 
ductive efforts, it may be nointed out, should be stopped 
either on the capital or on the revenue forum of Govern¬ 
ments for sometime to come. 

Main budgetary trends in India and the changing phase 
of the structure of tax revenue 

6. A close study of the Budgetted, revised and actual 
estimates in the public sector since 1948-49 to this day 
reveals that there is ample justification for the feeling 
that Government have been, almost as a matter of 
routine, underestimating revenue and overestimating 
expenditure, thus resorting to the ‘ uneconomic level of 
taxation ’ of almost the same infinitesimal section of the 
population. There has been clearly an appreciable raid 
on the capital structure of private sector through the 
adoption of ad hoc and faulty measures of taxation with 
the sole aim of financing the public sector to the maxi¬ 
mum extent possible through a policy of least resistance. 

Industries in private sector and their expansion to 
account for satisfactory revenues 

7. It will be clear that the Indian tax system to benefit 
and stabilise must have at its background industry and 
commerce of the country, especially if excises have to 


Influence of Government expenditure on Industry and 
commerce and the revenue yielding capacity of the 
latter 

8. If we accept that the solution of the troubles that 
arise m the course of the execution of development 
plans, particularly in industrial and commercial sectors, 
is the joint and several responsibility of Government, 
business and labour then it is a little hard to look to 
business alone to account for cuts in production costs 
in the face of what appears to be the extension of priori¬ 
ties to the allocation of capital expenditure in the public 
sector, secured principally, by measures of taxation and 
in certain circumstarces, by other means such as non-tax 
revenues, fees, loans, deficit financing, etc. It must be 
remarked that these sources have their due influence 
on business, those engaged therein accounting for almost 
the entire resource of Government in this country at 
the moment. Cost of production in industry can con¬ 
clusively be shown to depend appreciably upon Govern¬ 
ment expenditure. When therefore the business and 
industry is faced with financial difficulties and costing 
problems, no Government expenditure should be consi¬ 
dered sacrosanct save that required by self-preservation 
from hostile attack and the maintenance of law and 
order within the country. It should be realised that if 
money or credit was not there, expenditure would stop 
automatically. Gove nment expenditure and consequent 
sources of revenue specially revenue from taxation, which 
has arisen by almost five times the pre-war standard 
with the sources of ta nation-revenue including the classes 
of people affected fcy taxation remaining almost un¬ 
changed, therefore, nerit consideration in the above 
context. The application of the brake to the fast mov¬ 
ing Government expenditure and the consequent tax 
reliefs will help reduce the existing high costs, stimulate 
productive activity, and check the growth of unemploy¬ 
ment. In the long run the expansion of economic activity 
that will follow will i aise the Government’s tax revenue 
besides creating greater and varied potentials for 
revenue thereby more than making good the initial 
sacrifice on the part sf Government. For a country as 
large as India with a population that it holds, the 
present revenue budget of the Central Government at 
about Rs. 400 crores should be considered very insigni¬ 
ficant. This needs to be increased many times over. 
Such a development < an be possible only when the real 
wealth of the country is increased and more and more 
of purchasing power is placed in the hands of the 
country’s population i l terms of the progressive increase 
in real wealth. Cre: tion of circumstances leading to 
all these events will appear to depend upon industriali¬ 
sation, resetting agriculture and agrarian economy and 
the provision of incentives to people to work hard to 
save and to invest. 

Emphasis on efficiency and economy in State under¬ 
takings 

9. Some of the schemes of development that have 
been executed under the Five Year Plan and others 
outside the Plan executed by some States do not appear 
to give productivity and efficiency the place they deserve 
on the purely utilitarian scale. Even the blue-prints 
of these schemes are reported to be fortuitous and un- 





213 


planned. It is said that with a lesser number of gates, 
we could have accounted for the same performance and 
the whole thing could have served the purpose equally 
well in the Durgapur Project. That would have meant 
a saving of about 50 per cent, on the outlay accounted 
for heretofore in that project. The case of Chittaranjan 
was explained in the course of oral evidence by Sir 
Padampat Singhania. The number of such cases can 
be multiplied and stressed as taking place under our 
eyes despite public criticisms there.of all over India. It 
is here that a considerable lot of economy could be 
achieved. If monies were spent on these projects care¬ 
fully and with an eye on the aspect of returns that every 
pie has to account for, there would always he justifica¬ 
tion to go to the public for support. There is another 
aspect of the matter which has to be borne in mind. 

It has been observed that once efficiency in the construc¬ 
tion and conduct of undertakings is allowed to fall, it 
takes superhuman efforts to bring up efficiency and 
instil optimum econpmy in the working of these under¬ 
takings and the time taken in that process, at times, 
outstrips even the utility of the undertaking concerned. 

If the working of railways in India is viewed in this 
perspective in the last fifteen years, the truth of this 
Statement will stand out prominently. It is therefore 
recommended that all State undertakings barring a very 
few exceptions, must be run on the basis of private 
business undertakings with the freedom of action to the 
boards of these concerns and the charge to such boards 
to account for fair returns consistent with the possibility 
for these concerns to face buyers’ markets, changes in 
demand schedules and the needs of the masses at large. 

Compartmentalisation of the use of revenue 

10. Subject to the foregoing conditions with regard 
to the construction and conduct of development schemes 
in the public sector, emphasis is also laid on the fact 
that development schemes must be, as far as possible, 
compartmentalised and revenue derived from relative 
compartments in the form of both taxes and non-tax 
revenues or earnings and fees must be applied to the 
schemes of development within these compartments. If 
this is done, it is believed that tax burdens would be 
more equitable and development benefits shared by alt 
those that have paid for them. 

New sources of taxation and revenue 

11 . In the course of oral evidence before the Commis¬ 
sion it was revealed that the Governments—Central and 
Local—would lose something like Rs. 80 crores in tax 
revenues, if the recommendations of the U. P. Ad Hoc 
Committee on Taxation and the important Chambers of 
Commerce in the matter of reliefs in taxation and the 
reform of the taxation structure were accepted. On a 
careful consideration of the entire matter, tentative 
calculations reveal that if the structure ,of taxation is 
straightened and the suggested reforms are accepted, 
the shortfall in taxation revenue from the present level 
may not exceed Rs. 40 crores under any circumstance. 
In the light of the Commission’s direct query to the 
.U. P. Ad Hoc Committee on Taxation as to what concrete 
proposals for tax revenue could the Committee suggest 
,to make good any such shortfall, the entire matter was 
gone into carefully in the context of present economy, 
the difference heads and the tempo of expenditure, com¬ 
petitive claims of development programme and the limi¬ 
tations to which we are subject. It has been found 
possible to suggest certain tentative items of tax revenue 
as a result of such a consideration. When suggesting 
these items, the readiness on the part of the Commission 
to suggest, if necessary, suitable amendments to the 
Constitution of India has also been kept in view. The 
suggestions made herein should be taken only as a 
possible line of approach, the details pertaining thereto 
being leit to be worked out. 

(i) Excise duty on cement could be as high as 
Rs 22 per ton and that on steel of all kinds Rs. 20 
per ton Based on present production figures, these 
two excises should be capable of accounting for about 
Rs 0 crores in addition to what they are stipulated to 
produce at the moment. There has been considerable 
advance in building industry and in the tempo of new 
constructions all over. The imposition of this duty wil 
lead to considerable improvements in architectural and 
constructional standards with an eye on utility combined 
with economy. It cannot be denied that this will be a 
welcome achievement. This duty, high though it may 
seem, will not cast undue burden on anybody on the 
other hand improved efficiency and economy m use ot 
materials will reduce the overall costs of construction 
to an extent that, even after bearing in full the incidence 
of these duties, the beneficiaries and the users ot such 
buildings and constructions will be found t,o be more 
advantageously placed than at present. 

Mi) The tempo of building activities and the advance 
made in and the scope for building industry suggest 
openings for other constructional activities such as 
roads aublic constructions etc. which should also con¬ 
sume these two essential materials of construction with 


an eye on economy with utility. In addition to these 
constructions contributing in their own way to the 
excises stipulated above, their advances suggest new 
possibilities also. One such possibility is a levy on 
bullock carts as a central intake. The Motor Vehicles 
Taxation Enquiry Committee place the bullock carts 
using roads in India at ab.out 60 lakhs. The Indian Road 
Transport Development Association figures this out as 
near about a crore. Even assuring the figure of 60 lakhs 
as the correct conservative estimate, a tax for road 
development, at Rs. 5 per bullock cart, a central, levy, 
if necessary, after a slight change in the Constitution of 
India, can be thought of with the stipulation that this 
levy shall not interfere with land revenue adjustments 
for existing collections on behalf of local bodies. Petrol 
and Motor spirit can be made to bear still heavier 
burdens in the context of these developments in addition 
to this levy on bullock carts. Revenue from taxation 
in these levies may yield Rs. 6-5 crores to Rs. 7 crores 
in addition to revenues now derived. 

(iii) The biggest State industry is railways. By 
more efficiently operating it and by securing maximum 
economy possible in all directions this state industry can 
be made to yield better results. Since the present levels 
of Railway fares and freights are more or less com¬ 
mercial optimums increase in fares and freights as such 
cannot be recommended in a serious vein. Nevertheless 
a levy of development charges in the nature of excise 
or surcharge on ad valorem basis on tickets and railwav 
receipts may be collected and such collections to the 
last pie be canalised into railway development schemes 
without treating them as railway revenue in the course 
of business and operation of railways. This could be 
as much as 7 per cent, to 10 per cent, of the freights or 
fares paid or to be paid. Revenue from this source 
should account for about Rs. 35 crores a year. , 

(iv) There are about 7-5 crores to 8 crores houses 
in India at the moment. New housing schemes are well 
under way. While urban areas may account for a crore 
to 1-5 crore houses, rural areas may account for the 
rest. With as light modification in the Constitution, a 
central capital levy at a flat rate on each tenement can 
oe levied purely for development purposes. A levy ,of 
Rs. 5 per year per tenement excluding hamlets in rural 
areas may be considered as a feasible proposition. 

(v) A tax ranging from Rs. 5 to As. 8 per employed 
person deducted and collected at source once a year 
as a central levy may be considered. All revenues 
derived from this source must be applied to alleviate 
unemployment. 

(vi) To the extent recommendations under (ii), (iii), 
(iv) & (v) lighten Centre’s commitments on planning 
for development on the lines indicated, the pressure on 
Central and State finance will be lighter. This apart 
the taxation structure will have so evolved as may 
offer resilience in exploitation as development P^ 0- 
gress'es, industries expand and more wealth is created. 

Modifications recommended in the Indian tax system 

12. Having regard to the above views, the Indian tax 
system would seem to require modification somewhat 
on the following lines : 

A The tax system should be broadbased on different 
indirect taxes so that tax yields therefrom could be 
enlarged according to needs from time to time and 
without impeding the progress of economic development 
in relation to available resources. 

B The reliance that has, heretofore, been placed on 
direct taxes such as taxes on income as the principal 
source of Government revenue must be given up and 
useless spending and consumption including those on 
luxury and prestige levels must be discouraged by 
preventive taxation, direct and indirect. 

C. In order that the evil effects of direct taxation 
at a high level may be kept under control and check 
the following measures may be adopted. 

(i) Rates structure of taxation on income should be 
so adjusted and progressive as may be capable of en¬ 
couraging personal initiative and acting as incentive 
for the expansion of productive activities. 

(ii) The system of taxation on income and the 
mechanism administering the system should be so 
modelled as may leave appreciaWe residue of income 

i. ( , available for disposal and with the proviso tnal 
if that residue is canalised into savings and investments 
the same might enjoy adequate tax reliefs and conces¬ 
sions and if the same is canalised into personal spending 
and prestige building activities, that residue or the part 
fhereof solpent might be subjected to taxation on almost 
penal levels for sometime to come. 

Chi') Corporate profits should be enc.ouraged specially 
when such profits are not distributed by special ^educ- 
Uon in theffix on Corporate incomes so retained and 
used for further productive ends. 

28 a 
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(iv) Expenses on replacement of equipments at 
prices current, adequate grant .of depreciation allowance 
on current values of plant and machinery and liberal 
allowances for expenditure actually shown and proved 
as incurred for the purposes of earning the income 
shown should be admissible. 

D. The export-customs tariff must be sufficiently 
flexible and administratively resilient so that imposition 
or withdrawal either fully or in parts of duty on different 
exportable items should be possible with short notice 
and consistent with the procurement of reasonable profit 
for the Indian exporters and the residue of advantage 
on export transactions becoming capable of being 
shared by the Exchequer also. 


E. While the scheme of taxation on sale, purchase or 
turnover of goods shou d be a "State subject, it should 
be so rationalised as 1o conform to certain essential 
requirements in the matter of (a) uniformity, (b) it being 
least vexatious in administration, (c) its extra terri¬ 
torial jurisdiction, (d) its discriminatory effects on 
economic activities of intra-State or inter State character 
and (e) its inadmissibility of assuming the character of 
Central excise duties at any stage. 

F. Income from land as capable of paying more 
taxes may be examined in the light of International 
Monetary Fund Mission’s Survey on the subject. 



SECTION 2 


REPLIES OF ORGANISATIONS OTHER THAN 
CHAMBERS OF COMMERCE 


Note. —The full list of organisations which sent replies to the Questionnaire of the Taxation Enquiry 
Commission is given in Appendix B of Part I of this volume. 
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ANDHRA 


BHARAT KISAN SAMMELAN, NIDUPROLU (CAMP) 


Replies to the Questionnaire of 

General 

1. We agree with (a) and (b) as being the best 
objectives of a sound tax policy (that is reduction in 
inequalities of income and wealth, encouragement of 
incentives to work to save to invest). 

2. The most important criterion is whether the burden 
of tax system as a whole, as levied by all public authori¬ 
ties Panchayats, Municipal Councils State and Union 
Governments, bears equally on different sections and 
classes of our people. At present, the agricultural 
masses, especially the small-holders are made to bear 
disproportionately higher tax-burdens. 

3. On the whole, it is true to say that our present 
tax system does not conform to the principle of ability 
to pay. The burden of land revenue is based upon the 
right of the state to appropriate 50 per cent, of the net 
income irrespective of the income of our agriculturists 
while the income-tax burden does not reach that limit 
until very high income-levels are reached. The tax- 
burden’s borne by our landholding peasants are highly 
regressive. 

4. So far, the upper middle classes and richer people 
have had to pay much less than what they can be 
expected to bear and certainly less than their propor¬ 
tionate share, when the marginal utility of incomes is 
kept in mind. 

5. The answer to this is dependent so largly upon 
the manner in which the present disequilibrium in tax- 
burdens on different classes is sought to be eliminated. 

6. At present, there is a strong case for reducing the 
burden of indirect taxes ; especially of those taxes like 
Sales taxes, profession taxes which fall on the lower 
income groups. This is a matter which deserves care¬ 
ful and scientific study and which so largely depends 
upon the financial exigencies and political possibiilties. 

7. It is possible that the State may undertake both 
directly and indirectly a number of industrial and com¬ 
mercial, even agricultural enterprises and the income 
therefrom may go on swelling. Yet, it is equally possible 
that for the first ten years, these enterprises may not 
be able to yield net profits. It is also probable that 
political considerations may prevent the emergence of 
any profits and the state products may come to be sold 
on a no-profit and no-loss basis. 

8 and 9. We do not agree with the view that the 
proceeds of special or particular taxes should not be 
car-marked. On the other hand we feel strongly that 
the present land revenue and other taxes that are 
imposed on our agriculturists should be progressively 
replaced by cesses imposed to finance specific public 
activities specially intended to benefit our agriculturists 
or certain sections of them. We have in mind the 
cotton cess, oil-seeds and oils cess. 

10 and 11. This depends so largely on the political 
decisions of Governments, generally speaking it would 
be best that Government enterprises are so managed as 
to yield good enough profits, to be utilised for general 
revenues or even for specific developmental purposes. 
Therefore the price-fixation policy must be such as to 
yield good enough profits, consistently with the ability 
of the consumer to pay. 

13. The answer to this question depends upon the 
social policy of the Governments ; that is, whether it is 
intended to induce educated people to go to villages or 
to towns, to force rural people to migrate to towns, etc. 
Ordinarily urban people are able to earn more, that 
too comparatively easily and under easier conditions of 
life and better conditions of work and so, they ought to 
be made to pay more, but actually it is the rural people 
who are made to pay more. Income must be treated as 
the best _ criterion for differentiation, instead occupation 
like agriculture is wrongly taken up by Governments 
as the criterion. For the mere sin of owning some land 
as a means of employment, cultivating land as a source 
of income, a peasant is made to pay, as a kind of tax 
on employment itself. 

13. We have already said that our agriculturists are 
being discriminated against and even among them, the 
small holders owning 10 acres of wet land or 20 acres 
of dry land who form 90 per cent, of our land holders 
are made to bear too heavy a burden. 

14. Contrary to the wrong assumptions made by so 
many economists and political leaders, the economic 
weakness of the small holders and middling peasants has 
only been reduced slightly but their comparative econo- 
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mic position vis-a-vis the urban classes has not improvec 
since 1939. On the other hand, the richer peasants, th( 
urban upper middle classes and richer classes havt 
certainly benefited by war-time boom. On (he whole 
the agricultural cla: ses are not better off, comparatively 

15. It is true tlat the additional book-keeping am 
other office-equipm rnt necessitated by the sales-taxe: 
added to the financial and psychological burdens. 

16. The urban classes receive the major portion o 
the benefits of publ ic expenditure ; yet, they pay less ii 
taxes. Yet it is sc difficult to make people pay highe. 
taxes on account c f public services, except by way o 
special cesses. 

17. We are unable to provide statistical or otherwisi 
detailed evidence tut we do feel that agriculture, as ai 
industry, is weigl ed down specially heavily by th< 
present system of taxation. We urge a scientific am 
non-political enqui.-y into this question. 

18. We are not ;o certain that adequate funds can bi 
raised through ta cation for any large-scale economic 
developmental programmes. Yet, much can be done b; 
the utilisation often through voluntary means or some 
times through compulsion of much of the unused o 
under-employed or unemployed labour, during con 
venient seasons, ; or achieving many of our develop 
mental programme s (especially of small-scale) and alsi 
for the benefit of aural areas. 

19. The order cf precedence suggested in the questioj 
will be alright upto the (a) and (b) and (c). But (d 
i.e., fresh taxes should be placed next to (e) develop 
ment of non-tax revenues ; such as the utilisation o 
waste lands, Fisheries, Forest produce. 

20. So long as .ve have to depend upon private secto 
also in industries for our national development, ou 
taxation policy should be so moulded as to promote th 
incentives to in\ est, and plough savings in furthe 
development and to work, especially in the managerk 
sectors. 

21. Any concessions given in tax-levies to capita 
ploughed back in o industry, as distinguished from ta? 
levies on capital or profits earned but spent on currer 
expenditure ; similarly concessions on expenditure o 
capital-goods will go a long way to help towards capitc 
and industrial development. 

22. 33 and 24. Special and scientific studies must b 
made to examine these points. 

25. It is easy to say ‘ yes ’ to this question. But ou 
experience of the working of the controls over import; 
exports and internal distribution cautions us again; 
regulating consu nption of too many goods or at to 
many points of social life. Our long-time experienc 
of taxes on tobacco, drink has shown that though taxe 
might bring in increasing revenues, they could nc 
effectively check consumption. 

26. It is hazardous to think that tax policy is capabl 
of promoting in x measured manner the efficiency of th 
productive system. The import and export policies an 
Revenue Duties do render some effective help but it . 
not easy to measure such help or its distribution £ 
between the var ous sectors of the same industry. Th; 
is why economists favour direct subsidies and eontrolle 
assistance to produce more or less ascertainable develoj 
ment in desired directions. Anyhow these policies ai 
generally determined by Legislatures, not so much o 
the advice of ea perts as because of political exigencie 

27. Tax systam cannot be the principal engine 1 
secure any orcer of priorities in development. TI 
activities of tie Industry and Commerce Ministrie 
especially in the spheres of Import and Export policie 
supplies of raw materials, capital and transport facilitic 
and price policies can be of much greater importance. 

28 and 29. It is not easy to offer any comments c 
these points ; tl ough they sound so familiar. These a: 
also some of thx many dark corners in the realm of oi 
knowledge regarding the offects of taxation; and the 
all deserve pi.ot studies before any views can 1 
ventured even t y economists. 

,30. No. On the other hand, the present tax polie 
worsens the existing inequalities of incomes and wealt 

31. Lowering of tax-burdens (direct and indirect) c 
our agricultural classes, is one of the modificatio; 
needed. 

32. Public Expenditure for the benefit of rural masse 
poorer classes can minimise inequalities of incomes mo 
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affectively and directly than the manipulation of the tax- 
system ; other than the Land Revenue. But the lower¬ 
ing of the burden of land revenue or its complete aboli¬ 
tion can help our farmers most directly and thus help 
towards the minimising of the present inequalities 
between agricultural and non-agricultural classes. 

33. Our constitution does not permit any discrimina¬ 
tion against Foreign Capital. And it is not good policy 
also to moot such a proposition. 

34. The various tax-possibilities indicated in Article 
269 of the constitution have to be explored, not all to¬ 
gether, but only in answer to the growing needs of the 
States and in relation to the rising capacity of the 
people to pay them. For instance, (c) and. (d.) if taxes 
on railway fares and freights are to be levied, and also 
on goods and passengers carried by railway, sea or air, 
the proceeds must be ear-marked for the development 
of railway and co-ordinated road communications. 

35. We are definitely and generally opposed to the 
reimposition of sales tax, surcharges on land revenue, 
betterment levies, agricultural income-tax. 

At the same time, non-agriculturists seem to be con¬ 
sidering the details of any proposals intended to levy a 
surcharge on the land revenue to be paid by bigger land 
holders having more than 50 acres of wet land or 
100 acres of dry land, provided others owing less are to 
be definitely exempted and there is an assurance that 
Income-Tax on agricultural incomes will not be levied, 
in addition to such a surcharge. 

Betterment levies on holdings above a prescribed 
minimum area to cover only a portion, not exceeding 
50 per cent, of the cost of any project in the developed 
areas and 25 per cent, in the hitherto undeveloped areas 
and to be recovered in ten or twenty small, equal, 
annual instalments to be collected only after the first 


taneously to make the taxes less onerous and conditions 
of assessment, etc., less complicated and exempting those 
from taxes who are more numerous but who contribute 
comparatively very small portion of the tax-revenues or 
to increase the efficiency and honesty of the collection- 
staff and minimise their powers, capacity and practice 
of harassing tax-payers. This is a matter for experts 
in tax-collection and the Finance Ministry. 

38, 39. For the time being it is best not to frighten 
people with proposal for new ways of taxing our masses 
or classes, either through the State Governments or the 
Union Government. 

Export Duties. 

113 and 114. It is only in the case of such of our 
exports for which we have a practically unchallenge¬ 
able monopoly, can there be a clear case for export 
duties. Jute is one such thing. Even in that case, we 
have to be extremely careful, as the substitutes are 
growing in their importance. On the whole it is best 
not to resort to this means. In fact we lost heavily by 
imposing export duties on groundnut, linseed, etc. 

115. Yes. We must utilise the proceeds of our 
export duties entirely for the benefit and protection of 
the producers and merchants interested in the products 
paying export duties. 

116. Indeed, State trading in our exports will be 
preferable to export duties, because, the prices of our 
exports will be capable of quicker readier adjustment 
in accord with conditions of competition in foreign 
markets than export duties. It is for experts to for¬ 
mulate detail proposals for the constitution, manage¬ 
ment of the State Trading Corporation with or without 
the partnership of private enterprise either as a mono¬ 
poly concern or as a dominant cartel in the export trade. 


five years subsequent to the inauguration of any irriga¬ 
tion or drainage scheme are also being considered by 
economists, planners and urban intellectuals. 

But great caution must be bestowed by political 
leaders and economists and consideration shown to the 
actual needs and ability of the local peasants before any 
serious and detailed consideration is given to these pro¬ 
posals, i.e., surcharge on land revenue and betterment 
levies. 

Our agriculturists have suffered so much and for so 
long by the State’s neglect of their most essential need 
for irrigation and Flood control facilities, while so much 
of public revenues were being spent for the development 
of urban areas, their industries, trades, educational and 
other cultural equipments that it does not at all seem 
to be just to them that they must now be made to pay 
either in full or in part, so directly for the development 
of irrigation and Flood Control Projects and facilities 
and no wonder, they have put up such a stiff opposition 
to the Madras Government Proposals in this direction. 

Moreover the present system of land revenue is so 
regressively heavy and presses so hard on the very source 
of employment and living of our peasants that they 
cannot think of permitting a surcharge to be levied there 
upon. For too long a time, agricultural income-tax has 
been proposed by most economists and legislators also. 
But there were then the big Talukdari landlords. With 
the abolition of the Zamindari system and the growing 
distribution of land among millions of peasants in all 
the areas where formerly there were the big Zamindars 
and Talukdars, the proposal to impose agricultural 
income-tax is not likely to appear so progressive or 
attractive. 

If the present land revenue system (not excluding 
the rate) is to be replaced completely by agricultural 
income-tax, leaving atleast as big an exemption limit as 
under the usual income-tax system, 'there may be much 
to be said for it, although, it is bound to create more 
trouble to the farmers and Government in its adminis¬ 
tration. If it is to be levied on top of or in addition to 
the present land revenue duties, there is absolutely no 
justification for it and our farmers are sure to resist it 
with all their might. 

Moreover the experience of both Bihar and other 
State Governments which have imposed it, when there 
were the Zamindars was not so encouraging, even from 
the standpoint of collections. 

36. Provided there is no proposal to levy any better¬ 
ment tax, the desirability of levying a tax on unearned 
increments in value of land and other property as a 
result of public projects of development may be con¬ 
sidered. That too, subect to the condition that the sales 
of lands of small-holders having less than 10 acres of 
wet land or 20 acres of dry land are exempted, since 
such small holders are often obliged to sell a portion of 
their lands in order to liquidate their debts or to improve 
the rest of their holdings. It is also necessary to con¬ 
sider the advisability of not levying such a tax on such 
unearned values during the first five years of the special 
development. 

37. To increase revenues from existing taxes two 
means may be adopted either separately or simul¬ 


Central Excises. 

117. Betelnuts, unmanufactured tobacco, especially 
tobacco stems and rubbish ought not to have been 
included in our excisable commodities. 

118. The differential rates of duty are better. But 
those varieties of unmanufactured tobacco which are 
used mostly by the poorest ought to be exempted from 
the excise duty. The present rates on lower qualities 
of tobacco are too high ; especially on Beedi tobacco. 

120. Cottage match industry is certainly benefited by 
lower excise duty. 

121. There is great need for simplification in the 
present procedure and standing orders regarding licens- 
ing, warehousing, transport of our excisable commodities 
Many a farmer has come to grief and ruin because of 
the complicated rules, unsympathetic enforcement of 
rules and corruption in the administration. Advisory 
Councils of the producers, warehouse-owners and 
administration at District and Zonal levels are necessary 
to iron out difficulties and help the producers, traders, 
etc., to represent their genuine grievances with a greater 
chance of sympathetic hearing. 

122. Indeed, a good portion of the proceeds of the 
Excise duties, not less than 6-J per cent, ranging up to 
2o per cent, should be set apart for the benefit of the 
concerned State Governments and the producers and 
others of the concerned industry or product and that 
ear-marked sum should be shared equally between the 
state and the industry. The colossal losses sustained in 
recent years by the producers of tobacco, jute, oil-seeds 
lend strength to this demand. 

a ^ e no ^ * n f av °ur of the imposition of 

agricultural income-tax, on top of the present land 
revenue. If and when it is to be imposed, in place of 
land revenue, the _ exemption limit must be at least as 
high as what obtains in the case of income-tax. 

* 41 \ The items mentioned in this question have to be 

T-nL!" ° 4 !wr C0nS i ld 'f atl °r, ln estimating agricultural 
incomes. Additional items like (iii) (e) the periodical 
improvements needed to repair the ravages of erosion 

nri£= ty f°H-ff ss °/ fertiIit y (ii) (a) the effects of fall in 
prices of different agricultural products, any adverse turn 

consideration 1731 ^ 6 agalnst farmers . have to be given full 

(b) This idea of averaging the income over a number 
of years cannot be helpful to agriculturists It is 
necessary to be taking into full account the alterations 
that take place in the prices of agricultural to make 
peasants suffer from any bad calculations made either 
by officers or by themselves. 

142. It is impossible to venture any suggestions 
regarding the rates of this tax before we are certain 
under what circumstances these tax is to be imposed 
There cannot be any uniformity as between different 
states ; especially in regard to this tax is Rs 6 000 The 
same must be allowed to this tax too, whenever it comes 
to be imposed. The rates must be certainly lower than 
in the case of Income-tax. 

143. We are in favour of the abolition of the present 
iand revenue system, as it takes no notice of the inability 
of the small holders to bear it and as its proportionate 
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incidence has no relation to the principle of ability to 
bear. Secondly we are opposed to periodical settlements, 
whether it is once in 20 or 30 years. It is true that 
Government revenues may suffer heavily by the abolition 
of the present system. But that cannot be helped. A 
portion of this possible loss can be made up by raising 
water-rates by 12£ per cent, or by increasing the area 
under irrigation, etc. 

144, 145, 146 and 147. As we have been urging the 
need for abolishing the present system of land revenue, 
we do not propose to offer any detailed replies to these 
questions which deal with the various aspects of settle¬ 
ments and resettlements of land revenue. Nevertheless, 
so long as this land revenue assessment is continued, we 
are strongly of the view that once an assessment is 
made, there shall not be any resettlement as a whole 
except for making concessions to agriculturists in view 
of adverse changes in conditions of cultivation, prices, 
crop economy. 

149. There is no need to discriminate in regard to co¬ 
operative holdings. 

151. Since only a very small area (i) in rural areas is 
likely to be used for non-agricultural purposes, not much 
can be gained by imposing any higher duties. More¬ 
over house-sites ought to be exempted from land- 
revenue, since house-building in rural areas needs to be 
encouraged. 

152. The existing village revenue staff are over¬ 
worked and weighed down by too many duties. 

154. For purposes of land cess to provide (i and ii) 
funds for Local Boards the present system of basing it 
on land revenue, though regressive can be tolerated, 
since the conception of annual value is likely to prove 
to be elusive. 

155. (i) We are not in favour of a betterment levy 
based on the increase in the value of land, as such cal¬ 
culations are likely to be inaccurate. But we do not 
mind a surcharge on the stamp duty on the sales of 
lands, which are brought under irrigation or such other 
special improvement and whose values have gone up 
appreciately, say by more than 20 per cent. ; that too, 
only after the first five years have elapsed after making 
the improvements (ii) an irrigation rate or fee has to 
be charged for the water actually supplied. 


(iii) Small compulsory cess within the ayacut can be 
considered, whether water is utilised or not, only aftei 
the first ten years of the new development, so that dur¬ 
ing the first 10 years, it will not go against peasants 
while there after it will induce them to utilise water. 

156. The very idea underlying the proposal of absorb¬ 
ing for the State, a portion of the increase in land values 
after the completion of a developmental project is 
highly retrograde. After all such a project is under¬ 
taken not to increase the value of such lands, but as 
sources of additionaj employment income and security. 
Therefore the State ought to think in terms of absorbing 
a portion of the speculative values of lands before they 
materialise, which can happen only at the time of 
actual sales. 

If and when a portion of the realised but enhanced 
sale values of lands is collected by the state through a 
suitable surcharge (n such realised sale values, such 
proceeds ought to :>e ear-marked for the protection, 
development of the concerned projects and the people of 
those areas. 

157. The irrigation rate may include both an adequate 
charge for the water (i) supplied and an element of tax 
but on the whole, the rate ought not to be so prohibitive 
as to discourage the use of water, (ii) this rate should 
be based primarily on the area irrigated and the quantity 
of water needed by specific crops and not on crop value, 
(iii) no need to revise these rates periodically, (iv) ex¬ 
periments can be made by reducing water-rates on 
specific crops during the initial stages. 

159. Different rates or cesses have to be collected, 
depending upon thf nature of the works, perennial 
irrigation, tanks, rivulets, tube wells, etc., in relation to 
local circumstances. 

160. It is best net to have any consolidated rate of 
land revenue. 

162. We are not generally in favour of an imposition 
of a surcharge on irrigation rates based on crop values 
or sizes of holdings ; but for the purposes of financing 
projects of a local character, it is best to leave such 
matters to be decided by the society of peasants con¬ 
cerned before the State steps in with its coercive powers. 



ASSAM OIL COMPANY, LTD. 

Replies to the Questionnaire of the Taxation Enquiry Commission 

THIS MEMORANDUM is submitted by the ASSAM OIL CO., LTD., a company engaged in searching for and 
producing oil and refining, distributing and selling petroleum products in India. 


Question 6.3 : 

Should any lax concessions be given to encourage 
development of mineral resources ? 1} so, 

irhal form should they lake ? In particular, 
should depletion allowance on wasting assets 
!:e allowed? How should it be computed for 
different kinds of assets you have in view ? 

1. In our opinon tax allowances should be given to 
encourage development of mineral resources and in 
particular to those engaged in searching for and produc¬ 
ing oil. 

2. It is well known that searching for oil involves 
very heavy outlays not only in the equipment to be pro¬ 
vided, but also in connection with the stores used there¬ 
in, and the salaries and wages of the trained geologists 
and their assistants. It is also well known that out of 
many areas explored it is only in a very few that a con¬ 
cern is successful in finding oil in commercial quantities 
justifying production therefrom. 

Inasmuch as the mineral deposits, from which the 
oil produced is obtained, are of a wasting nature it is 
most strongly urged that allowances should be granted 
in calculating the assessable profits of an oil producing 
concern so as to compensate the tax-payer for this 
exhaustion. 

Finally the benefits arising to a Country from its 
indigenous oil production are too well known to require 
elaboration, 

3. The foregoing can be summarised under the 
following three main headings which are amplified in 
the succeeding paragraphs— 

(a) Allowances for Survey and Exploration includ¬ 

ing geological, geophysical and drilling expen¬ 
diture during the period of Survey and Ex¬ 
ploration 

(b) (i) Depreciation Allowances on all Capital 

assets employed in Survey and Exploration 
and 

(ii) an option in the event of closing down to 
carry depreciation allowances on both survey¬ 
ing and drilling equipment and an allowance 
for obsolescence, backwards and the right to 
offset them against previous profits. 

(c) Depletion Allowances. 

4. Survey and Exploration Expenditure [See para¬ 
graph 3 (a)]. 

The Memorandum referred to in paragraph 6 out¬ 
lines the treatment accorded to exploration expenditure 
elsewhere. In India, however, the authorities have some 
hesitation in admitting as an expense survey and 
exploration expenditure incurred by an oil producing 
company in any area before oil has been found there. 

It is the view of this Company that since it is a 
concomitant part of the activities of an oil producing 
concern to maintain its business (namely its own pro¬ 
duction of oil) it follows that all costs of exploration 
and surveying as set out in paragraph 3 (a) as well as 


drilling for oil supplies should be treated as normal 
revenue expenditure except to the extent that it repre¬ 
sents Capital equipment. 

5. Depreciation and Obsolescence Allowances [See 

paragraph 3 (b)]. 

Difficulty has been experienced in obtaining agree¬ 
ment that depreciation should be granted in connection 
with Capital Equipment utilised on surveys. The Com¬ 
pany, therefore, considers that depreciation should be 
granted in future without question on all expenditure 
on Capital equipment which is incurred and used in 
searching for oil. 

Furthermore, where an oil company ceases to pro¬ 
duce oil through the exhaustion of its mineral deposits 
an obsolescence allowance should be granted on all 
surveying, drilling and production equipment then dis¬ 
carded. A situation might well arise where the depre¬ 
ciation and obsolescence allowances in the year of 
cessation are so. extensive that they exceed profits in 
that last period and in consequence we consider that the 
loss should be carried backwards, up to a limit of, say, 
six years and set off against previous profits. 

C. Depletion Allowances [See paragraph 3 (c) [. 

The taxation legislation of other countries grants 
Depletion Allowances to oil producing concerns since 
they are engaged in the working of deposits of a wast¬ 
ing nature. The basis of these allowances vary but 
they are outlined in a memorandum headed “Oil Com¬ 
panies—Taxation Treatment ” a copy of which is en¬ 
closed. 

In the U. S. A. where there are many more oil pro¬ 
ducing enterprises and with substantially greater oil 
production, Depletion Allowances are granted of 
274 Per cent, of the gross income from the oilfield (with 
a maximum of 50 per cent, of the net income from the 
appropriate area) or an allowance is given calculated by 
reference to the actual cost of the property, whichever 
is the greater. 

In Canada the Depletion Allowance for oil concerns is 
331 per cent, of the net income from production, together 
with an exemption from taxation of up to 20 per cent, 
of the dividends paid by the Oil or Mining Companies. 
In neither case is the total allowance limited to 100 per 
cent, of cost. In the U. K., allowance is calculated by 
reference to the cost of past exploration expenditure in 
the Petroleum Province from which production is 
obtained. 

We would recommend that the depletion allowance 
should take the form of an allowance calculated on 
profits from successful production as is granted in the 
U. S. A. and Canada and that it should not be limited 
io 100 per cent, of cost. 

In this way not only would the inherent commercial 
risks and the heavy cost which form part of the busi¬ 
ness of oil production be recognised, but allowances in 
this form would encourage exploration for further in¬ 
digenous oil supplies which, where successful, would 
yield very considerable benefits to the economy of the 
country as a whole. 


Memorandum 

OIL COMPANIES—TAXATION TREATMENT 

The ESSENTIAL POINTS GOVERNING TAXATION TREATMENT IN THE U.S.A., U.K., AND CANADA 

OF EXPLORATION COSTS ARE AS FOLLOWS! 


I. Drilling Expenses : 

(1) In the U.S.A. Intangible, drilling, and develop¬ 
ment expenditure ANYWHERE is allowed as an 
EXPENSE in computing profits, and where this expen¬ 
diture exceeds oil income of the year it can be set off 
against any other income of the taxpayer, e.g., Dividends 
on Investments. Where the expenditure exceeds total 
income it can be carried forward against future income 
within the next 5 years. 

(2) In the UK. 

(a) The treatment outlined in (1) above applies to 

all such expenditure which is in the same 
geological oilfield or structure as that from 
which commercial production is being ob¬ 
tained. 

(b) Drilling expenditure not failing under (a) but 

with the same Petroleum Province as that 
from which comtnercial production is being- 
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obtained is amortised under the " Cost ” 
Depletion allowance for that Petroleum Pro¬ 
vince. 

This treatment also applies to all expenditure 
incurred in the Petroleum Province before 
commercial production is obtained. 

(c) Drilling expenditure (after 5th April 1952) out¬ 
side any such Petroleum Province is EXPEN¬ 
SED when exploration in that area is finally 
abandoned. 

Note :—For this purpose the whole of Assam/Tripura 
would (if in U.K.) constitute one Petroleum Province, 
and would come under (b) but drilling in, say, Cutch 
would be outside this Petroleum Province and would 
come under (c). 

(3) In Canada. The position here is similar to that 
in U.S.A., all Drilling costs incurred by a business 
engaged in production, refining or marketing products 
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being EXPENSED. Where this drilling expenditure plus 
geological and other exploration expenditure exceeds 
oil income it CAN NOT be set off against other current 
income, but it can be carried forward and deducted from 
future oil income without time limit. 

II. Geological and Geophysical Exploration: 

(1) In the U.S.A. Geological and geophysical ex¬ 
ploration expenditure is EXPENSED when the rights 
over the areas prospected are sold or abandoned. Where 
the area prospected is acquired or retained as a potenti¬ 
ally productive property the exploration costs form part 
of the outlay amortised under “ Cost ” Depletion. 

(2) In the U.K. This type of expenditure is divided 
into three categories :—- 

(a) that incurred in the same geological oilfield or 

structure as that from which commercial 
production is being obtained ; 

(b) (i) that not falling under (a) but within the 

same Petroleum Province from which com¬ 
mercial production is obtained ; 

(ii) that incurred in the Petroleum Province 
before any commercial production is obtained ; 

(c) that incurred in other areas outside any such 

Petroleum Province. 

Category (a) is EXPENSED when incurred as 
in I. (2) (a) whilst (b) is amortised under the 
“ Cost ” Depletion allowance for the Petro¬ 
leum Province. Expenditure under (c) after 
5th April 1952 is EXPENSED when explora¬ 
tion in that area is finally abandoned. 

(3) In Canada. All this type of expenditure is 
EXPENSED where incurred by a business engaged in 
production, refining or marketing petroleum products. 
(See I. (3) above.) 

III. Depletion Allowances: 

(1) In the U.S.A. There are two annual alternative 
forms of allowance for each mineral property (corres¬ 
ponding roughly to “ geological field or structure ”), 

EITHER 

(a) A “ percentage ” allowance based exclusively 
on proceeds of oil from the mineral property of 
27£ per cent, of value of crude oil at well 
head with maximum of 50 per cent, net 
income from crude oil, i.e., value at well head 
less— 

(i) Drilling costs of that property ; 

(ii) Share of general overheads ; 

(iii) Depreciation on production equipment 
but NOT deducting any Drilling costs in other 


areas or a ly geological outlays in abandoned 
areas. 

OR 

(6) A “cost” allowance of that part of the past 
expenditure on the property not otherwise 
allowed for taxation, obtained by applying to 
the unallowed outlays the following fraction :- 
oroduction units of the accounting year 
total estimated future production units from 
mineral property at commencement of the 
accounting year. 

Note : —Where the “ percentage ” allowance is 
claimed for any year then the allowance granted is 
deducted from the balance remaining to be amortised 
under “ cost ” allowances, but when these outlays have 
been fully amortise 1 the “percentage” allowance can 
stiil be claimed. 

(2) In the U.K. A “ cost ” depletion allowance is 
granted in respect cf Drilling, Geological and Geophysi¬ 
cal Expenditure in the same Petroleum Province from 
which commercial production is being obtained. The 
amount expensed each year is obtained by applying to 
the unallowed outlays the greater of the two following 
fractions :— 

production of the accounting year 

(i) total estimated future production from the 
Petroleum Province at commencement of the 
accountir g year. 

or (ii) l/20th. 

(3) In Canada. A percentage depletion form of 
allowance is granted. This consists of 33J per cent, of 
the net profits reasonably attributed to the production 
(as distinct from refining and marketing) of oil or gas. 

IV. General Note::: 

In Canada then' are two further special allowances 

(1) A percentage of the dividends paid by an 

operating Oil Company is exempt from 
Income Tax payable thereon by the recipient. 

The exemption varies 

from 10 per cent, where income from Mining 
production is between 25 per cent, and 
50 per cent, of total income of Company 
to 20 p :r cent, where income from Mining 
production is more than 75 per cent. 

(2) A Special Tax Credit of 30 per cent, of expen¬ 

diture (Excluding Geological or Geophysical 
outlays) incurred on drilling deep test wells 
specifically approved by Ministry of Mines 
where drilling is unsuccessful. 

Note. —This allowance is additional to the Company 
treating the whole outlays as an EXPENSE. 


Supplemental Memorandum of the Assam Oil Company Ltd. 


L This Supplemental Memorandum has been pre¬ 
pared in response to a request by the Chairman at the 
meeting with the Commission which the representatives 
of the Company attended in Calcutta on Thursday, the 
11th March, 1954. At the close of that meeting Dr. John 
Matthai asked the representatives to lodge with the 
Commission the Company’s detailed proposals in regard 
to the treatment for taxation purposes of the various 
matters discussed at the meeting, suitable for the Oil 
Mining Industry in India. 

2. It is the considered view of this Company that in 
computing the taxable profits of a business engaged in 
the production of oil or natural gas in India the taxpayer 
should be entitled to deduct additionally to expenses and 
depreciation at present admitted by the Central Board 
of Revenue. 

A. In respect of prospecting expenditure 

(a) all intangible outlays (e.g., salaries, wages, con¬ 

sumable stores, etc.) incurred in searching, 
exploring and drilling for further possible 
supplies of oil or gas, and 

(b) an allowance for depreciation of all buildings, 

plant and equipment used in connection with 
such searching, exploration and drilling at 
rates to be agreed with the Central Board of 
Revenue based on the useful life of such 
buildings, plant and equipment. 

Notes :—(i) We are primarily considering the normal 
position where the enterprise is actually producing oil 
such as occurs in our own case. Any capital expendi¬ 
ture on tangible assets, or rights other than the build¬ 
ings, plant and equipment mentioned in (b), e.g., the 
capital cost of concessions or of any mining or leasehold 
rights, etc., would not be deducted in computing pro¬ 
fits but would be included in the expenditure ranking 
for amortisation under the optional Cost Depletion 
Allowance described below, 


(ii) In the case of an enterprise which had not found 
oil and thus had rever yet become a producing company 
the intangible prospecting expenditure and the depre¬ 
ciation on prospecting equipment would form part of 
the expenditure ranking for Cost Depletion Allowance. 
During this perioc, however an option should be granted 
such that where tie prospecting rights to any area were 
abandoned then that part of the intangible outlays, etc., 
which related to hat abandoned area could, at the tax¬ 
payer’s option, be deducted in computing the profits 
from any other form of income from dealings in oil in 
the year of abandonment, the expenditure being ipso 
jacto excluded irom ranking for the Cost Depletion 
Allowance. When, however, the enterprise found oil 
and became a producing oil concern, the treatment out¬ 
lined in (a) and (b) above would be followed. 

B. To compensate for the wasting nature of the 
deposits of oil or gas and to encourage the hazardous 
and heavy expenditure incurred in prospecting there¬ 
for—the producing oil concern should be given in every 
year the alternat.ve of 
EITHER 

(1) A Percentage Depletion Allowance equal to not 
less than 25 per cent, of the value at the Well¬ 
head cf the crude oil or natural gas actually 
produced (as determined for purposes of 
Government Royalty) limited however to a 
maximum of 50 per cent, of the net profits 
attributable to the production of the oil or 
gas. 

Note •—The allowance thus represents an incentive 
based directly on the value of the indigenous, oil pro¬ 
duced, exempting part of that value from taxation since 
it is ’derived fiom a wasting asset. The overriding 
maximum limits the allowance to one-half of the excess 
of the value at the Well-head of the crude oil or gas 
over the cost o: production, exclusive of the cost of 
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prospecting and drilling lor further supplies in other 
areas. 

OR 

(2) A Cost Depletion Allowance equal to that part 
of the balance of any tangible or intangible 
expenditure not otherwise allowed for taxa¬ 
tion which the total units of oil or gas sold 
during the accountng year bears to the total 
estimated units of oil or gas likely to, be 
obtained from the mineral deposits being 
worked calculated at the beginning of that 
year. 

Notes:—( i) The tangible and intangible expenditure 
ranking for this Cost Depletion allowance would initially 
consist of 

(«) Intangible prospecting expenditure and depre¬ 
ciation on equipment applicable to the periods 
before any commercial production com¬ 
menced—less any part thereof allowed for 
taxation under the optional claim for aban¬ 
doned areas. See Note (ii) under A above. 

(b) All Capital expenditure on tangible assets and 
rights for which no depreciation has been 
allowed or is available—whether incurred 
before or after commercial production was 
commenced. 

The total expenditure would gradually be 
amortised as outlined in Note (iii) below. 

(ii) The option under (2) would enable an enterprise 
which incurred heavy prospecting expenditure and then 
found only a small quantity of oil to deduct annually 
the correct proportionate part of such outlays in com¬ 
puting its taxable profits, 

(iii) In every year after commercial production 
started the actual allowance granted or the notional 
allowance due (if the option under (2) was not exercis¬ 
ed) would be deducted from the residue of expenditure 
ranking for allowance to arrive at the balance carried 
forward for subsequent amortisation. 

3. (a) The Company’s representatives were requested 
in this Supplemental Memorandum to furnish evidence 
in support, or otherwise justify the rates and basis of 
any depletion allowance they recommended. Whilst it 
will be be appreciated from the information contained 
in Appendices I and II that the governing factors are 
such as to render the mathematical justification of any 
rate impossible, two aspects have an important bearing 
on the considerations of the rate and basis to be adopted. 

One is that any oil produced is the realisation of 
part of a wasting asset, and the second is that the 
geographical location, or the geological situation of oil 
can materially affect the costs of production, and there¬ 
fore, the rate of profits to be derived in relation to 
volumes handled. 

(b) It is submitted that the experience of Govern¬ 
ments and the Industry in other countries where 
indigenous production of oil is a flourishing business do 
furnish indications as to what is a reasonable rate. 
The United States of America and Canada are both 
countries with substantial industrial and agricultural 
activity as well as having a large indigenous oil pro¬ 
duction, and the last mentioned could not have been 
achieved without the taxation treatment of prospecting 
expenditude and granting of the incentives outlined in 
this, and the original Memorandum submitted by our 
Company. 

4. (a) In the United States the percentage depletion 
allowance is calculated at 271 per cent, of the value of 


the crude oil at the Well-head (ignoring the costs of 
production), but this allowance is limited to an amount 
equal to 50 per cent, of the production profit ascertained 
by deducting from the Well-head value the costs of pro¬ 
duction, exclusive of prospecting expenditure in other 
areas. 

(b) In Canada the depletion allowance is calculated 
at 33J per cent, of the net profits reasonably attribut¬ 
able to the production of oil or gas. 

(c) From the point of view of the oil industry, the 
American method has the merit that the allowance is 
primarily based on the quantity and quality of in¬ 
digenous oil actually produced irrespective of the cost 
of production. Clearly such a basis is more likely to 
attract the appropriate risk capital and from the 
Government’s standpoint has the definite advantages of 
linking the maximum allowance to indigenous oil actually 
produced. 

It is clear that the Governments of these two 
countries have recognised the hazards involved in 
searching for oil, and that any oil deposits found were a 
wasting asset, and were convinced that the rates of 
Depletion Allowances granted provided an appropriate 
incentive to attract capital to develop a thriving indi¬ 
genous industry. 

It may be added that the Depletion Allowances are 
granted in the U.S.A. to other extractive industries but 
these are all at lower rates. The following (which is 
not an exhaustive list) shows the present rates of 
Depletion Allowances granted to other industries :— 

Percentage of gross In- Extractive industry 

come allowed for De¬ 
pletion. 

5% . . Sand ; Gravel ; Clay ; Granite ; 

Marble 

10% . . Coal; Asbestos 

15% . . All Metal Mines ; China clay; 

Phosphate rock ; Potash 
23% . . Sulphur 

The above percentages accord closely to the geological 
hazards and risks of the relative industries, and establish 
that oil is recognised as entailing' the greatest risks of 
all. 

The geological risks in India are no less than in 
Canada and U.S.A. whilst the need for indigenous pro¬ 
duction in India is more clamant, and unless adequate 
incentives are provided it is unlikely that capital will 
be attracted. Moreover the geographical position of 
India entails much higher outlays for prospecting opera¬ 
tions due to the costs of bringing the specialised equip¬ 
ment and stores from overseas and the necessity of 
maintaining larger stocks thereof. 

There is set out in Appendix I a description of the 
type of Prospecting Expenditure incurred by an oil 
producing concern and the marked contrast between 
prospecting for oil and other minerals. This Appendix 
also contains the grounds for the Company’s proposals 
and the reasons against amortisation of Prospecting 
expenditure. 

Appendix II deals with Depletion Allowances, out¬ 
lining the grounds for granting this incentive and that 
it should apply to the whole Industry. 

During the course of the Meeting with the Commis¬ 
sion a discussion arose on the taxation treatment in 
America of Intangible Drilling Costs and their relation 
to the Cost Depletion Allowance available in that 
country. Appendix III contains some notes on this 
matter together with a simplified example. 


APPENDIX I 
Prospecting Expenditure 

1. It should be made quite clear at _ the outset that miles in which oil may ultimately be found relatively 

prospecting expenditure in the oil industry differs far greater than the areas that have to be surveyed in 

markedly from prospecting expenditure incurred in any prospecting for any other mineral. Moreover even if 

other industry engaged in extracting minerals such as oil should be found, there is no certainty that its situa- 

copper, coal, iron ore, manganese, etc. In the case of tion geologically, or the quantity found will permit or 

o.her extraction industries the geological possibilities of justify commercial production. Finally the reserves of 

an , y , ar ® a are muc h more readily ascertainable so that other minerals are throughout extraction capable of 

relatively smaller expenditure is incurred before extrac- more accurate assessment than is normally ever possible 

ti°n can begin, and the certainty of finding the mineral in the case of oil. 

concerned in commercial quantities is much higher. „ .... , , . , ,. „ ,, . , ,, . 

The difference arises partly from the fact that a solid 2 - Althou S h the subject matter of this, and the two 

mineral, once formed, stays where it is whilst oil following paragraphs were discussed at the Meeting, 

migrates from its place of origin for distances measur- members of the Commission may wish to have before 

able in miles until it becomes trapped in some suitable them a shor1; description of the nature of the prospect- 

geological formation. It is also due partly to the fact J ng expenditure incurred by an oil Company. This falls 

that other minerals are worked mostly from, or within lnto two distinct Parts 

a few hundred feet of the surface, and only exceptionally (b) The test drilling for possible deposits of oil at 

at greater depths. The search for oil is by contrast the localised sites. 

search for a mobile substance which may be 10,000 feet (b) The test drilling for possible deposits of oil at 

oeneath the surface with absoluetly no surface evidence localised sites. 

° the pro . spe f tor ' _ 3. The geological and geophysical search represents 

Furthermore in the case of oil the areas needing care- the collection of data by various forms of survey to 

ful survey are enormously greater than the few square enable a geological map to be compiled of the manner 

29 a 
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in which the rock strata below the surface over the wide 
area is built up with a view to ascertaining whether it 
contains places where the structure is in such a form as 
may possibly contain oil. There can be no certainty 
that when the data have been compiled they will show 
that suitable formations exist below the surface justify¬ 
ing the drilling of test wells, and indeed very many 
individual surveys lead to the result that there is no 
objective for drilling. In such a case the survey work, 
which is expensive, yields no return whatsoever. Thus 
there is no relationship between the amount of expendi¬ 
ture incurred on geophysical searches and the certainty 
that oil will be found, and as already stated, the surveys 
are expensive and extend over very large areas. 

4. When, however, the data collected show that 
possible formations exist justifying the drilling of test 
wells such expenditure is then incurred at these sites, 
again with no certainty that the drilling will result in 
finding' any oil, or oil in quantities and conditions in 
which it can be commercially workable. 

In certain rock formations a well drilled within, say 
500 yards of a successful well, may be “dry ” or fail to 
produce oil in commercial quantities. 

Experience in the United States where so much oil 
has been found shows that 88 9 per cent, of exploratory 
wells are complete failures ; 9-0 per cent, find some oil 
but nothing of commercial value ; leaving only 21 per 
cent, for fields which are commercially workable, of 
which at least three quarters are however minor fields 
which do little more than pay for the cost of discovery. 
This means that in America onlv one well in 50 finds a 
workable oilfield and only one well in 200 or 250 finds 
a fairly large oilfield. These figures are taken from a 
paper by the wellknown U. S. A. geologist. F. II. Lahee 
published in the Bulletin of the American Association 
of Petroleum Geologists for June, 1953, vol. 37, No. 0, 
pages 1193 to 1210. 

The U.S.A. discovery rate may be taken as representa¬ 
tive of the conditions in most of the World including 
India, but it should be added that the Persian Gulf 
area is an important exception. The success ratio in 
that region has so far been much more favourable to 
the prospector and the geological evidence points to vast 
reserves of Middle East oil being available for produc¬ 
tion. This factor may tend to operate as a potential 
deterrent to prospecting in India and other areas. 


The conclusion tj be drawn is that if allowance is 
made for the discovery of both oil and gas, it is a fair 
presumption that 1 well in 30 will on the average find 
an oilfield or a gasfield which is workable (although 
more often than not the field is but a small one). Thus, 
even in a country like America with a long history of 
oilfield development and wealth of experience, the odds 
are heavily against a test well being successful. 

5. The foregoing establishes the absence of any 
relationship between the amount of exploration expen¬ 
diture and the discovery of oil which contrasts markedly 
with the position in any other extractive industry. Such 
expenditure, however, represents the search for the raw 
materials of the Company’s business. Normally where 
expenditure is incurred, after a business has commenced, 
in seeking and obta.ning stocks of raw materials, such 
outlays are a proper deduction in computing profits 
even if they should involve a comprehensive organisa¬ 
tion for the purpose. The Company, therefore con¬ 
siders that, as these outlays are dearly expended in the 
normal course of its trade, the case for treating all such 
intangible expenditure as a revenue expense, as and 
when incurred, is o\ erwhelming. 

By the same principles depreciation is properly and 
clearly allowable on the capital equipment used in con¬ 
nection with the searching and drilling for further 
supplies of the Company’s raw material. 

6. It was suggested during the discussion with the 
Commission that prospecting expenditure of a producing 
concern might be amortised either over a certain period 
of years or over the period of production. The pre¬ 
vious paragraphs, however, show clearly that with no 
certainty that such expenditure will find oil it would 
be unreasonable, and in fact be a disincentive for the 
amortisation to be given over a period of production 
which may never materialise. Nor is amortisation over 
a period of years considered reasonable in the case of 
the oil industry havi ig regard to the nature of the out¬ 
lays. The prospectir g expenditure would appear to be 
analogous to Scienti ic Research (vide Section 10 (xii) 
and (xiv) of the Inc ime Tax Act) and since the intan¬ 
gible outlays claimed do not include any capital equip¬ 
ment or rights they should be treated as an expense as 
and when incurred, :he capital equipment being depre¬ 
ciated as already mentioned. 


1. It is recognised that, if the taxation treatment of 
prospecting expenditure outlined above is accorded, the 
granting of a percentage depletion allowance represents 
largely a taxation incentive. 

2. The grounds for the granting of such an incentive 
are :— 

(a) The prosperity and well-being of any nation and 

the ability of such a nation to strengthen its 
economy and maintain or raise the living 
standards of its population can be very largely 
affected by the successful and continuous 
development of its natural resources. 

(b) Owing to the importance of pertroleum pro¬ 

ducts in world trade, the development of any 
crude oil or natural gas forming part of its 
own natural resources can form a very 
important factor towards the improvement of 
a country’s economy. 

(c) Oil, however, has not only to be discovered but 

having been discovered, has to be extracted 
from the earth. The searching for and find¬ 
ing of oil involves much heavier and more 
hazardous expenditure than for any other 
natural resource. As even on test drilling 
alone there is about one chance in thirty of 
finding oil or gas in commercial quantities, it 
loiiows that the large sums of money neces¬ 
sary will only be obtained by attracting new 
capital or by encouraging the application of 
piont s from existing indigenous production to 
this end. 

(d) Even when an oilfield is discovered, whatever 

the extent of the deposits, production difficul¬ 
ties can be encountered curtailing the period 
of commercial operation such that the money 
spent on prospecting may not even be 
recouped. The Badarpur oilfield in Assam 
was worked for 18 years until it was 
exhausted, but no profit was made. 

(c) Because the risks involved in this search are so 
substantial it is obviously in a country’s 
interest to attract capital and encourage the 
application of profits within the industry to 
further prospecting. Experience does not 
snow that the allowance of prospecting ex¬ 
penditure as a deduction in computing tax¬ 
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able profit:, is of itself sufficient to encourage 
the substantial expenditure necessary if the 
potential benefits outlined in (a) above are 
to be achieved. It is only by creating fiscal 
conditions in which those bearing the risks of 
searching 3or oil will be entitled to a return 
after taxation adequate for their investment 
that is achieved. With present high rates of 
taxation this can be made possible by grant¬ 
ing of special allowances free of tax to the 
oil industiy. Otherwise overseas oil com¬ 
panies wil tend to invest their capital, or 
apply their profits in prospecting in those 
countries where additional incentives are 
granted, limiting investment in India to Re- 
hneries and Distribution assets to handle 
imported o 1 products. 

()) The Governments of other countries, notably 
the United States of America and Canada 
(which together produce 53 per cent, of the 
worlds production) recognising the enor¬ 
mous advantages to be gained from a thriving 
indigenous oil industry and also the desir¬ 
ability of encouraging the expenditures neces¬ 
sary to ach eve such a position have by vary- 
lr ' g ',, 1 T lethods accorded appropriate treatment 
of this expenditure and have granted definite 
incentive allowances for taxation purposes. 

3. The foregoing shows that the depletion incentives 
are claimed partly on account of the wasting nature of' 
any oil found, and partly on account of the heavy and 
hazardous expenditure in searching for oil. 

Clearly therefore tie taxation incentives for the oil 
industry should be tlm same for all concerns, all areas 
and all production. The hazards of prospecting for oil 
are such that there caa be no. finality in any assessment 
of the position for any area. Differentiation could 
result in encouraging t xploration in areas where no com¬ 
mercial oil may actually exist at the expense of other 
a M e £ ? i L where undiscovered oil may actually lie or of 
oilfields requiring development. Regard must be had 
not only to the possibilities of discovering commercial 
oil m an area but to the cost of discovering, producing 
and of transporting to the nearest available market any 
K 1 i+i^ nd ’ the . s e c ?s t; - vary widely and unpredictably 
between one oil field and another and a system which 
could result m the grant of depletion allowance to a 
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cheap oilfield whilst denying it to a costly one would 
clearly be unsound. Again the granting of such allow¬ 
ances to one oilfield and not to another may encourage 
the taking of a higher production from the one at the 
expense of the other ; an established oilfield might be 
abandoned earlier if it did not receive the allowances. 


Differentiation could thus result in the loss of avail¬ 
able oil resources. Any suggestion of discrimination 
between competitive interests in the industry has been 
avoided in the U.S.A. and Canada and here again it is 
felt that the methods and successful experience in those 
countries provide the surest guide to sound practice. 


APPENDIX III 

Taxation—Treatment in America 


1. During the course of the discussion reference was 
made to the taxation treatment in America of Intan¬ 
gible Drilling and Development costs and their relation 
to Cost Depletion Allowances. The following notes and 
example as to the position in America may be of 
assistance to the Commission. 

A. Depletion Allowances 

(1) The taxpayer has the option in any year to 

select either 

(a) the Percentage Depletion Allowance or 

(b) the Cost Depletion Allowance 
for each mineral property. 

(2) The Percentage and Cost Depletion Allowances 

were described in detail in Section III of the 
original Memorandum submitted to the Com¬ 
mission. The Percentage Allowance has again 
been described in paragraph 4(«) of this 
Supplemental Memorandum, whilst the Cost 
Depletion Allowance represents an allowance 
lor that part of any expenditure on the pro¬ 
perty charged to capital account which has 
not otherwise been allowed for taxation. 
The annual allowance is calculated by apply¬ 
ing to the unallowed outlays the fraction 
which the units of production sold in the 
accounting year bears to the total units of 
production estimated from the mineral pro¬ 
perly as at the commencement of the account¬ 
ing year. 

(3) Where he selects the Percentage Depletion 

Allowance, i.e., (1) (a) above, the Cost 

Depletion Allowance that would be available 
to him for that year is deducted from the 
residual balance of expenditure to be allowed 
under (1) (b) in subsequent years. 

(4) Where the residual balance under (1) (b) is 

exhausted so that no further Cost Depletion 
Allowance is due the taxpayer can still con¬ 
tinue to claim Percentage Depletion Allow¬ 
ance. 

B. Intangible Drilling and Development Costs 

(1) These consist of such outlays as: wages, fuel, 

repairs, hauling supplies, etc., incidental or 
necessary for drilling wells or preparing wells 
or preparing wells for production, including 
clearing of ground, draining, road making 
and surveying. 

(2) The taxpayer can elect to deduct this expendi¬ 

ture as an expense in computing his profits 
in the year in which it is incurred, or, alter¬ 
natively, he can charge it to Capital Account 
along with any other capital outlays spent 
on the mineral property when the expendi¬ 
ture is amortised under the Cost Depletion 
Allowance. 

This option, however, is not an annual one and 
the first election is binding for all subsequent 
years. 

(3) If the taxpayer elects to charge the expendi¬ 

ture to Capital Account he has an additional 
option available, namely, that he may treat 
the intangible Drilling and Development costs 
of any non-productive oilwell as an expense 
in the year when the well is completed. 

If this further option is exercised it is binding 
for all subsequent years. 

The optional treatment to charge Intangible Drilling 
and Development Costs to Capital Account is quite 
independent of the Percentage Depletion Allowance 
option. Thus a U. S. taxpayer who has elected to deduct 
this expenditure in computing his taxable income can in 
any year also obtain the Percentage Depletion Allow¬ 
ance upon crude oil produced and sold. This is the 


normal procedure where the taxpayer has income to 
absorb both claims. 

Where however, the taxpayer has either no, or 
insufficient income to cover such claims he may well 
elect to charge the Intangible Drilling and Development 
Costs to capital, and so amortise them over a number of 
years through his Cost Depletion Allowances. It will 
be borne in mind that the taxation benefit from any 
Loss which is created through claiming the Intangible 
Drilling outlays as an expense is only available for 
5 years from the date when the loss was sustained. 

2. The following simplified example may outline the 
position more clearly— 

Assume (1) (a) The taxpayer has electei to treat 
all Intangible Drilling and Development Costs 
as Revenue Expenditure. 

(b) The unamortised balance of Capital Costs of the 
Mineral Property are $50,000. 

(2) (n) His proceeds from the sale of the Refined 

Oil Products for the year were $150,000 

(b) The value at which the relative 
crude oil would have been sold 
as crude at the oil field to be 

< 6 ( 10 , 01)0 

(c) The amount of oil produced dur¬ 
ing the year to be . 10,000 units. 

(d) The total potential production 

from the mineral property esti¬ 
mated at the beginning of the 
year to be . . 100,000 units. 

(3) The production Expenditure and In¬ 

tangible Drilling and Development. 

Costs of the Mineral Property (in¬ 
cluding Depreciation on Equip¬ 
ment) .$30,000 

(4) The Intangible Expenditure 

on Prospecting and Test 
Drilling in other areas 
(including depreciation on 



Equipment) 

20,000 


(5) 

Expenditure on Refining and 
Marketing (including De¬ 
preciation) 

30,000 


«5) 

General Expenses & Over¬ 
heads . 

15,000 

95,000 


Gross taxable profit 


$55,000 


Depletion Allowances 

Either (A) Cost Depletion Allowance 

10,000 (Units produced) (2) (c) 

100,000 (total estimated production 
(2) (d) of $50,000 (residual 

balance of capital costs of Mine¬ 
ral Property, etc. (1) (b) ) 

= $5,000 


or (B) Percentage Depletion Allowance— 

00 271% on value of Crude (2 )(h) 

$1)0,000$ 10,500') 

(h) Production ! 

Expenses (3) ... §30,005 I 

Proportion of I 

(leneral Expenses c U,2,»0 

(0) nay 1 ... 7,500 57,500 

50% of net Profit. $22,500 11,250^ 

Met, Taxable profit ... $ 43,750 



THE AHMEDABAD MILLOWNERS’ ASSOCIATION, BOMBAY 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I—THE TAX SYSTEM 

GENERAL. 

Question 1. 

In a country with a low national income, the supreme 
objective of economic policy should be to effect a rapid 
rate of economic development. Naturally the tax policy 
also should be tuned to this general objective. In the 
democratic frame-work of a mixed economy, rapid 
development can be achieved only through maximum 
incentives to private savings and investment and to 
private enterprise. The public sector is only comple¬ 
mentary to the private sector and should assume 
responsibility only in those spheres which are beyond 
the scope of private enterprise even after the provision 
of maximum opportunities. Therefore, among the four 
objectives stated in the question, viz., (a) reduction of 
inequalities of income and wealth, (b) encouragement 
of incentives to work, to save and to invest, (c) counter¬ 
ing of inflationary and deflationary tendencies and 
\d) maintenance of the external balance of the country, 
the objective (b) is of primary importance in an under¬ 
developed country. The other objectives are only 
incidental to this. 

While the social injustice caused by income and 
wealth inequalities should not be lost sight oi, it is 
equally important to realise that any equalization of 
income in an underdeveloped country merely results in 
increased consumption and thereby further reduced the 
volume of saving which is already low. Any such policy 
would hamper capital formation and make the nation 
poorer. 

Tax Policy should not be the major instrument of 
countering inflationary tendencies. In an under-develop¬ 
ed country, any developmental spending is bound _ to 
create inflationary pressures on certain markets which 
are faced with real shortages. Taxation as a means of 
countering this would be undesirable since it would 
destroy the incentive to develop. What is desirable in 
such cases is judicious and selective controls. 

In times of deflation, however, to the extent that 
this tendency is aggravated by taxation, tax reliefs arid 
tax withdrawals would be highly effective in checking 
such a tendency. 

Maintenance of the externai balance of an economy, 
though by itself an important problem, can only be a 
minor objective of tax policy. Quantitative trade con¬ 
trols and exchange control are deemed to be the appro¬ 
priate and effective devices tc maintain the external 
balance. 

In the light of the above discussion, the urgent need 
for modification of the Indian tax system becomes 
apparent. In the Five Year Plan of India, only 8 per¬ 
cent. of the total public outlay is denoted to the 
industrial sector and the task of industrialisation is pre¬ 
dominantly left to private enterprise. It is, however, 
evident that the private enterprise has so far not been 
able to contribute its mite fully in this direction. This 
is to a large extent due to the unhelpful Government 
policy. In our opinion, the private sectors can accept 
the above responsibility only if proper incentives are 
created. The important modifications in the tax system 
necessary for this purpose are: — 

(i) Relief in the rates of personal income taxation, 

specially at higher levels of income, since they 
are acting as a deterrent on work, saving and 
investment. 

(ii) Reduction in corporate taxation particularly 

with regard to taxation of undistributed 
profits, with a view to encouraging corporate 
savings and investment. 

(iii) In respect of plant and machinery installed by 
a Company particularly prior to 1948, revalua¬ 
tion should be permitted so as to assess the 
correct replacement value and additional 
depreciation should be permitted on the basis 
of this revised valuation so as to create a 
reserve fund on the basis of our reply to 
Question til. 

Questions 2 and 3 

The concept of equity of a tax system refers to the 
distribution of the tax burden among the various 
sections inside a country. The idea is that the tax 
burden should be distributed in an equitable manner 
among the different groups, that the rich should pay 
more than the poor. The concept of equity, however, 
comes into its own only in highly developed economies. 
In under-developed countries aiming at high rate of 


development it is difficult to reconcile this objective with 
the ideals of equity. For if the higher income groups 
are given tree incenth e to expand production and the 
lower income groups contribute their mite, the size of 
national income goes on enlarging and there is more 
tor every one. Unequal distribution of riches is definite¬ 
ly more desirable than equal distribution of poverty. 
But this does not meat, that there should be no balance 
in the distribution of burden. The point to note is that 
the higher income groups should not be unduly taxed 
just to satisfy the ethical ideals of equity. 

With regard to the Indian tax system it is difficult 
to arrive at any preci ;e statement in the absence of a 
thorough study of the incidence of taxation on the various 
groups inside the country. But one can confidently state 
that direct taxation forms a larger percentage of the 
total taxation than before and the progression is also 
unduly steep. For instance while in 1938-39, income 
Profit taxes constituted 11 per cent, of the total in 
1J49-50 it was as much as 24 per cent. Equity is being 
enforced beyond the reasonable degree. Again, the 
distribution of the ta>. burden between the urban and 
rural groups is by no means equitable. While the urban 
sections are taxed sometimes beyond their ability, the 
rural area is very lightly touched. There is, therefore, 
need for taxation of agricultural income to repair this 
injustice. Further, unless the rate of progression is 
scaled down and the reliance on direct taxes reduced 
it would be extremely difficult for private enterprise 
to play their role in the development of the country. 
Questions 4 6, and 6 

Taxable capacity i; a term which has been subjected 
o varied interpretations and therefore any comment on 
the taxable capacity cf a society has to be prefaced by 
the exact meaning we assign to the term. It would be 
u ' haweve ; r > we tackle the pragmatic question 
whether there is scope for additional taxation in this 
country. 

It is no doubt a fact that the proportion of tax 
revenue to national income is low in India. But that is 
lec-ause the country .s poor. The proportion depends, 
among other tilings o i the economic structure, lax con¬ 
sciousness and the quality of the administrative 
personne . A predominantly agricultural country with 
inadequate development of market mechanism cannot 
provide ready sources of taxation. Moreover, a sizable 
pui\ ol tax proceeds in advanced countries accrues from 
oieign trade. But foreign trade accounts for a very 
small part of India's lational income. 

A major source of taxation which has not so far been 
w? tt T, the agr cultural sector. With the World 
War II and thereafter, there has been a phenomenal rise 
in farm incomes. At present with the existing rates of 
land revenue this sector is only very lightly touched. 

agricuTturaUncnme 6 " ^ ^ ^ leVying taX6S ° n 

There is at present a disproportionate reliance on 
i„ ir 1SL ta , X n atMn i n Tr country - As already pointed out, 

iSnlictt? 0, r n ? y 24 per cent of the total tax proceeds 
consisted of taxes on profit and income while an over¬ 
whelming majority if the population are below the 
exemption level. In a developing economy this is 
extremely undesirable. Unless substantial relief is given 
in taxation of profits and income, there is no likelihood 
ot any drive on the part of the private sector. 

... Jt is extremely important to realise that in a country 
„ , la > with a pc pulation of 360 millions, the most 
r. maul source of revenue is indirect taxation. Taxes on 
commodities and service, however small they are, yield 
enormous revenue because of the huge turnover. There 
is a strong case fo- reducing the reliance on direct 
taxation and increasing the reliance on indirect taxation 
in our country, from the point of view of incentives to 
yield* 6 eiAer P r * se ’ as well as from the point of view of 

Sales taxation or primary commodities and manu¬ 
factured goods coir prising necessaries should not be 
carried too far. In fact in some States, it is already 
too high. But there is certainly scope for taxation of 
public utilities such ; s supply of water, electricity, trans¬ 
port, entertainment etc., which have an inelastic 
demand. Though such taxes are regressive in character 
and therefore unjust, in the long run these adverse 
effects would be more than outweighed by positive 
benefits. There is of course quite a strong case for heavy 
taxation of luxury consumption such as automobiles, 
frigidaires, radios, etc. 

Question 7 

The answer to this question depends upon the future 
policy towards nati jnalisation of the Centre and the 
States. The present size of the nationalised sector is 
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fairly small. And the avowed policy of the Govern¬ 
ment so far has been to nationalise only the key and 
strategic enterprises and those undertakings which are 
beyond the competence of the private sector and yet 
occupy a vital place in the economy, such as hydro¬ 
electric power generation. Such enterprises, have a case 
to be subsidised rather than turned into revenue gather¬ 
ers in the broader social interest. Hence there is no 
likelihood of non-tax revenues being substantial in the 
near future. 

Questions 8 and 9 

Taxes, by definition, are different from receipts that 
conform to quid pro quo. The principles that guide 
taxation have little to do with principles that govern 
public expenditure. But purely from tactical point of 
view, it is desirable in some instances to levy taxes ear¬ 
marked for specific purposes. Such a linking is profit¬ 
able if it produces a psychology in the mind of the tax 
payer what he so ends is of direct benefit to him. 
For example irrigation rates and betterment levies, in 
cases where, however, there is no such linking and a 
cess is levied on one industry for the benefit of another 
industry such a levy is most improper and inequitable. 
The levy of Handloom cess on mill-made cloth for the 
benefit of the Handloom industry is an example of such 
a levy. My Committee are strongly opposed to levy of 
such a type of cess. 

Questions 10 and 11 

Public undertakings should contribute to the State 
both in the form of interest payment on capital made 
available and in the form of taxes, just as any private 
enterprise is expected to pay. If after the payment of 
such contribution and after provision for depreciation, 
surplus funds are left with the enterprise, such funds 
should be allowed to be utilised for reinvestment and 
expansion of these enterprises, unless further expansion 
of this one is socially unnecessary. Only when there is 
no scope for re-investment, should the funds be made 
available to the State either in the form of interest 
bearing loans or repayment of borrowed capital, which 
may be utilised for financing development. Such a 
policy would create the necessary incentive to the enter¬ 
prise to operate in an economical and efficient manner. 

Pricing of public undertakings should conform to the 
same criteria as the fixation of prices for private manu¬ 
facturers are subject to by the Government. As men¬ 
tioned earlier, public enterprises are not generally 
intended to be revenue gatherers. Moreover the Indus¬ 
trial policy statement of the Government does not 
visualize nationalisation for revenue purposes only. Any 
deviation from this policy would be of detriment to the 
community. 


INCIDENCE OF TAXATION. 

Question 12 

In view of the structure of the Indian Economy, it 
would be most advantageous to examine the incidence 
of taxation with reference to rural and urban residence, 
or to be more precise, agricultural and non-agricujturaj 
groups. Of course within this main division, there should 
be further sub-grouping according to income. The 
classification should facilitate the evolution of a tax 
system in which the incidence is the same on similar 
income groups whatever their residence or occupation. 
With the levy of estate duties, the differentiation of 
earned incomes from unearned incomes also becomes 
important. 

Question 13 

(a) There is sufficient ground to believe that the 
distribution of the tax burden is adverse to the higher 
income groups. These groups are contributing much 
more than their legitimate share as compared with the 
middle and low income groups. Further, even among 
high income groups, Ihe urban section comprising the 
industrialists and traders are taxed very much more 
than the rural rich consisting primarily of land owners. 
However, in the absence of a detailed study ot tax 
burdens based on family budgets, it is difficult to assess 
the exact degree of injustice. 

This excess in taxation of the urban higher income 
groups is of great detriment to the economic welfare m 
the long run " There is an urgent need to redistribute the 
tax burden such that the rural elements bear their due 
share, and thus relieve the pressure on the enterpreneur. 

(b) The discrepancies indicated above have naturally 
their undesirable consequences on the distribution of tax 
burden among the States. States which are industrially 
advanced and enjoy flourishing trade and commerce and 
have a larger urban population, like Bombay are subject 
to much greater tax burden than the relatively back¬ 
ward States where agriculture alone is the major source 
of income like Assam and Orissa. 

Question 14 

The shifts in the distribution of income in the com¬ 
munity in recent years have definitely altered the 
relative incidence of taxation on various classes ot 


people. It would be useful to study the shifts of two 
broad types: 

(1) those within the urban and rural areas, and 

(2) those from the urban to the rural areas. 

With regard to the first, there is some reason to believe 
that the urban working class have benefited a higher 
percentage rise in money income than the rich, whereas 
in the rural areas, the land owning class have benefited 
at the expense of the landless labour. But inside the 
urban areas, the steeply progressive income tax coupled 
with sales fax have ensured that the upper income 
groups hear larger burden. There is no similar redistri¬ 
bution of tax burden in respect of shifts in rural incomes. 
For, in the absence of agricultural income taxation, the 
rural income earners are hardly effected by the tax 
system since their only major tax, viz., land revenue 
has remained static over a long period and bear no 
parity whatsoever with taxation of similar earnings in 
other spheres. 

Question 15 

In quite a few cases of taxation in India, the cost of 
compliance with tax regulations adds materially to the 
burden of taxation. This is particularly so in the case 
of medium and small enterprises where detailed ac¬ 
counts have to be maintained in a specified form, for 
purposes of income and sales taxation. This calls for 
considerable additional expense. In the case of some 
industries subject to specific excises the compliance 
with the excise duties is an additional item of expense. 
To some extent this cannot be helped. But the net tax 
yield out of such sources should be sufficiently large to 
justify the large cost of compliance. There is one more 
point to take note of. In many cases of income and 
sales taxation, even though the gross yield is consider¬ 
able, the cost of tax administration is so heavy as tc 
make the net yield unimpressive. This results in poor 
returns to the State in spite of heavy burden on the tax 
payer. It is urged that in reforming the tax system 
it should be borne in mind that both the cost of com¬ 
pliance with regulations on the part of the tax payer and 
the cost of tax collection should be reduced to a 
minimum. 

Question IS 

The benefits accruing from public expenditure have 
certainly a bearing on the consideration of the burden 
of taxation. With the modern forms of public expendi¬ 
ture of a welfare State the higher income groups mostly 
bear the heavy burden of taxation. 

Question 17 

In the case of the cotton textile industry the burden 
has been excessively heavy. In addition to income tax, 
super-tax and corporation tax, various other taxes, viz., 
Excise Duty, Import Duty on Cotton and other Stores, 
Export Duty on Cloth, Sales-tax, Electricity Duty, Urban 
Immoveable Property Tax, Local Property Taxes and 
Octroi Duty are imposed on the Textile Industry which 
has considerably put up its cost of manufacture. 

TAXATION AND ECONOMIC DEVELOPMENT. 
Question 18 

The most important problem of developmental finance 
in an under-developed country is to arrive at the right 
proportion between taxation and borrowing as means of 
mobilising finance. It is the essence of mixed economy 
that there should be maximum incentive to work, to 
save and to invest. Therefore, progression in direct 
taxation should be as low ns possible and for all develop¬ 
mental spending borrowing should be preferred to 
taxation. For with the completion of the projects, U 
should be possible to price the goods and services at a 
rate which makes payment of interest and capital easy 
and smooth. Financing projects out ot taxation would 
mean a disproportionate sacrifice on the part of the 
present generation for the continued and growing benefit 
to the future generations. 

In the light of the latest experience, prospects of 
public borrowing appear to be considerably bright in the 
country. The response to the various State loans has 
been enthusiastic and this should enable the Govern¬ 
ment to reduce the dependence on taxation gradually 
and increase borrowing. It should be stressed m this 
context that Government commands a wider area and 
greater means for this purpose through their small 
savings campaign, national savings certificate, postal 
savings, and so on. Therefore, it would be appropriate 
for the Government not to impinge on the organised 
capital market which is the only avenue open to private 
enterprise but widen its drive in mobilising small savings 
as well as rural savings. In this manner without marring 
the prospects for private enterprise, the State could 
mobilise a larger volume of savings of the community. . 

While the resort to progressive direct taxation is 
objected to, it does not mean there should be no indirect 
taxation. There is considerable room for increasing 
indirect taxes through care should be exercised in not 
raising the cost of living. 
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Question 19 

The above observations have made it clear that there 
is no room for (c) and (d) that is, higher rates of existing 
taxes and development of non-tax revenues. With 
regard to (d), viz., fresh taxes the rural sector is a field 
which may be exploited. Even in the urban areas there 
is scope for widening the coverage of indirect taxation. 
But (c) viz., economy and rationalisation in expenditure 
calls for immediate and serious attention. There is a 
considerable amount of wastage in public expenditure 
and the country is familiar with quite a few ‘scandals’. 
If this is checked there will be more funds available for 
development or for reducing the tax burden. If the 
authorities in charge of the administration of tax laws 
adopt, a more human approach towards the assesses, it 
would reduce the chances of evasion and enhance the 
revenue. The necessity of bringing about better rela¬ 
tions and understanding between these two important 
elements in the Society are long felt and the Govern¬ 
ment should take urgent steps to bring about the same. 

Question >10 

This question lias already been answered in the 
course of our discussion of Question 18. The tax policy 
should be such as to provide maximum incentive to free 
enterprise. There should be a minimum progression and 
greater coverage of indirect taxation. 

Question 21 

Tax Policy need not be employed to regulate capital 
formation in the private sector in order that it is con¬ 
sistent with the needs of the public sector. If the 
Government desired to stimulate particular lines of 
capital development, this may be achieved by tax con¬ 
cessions and subsidies in addition to other forms of help. 

Question 22 

(1) Estimates of capital formation in this country 
are not reliable. It may, however, be stated that in the 
organised industrial sector, there have been some amount 
of replacements, renewals and expansions of the capital 
equipment which was worn out during World War II. 
But the rate of capital formation would have been much 
more spectacular if the Government had adopted a more 
liberal policy, towards taxation. It has been estimated 
that in order to provide for replacement of equipment, 
the industry today has to earn a sum of gross profits 
nearly eight times the sum necessary in the immediate 
pre-war period. 

(2) The bulk of savings at present come from corpo¬ 
rations and institutions which are in a special position 
to save rather than individuals. 

Question 25 

There is hardly any scope for any restriction of the 
existing consumption standards since the mass of the 
people just have the irreducible minimum. The problem 
really becomes important with the rise in national 
income brought about by the fulfilment of the Five Year 
Plan. Care should be taken not to dissipate this in¬ 
crease in income by increased consumption. Because 
such a policy would retard the pace of development. 
But this restriction of consumption should not be 
attempted through the imposition of direct taxes. In¬ 
direct taxation coupled with judicious and selective 
controls over essential commodities should be adequate 
for this purpose. Import control and heavy taxation 
of luxury consumption would be of additional help. 

Question 26 

The role of tux policy in raising the efficiency of the 
economic system is mainly negative. Greater the tax 
concession higher the incentive to work, save, and invest. 

The multiplicity of tax system in India has definitely 
done harm to the efficiency of the productive system. 
This is particularly true in the case of sales tax. There 
is an urgent need for centralisation and standardisation 
of sales tax rates in India. Perhaps to adopt such a 
procedure the Central has to assure the States that their 
individual share will not be radically smaller than what 
they are enjoying under the present system. 

Question 28 

Tax Policy in general must have the effect of reducing 
the overall demand of the community (excluding the 
Government demand). In our country with respect to 
majority of the population, taxation does reduce con¬ 
sumption. Only with regard to the higher income groups 
does taxation act as a disincentive to save? A differ¬ 
ential tax system may promote desirable investment and 
check the undesirable. Taxation with a view to re¬ 
distributing income in favour of the lower-income groups 
would do positive harm to the nation's economic develop¬ 
ment. 

Question 29 

In the planning of development in a mixed economy 
tax policy contributes an integral part of the economic 
policy, among the other components of which are the 
monetary policy and direct controls. A liberal tax policy 
with greater stress on indirect taxation together with 
a liberal monetary policy of credit expansion and low 


interest rates would create buoyant conditions in the 
capital market and sot a healthy tone to the entire pro¬ 
ductive system. There would be a sense of optimistic- 
enthusiasm prevailing the economy. It is feared by 
some that such a situation entails inflationary conse¬ 
quences. But a judicious and selective policy of direct 
physical and price controls would keep in check any 
such tendency. 

Question 30 

The present tax system in India does make for a 
reduction in inequalities of income and wealth, because 
the rate of progression is very steep. Detailed statistics 
are not available to measure the rate at which the in¬ 
equalities arc being reduced. 

Question 31 

There can he no answer to Question 31 because, as 
we have just now pc inted out, in a poor country aiming 
at rapid capital fo-mation and improvement in pro¬ 
ductive efficiency, tax system should not attempt to 
introduce any measures of reducing the income of the 
entrepreneur. Then is considerable scope for raising 
the standard of living of the lower income groups without 
resorting to laxatio l by means of public expenditure 
financed out of borrowing or deficit finance, with appro¬ 
priate controls. 

Question 32 

„ Wise public exp enditure can produce the healthy 
effect of improving he productive efficiency and raising 
national income. Expenditure on extension of free 
education, medicine and public health, industrial housing 
etc. belong to this < ategory. Such measures while rais- 

the minimum standards does not adversely affect the 
high income groups On the contrary it benefits them 
too. Public expenditure of this type is not merely 
remedial but curath e. 

Question 33 

The present poll :y of non-discrimination is quite fair 
and therefore, we do not recommend any changes. But 
what we suggest is that there should be selective flow of 
foreign capital tha. is, foreign capital and enterprise 
should enter only hose spheres which are beyond the 
capacity of Indian (apital and enterprise and should no* 
compete with the 1 liter. 

Question 34 

The possibilities of adding to the country’s tax 
resources of the various items enumerated in the 
Question are to be judged keeping in view whether such 
additions would prove beneficial or harmful to the 
country s economy. 

(«) and (b) The Parliament has already passed the 
Estate D ity Bill which in our opinion, would 
kill the ncentive of the business community 
for futu e progress. Succession Duties will 
also havj similar effect and are therefore, 
not suite ble for our country. 

(e) Heavy Octioi Duties have already been imposed 
by Loca Authorities. In our opinion, there¬ 
fore, the:e is no scope for terminal taxes. 

(d) Railway Fares and freights are already very 

high and no additional tax should be levied 
on the sime. 

(e) No other ax excepting stamp duty should be 

levied o i transactions in stock exchange and 
future rr arkets. 

* I) There is ru scope for tax on sale or purchase of 
newspapers, but the advertisement published 
in the same as well as elsewhere may with 
certain exceptions be taxed moderately. 

Question 35 

We favour the einlroduction of salt duty, surcharges 
on land revenue, jetterment levies, agricultural income 
tax and modification of the policy of prohibition. Salt 
duty is a pre-emir ent indirect tax which is highly pro¬ 
ductive though its incidence on the tax payer is almost 
negligible. Ivloreo -er, when the Government has accept¬ 
ed the principle of taxing necessities and duties are being 
imposed on sugar, matches, etc., there is no reason why 
there should be d-’lay in re-introduction of salt duty at 
a low level. The surcharge on land revenue is recom¬ 
mended in tlie ligt t of the shill of incomes in the recent 
years in favour o the land owning class. Agricultural 
income tax is a counter part of urban income tax. We 
have already pointed out that equal levels of income 
should be subjec. to equal taxation whatever- their 
residence or occupation. Agricultural income tax ought 
to have been introduced long ago. Betterment levies are 
only a natural application of the principle that a person 
who derives benefit from external sources should sur¬ 
render part of hi:, benefit. Capital taxes are, however, 
extremely undesirable and will have a damping effect 
on the capital market which is already sagging. Social 
security taxes will be a further burden on the industrial¬ 
ist class who are already over-burdened. 
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Question 3S 

It is desirable to levy a tax at a very moderate rate 
on unearned increments in value of land and other 
property as a result of public projects of development. 

Question 37 

We have already discussed this question in the course 
of our previous observations. To summarise scaling 
down of progression in income-tax, simplification and 
elasticity in the procedure of tax collection, and wider 
coverage of indirect taxes which do not seriously upset 
the cost of living and raise the price of primary com¬ 
modities are the measures we suggest. 

Question 38 

With respect to the imposition of new taxes, our 
answer to 35 covers the entire ground. 

Question 39 

There is no scope for the centre to impose surcharges 
as already the direct taxes bear too heavily on trade 
and industry. The surcharge that is levied at present 
should be withdrawn at the earliest. 

Questions 40 to 45 

We have partly discussed this problem in our answer 
to Question 1. Direct taxation as an instrument of 
countering inflation is risky. Such a policy would curb 
the incentive to save and to invest. Because of basic 
shortages in India, developmental spending is likely to 
create inflationary pressures over a few markets. But 
this could be held in check by judicious and selective 
controls. Taxation of luxury consumption may be re¬ 
sorted to if necessary. 

With regard to deflationary tendencies, however, tax 
reliefs and tax withdrawals are bound to prove effective 
in arresting any drift towards recession and unemploy¬ 
ment. 

In respect of the taxes listed in Question 41, none 
of them is necessary from the view point of countering 
inflation. But relief in direct taxes, excise duties, export 
duties and sales-tax and increase in import duties on 
luxury articles do help in checking deflationary 
tendencies. 


PART II.—DIRECT TAXES 

income-tax 

Capital Gains. 

Question 48 


Business Connection. 

Question 51 

The terms of Section 42 are wide enough to catcl 
within its taxation net not only trading in, but alst 
trading with India. The latter category of transaction: 
under most tax systems of the world are never taxed 
but in India, it is otherwise. It discourages foreign con 
nections and imposes unfair burdens on the residents foi 
the transactions. 

We would suggest that this Section should be amend¬ 
ed on the lines of the English Act, basing the liability 
on the principle of trading in a country as opposed to 
trading with a country. The latter category of transac¬ 
tion of the non-resident should not be subjected to tax. 

Questions 52, 53 and 54 

We have already stated in course of replies to Part I 
that Agricultural Income-tax should be levied. 

Fluctuating Incomes. 

Question 55 

Fluctuating income is a species of income and from 
the point of ability should not be regarded as income 
which creates a regular source for the assessee. the 
source may yield irregular income, but the source must 
exist. So long as the source exists, any yield from it 
should rightly be regarded as income and taxed. But 
this is not true with regard to isolated, non-recurring 
receipts. The question of taxing the income on aver¬ 
age basis will involve a review of past years assess¬ 
ments which may not be administratively easy to carry 
out. Similar difficulty is likely to confront the spread¬ 
ing of receipt over a number of years. 

Section 12AA and Section 60(2) of the Indian Income- 
tax Act having recognised the principle of spreading 
over a period of years under the head salary or income 
of irregular and fluctuating nature suggests that some 
general provision should also be enacted whicn would 
enable the income from accumulated Preference Dividend 
to be spread over the years to which they ielate not 
exceeding four. 

Similar provision is also necessary in connection 
with the spread over of the compensation, gratuity and 
such other lump sum payment received on termination 
or retirement of services. 

New Industries. 

Question 58 

Concession given under Section 15C must continue. 
Any depreciation allowance each year should be reduced 
by the 'profits, if any, made by such undertakings and 
allowed to be carried forward next year and so on, just 
like any other assessee. 

Life Insurance and Provident Fund. 


Imposition of capital gains under a fiction of law 
inhered in Income-tax Act is basically wrong. Whatever 
may be the merits or otherwise of taxing capital gains, 
it must be done through a separate Act. Capital gains 
ma y be o species of income, but Income-tax Act deals 
with the only single species known as revenue income— 
as opposed to capital income. If capital gains are sub¬ 
jected to tax when they arise, there would be a double 
tax burden if these are, as they must be, again subjected 
i 0 Estate Duty. Capital gains tax has rightly been 
repealed and it should not be revived m any form again. 

Foreign Profits. 

Question 49 

Taxation of profits accruing to a resident abroad may 
be a fit subject of taxation, but the administration of 
the law ns regards foreign income and recovery of tax 
are made difficult by the following circumstances: 

(1) financial embargo on remittance; 

(2) absence of double Income-tax relief, 

(3) a person may attract double ordinary residence 

both in India and abroad ; 

Q) manner of calculating income artificially under 

' two Acts may differ in quantum and relief 
is granted only on the lower of the two 
amounts ; 

(5) payment of taxes at both ends may amount to a 
figure more than the income itself unless relief 
is granted by the authorities ; 

ffi) prompt collection of tax by deduction at source, 
advance payment, provisional payment and 
final payment all make a deep in road on 
man’s capital, while his refunds and computa¬ 
tions of losses are inordinately delayed. 

In case of nationals wishing to settle down in India, 
foreign accumlated savings brought into India should 
not be taxed even it such a person technically attracts 
the status of a resident in the year of his arrival. These 
incoming sources of capital should be encouraged by 
making them tax-free. Further, realisation abroad of 
capitalised income with a view to bringing it into India 
should not ire deemed to be income. Such capitalisation 
should be recognised, unless there is a reasonable doubt 
as to the bond fide of the transactions. 


Question 60 

In respect of life insurance abatement, the presen. 
restrictions are reasonable. But in order to induce this 
type of saving in the lower grades of income, the presem 
one-sixth should be advanced to l/4th up to the total 
income of Ks. 15,000, l/5th up to Rs. 25,000 and 1/Gth 
thereafter. 

ALLOWANCES. 

Depreciation. 

Question 61 

With regard to depreciation allowance, it is felt that 
the present method of allowances, initial, normal and 
extra allowance and double shift allowance seems to 
adequately cover the wear and tear loss suffered by the 
Company. In respect of Plant and Machinery installed 
by a Company particularly prior to 1948 revaluation 
should be permitted so as to assess the correct replace¬ 
ment value and additional depreciation should be permit¬ 
ted on the basis of this revised valuation so as to create 
a reserve fund to be utilised in future for the replace¬ 
ment of such machinery. Such depreciation should be 
allowed as an admissible expense. There should, how¬ 
ever, be certain conditions attached to this relief, such 

(1) the funds shad be ear-marked only for replace¬ 

ment of Plant and Machinery; 

(2) the funds shall not be utilized for distribution 

as dividend ; 

131 if meanwhile, there is a liquidation of the 
company, these funds shall be treated as profits 
in the hands of the liquidator. 

Classification of Assets. 

Question 62 . , 

As compared with machinery, depreciation rate on 
fimiture needs to be adequately increased so as to 
compensate this class of assets for the loss of initial and 
extra depreciation allowances allowed to the former. 

Admissible Expenses. 

Question 65 

The present law is defective as regards admissible 
allowances in several ways. It does not recognise 


1 tec/ 55 
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expenses which are purely business expenses (being 
neither personal nor capital) and such as would not 
have been incurred but for the fact that the assessee 
was carrying on business. These should be allowed 
provided they are proved to be revenue, not personal 
or capita], and incurred for the present or future 
advantage of business. With the very high rate of tax, 
the question of approximating the true taxable income 
to the real income of the assessee has assumed a very 
great importance. Expenses of the following nature 
should be allowed: 

(1) entertainment expenditure on business, 

(2) travelling expenses to foreign countries, 

(3) (i) legal expenses in civil suit arising out of 

business transactions should be allowed 
whether the assessee loses or wins the suit; 

(ii) legal expenses in criminal cases should be 
allowed only if the person charged is acquit¬ 
ted. If he is convicted, it would mean he has 
infringed the law—an action incompatible 
with trading within the law; 

(iii) where suit is against the directors of a 
Company for an offence of control order, etc., 
if these persons are acquitted of a personal 
charge and the company under its articles is 
bound to indemnify them, their legal cost 
should also be normally allowed. 

(4) Cost of engaging counsel or accountant in fight¬ 

ing out the assessee’s case should be allowed 
irrespective of whether the expenditure relates 
to appeal or original assessment; 

(5) The arbitrary fixation of what salary a business¬ 

man should pay his servant must be left to 
the discretion of the assessee and all such 
salary, commission or bonus paid should be 
allowed. If such salaries are so disallowed, 
the Government in fairness should not tax 
the employee on the sum so disallowed, but 
treat the income in his hand as duly taxed. 

(6) Repairs should be allowed either under Section 

10(2)(v) or alternatively under Section 10(2) 
(xv) if they are wholly laid out for purpose 
of Company’s business. The present amend¬ 
ment in 1953 should be deleted or alternative¬ 
ly the word “ current ” from Section 10(2)(v) 
should be omitted. 

(7) Bonus paid to employees is allowed arbitrarily 

only on basis of three months’ salary. Any¬ 
thin;'' in excess, even if bond fide and paid 
purely to retain their services and keep them 
well-satisfied is always disallowed. This 
arbitrary rule should go. Unless bond fides 
of payment are challenged or the nature of 
payment is such as to be suspicious with¬ 
drawal of profits by the employer through 
this device, these should be allowed on the 
merits. 


SATE STRUCTURE. 

Question 66 

Consolidated Levy. 

On a balance of view, it seems that the present rate 
structure should be retained in spite of some of its 
shortcomings. 

So far as rates are concerned, they are very high. 
The rates require to be lowered, both in the upper 
brackets with*a view to stimulating savings and con¬ 
sequent formulation of capital and in the lower brackets 
to give much needed relief to the poor and the middle 
class people, when there are so many family calls on 
their income. These calls substantially affect their 
ability to pay. Especially in the absence of anything by 
way of family and other allowances as are obtainable 
in the Western countries, these rates need steepening 
down. 

Question 67 

Exemption Limit. 

The present minimum exemption limits of Rs. 4,200 
for the individual and Rs. 8,400 for the H. U. F. should 
continue without any change. 

DIFFERENTIATION. 

Question 68 

Earned and Unearned Incomes. 

The differentiation between earned income and un¬ 
earned income seems to be based on the theory that 
where income needs personal exertion as against income 
which arises only from passive ownership, the ability 
to pay must be differentiated. Earned income should 
be given an abatement or lower rate of tax than un¬ 
earned income. While for Income-tax distinction is 
made between earned income and unearned income, no 
such distinction is made in the higher super-tax groups ; 
possibly on the ground that at that level of income the 
factor of personal or impersonal exertion does not much 
count in the production of income. 


The present relief given to earned income should be 
raised to 25 per cent, instead of 20 per cent, and the 
maximum may be raised irom Rs. 4,000 to Rs. 10,000. 

MISCEI LANEOUS. 

Question 69 

Valuation of Stocks. 

With regard to the principles of valuation of stock, 
the universally recognised method is cost or market 
value, whichever is lower This principle prevails even 
for Income-tax purposes in most of the European 
countries. So long as the basis of valuation followed 
by the assessee is regular and consistent, no objection 
should be taken for tax purposes. 

There is one difficulty in adopting the cost or market 
value, whichever is lower basis and that is, whether the 
‘ global ’ method or ‘ pick and choose ’ method of valua¬ 
tion of inventory items should be insisted. 1 Global ’ 
method is where the who e of the inventory list is valued 
on two basis, one at cost and the other at market value. 
Whichever list shows in aggregate the value to be less 
than the other is adopted. The ‘ pick and choose ’ method 
is to compare the cost and market value of each article 
in the inventory and accept for inventory the lower of 
the two. The ‘global’ method is open to the following 
criticism. It violates the principle of not taking profit 
into account on any individual article of stock before 
it is actually sold. Such anticipated profit cannot be 
made subject of taxation. 'Pick and choose’ method 
adheres to the principle not only in the aggregate, but 
also item-wise inventors of stock. 

Question 70 

Hindu Undivided Family Status. 

Under the Income-tax Act, Section 25A comes into 
operation only on the otal disruption of the H. U. F. 
through partial partitio i is recognised under the Hindu 
Law and accepted foi purpose of Income-tax. It is 
necessary to make exj ress provision in the Act itself 
for recognising partia partition. Further where the 
assessee’s status has wrongly been stated in the pre¬ 
vious assessment and accepted by the assessee, it 
should not preclude him by way of an estoppel 
to claim the true status of an individual if he can 
satisfy the authorities by means of evidence that the 
previous status was wrongly ascertained as that of an 
H. U. F. Proceedings under Section 25A even for a 
formal declaration of disruption in the above circum¬ 
stances should not be necessary. 

Question 71 

Managing Agents. 

Surrender of comm ssion by Managing Agents is made 
in the circumstances vhen the managed company does 
not make enough pr< fits or incurs losses, in order to 
augment and stabiiiz s the finances of the managed 
company. The question of avoidance of lax does not 
arise as the Managing Agents themselves do not gain 
in any way. On the other hand they lose the amount of 
commission which wc uld be left off after the payment 
of taxes. In these circumstances, it is absolutely neces¬ 
sary that voluntary si rrenders should not be added back 
to the income of the Managing Agents and taxed in 
their hands. 

Question 72 

Doubif Income-tax Relief. 

Double Income-tr x relief should be based on the 
principle incorporate! in the avoidance of double tax 
relief agreement between India and Pakistan. This 
arrangement in brief is that each country will tax only 
income which accrues or arises within its own territory 
at the rate applicabl j to the world income. 

Question 73 

Property. 

Income from pro jerty should be subjected to tax on 
cash basis and ac ual outgoing thereout should be 
allowed instead of >on& fide annual value less specific 
deductions. Alternatively, if the present method of 
fictional computation of rent is to be retained, we would 
suggest that all m micipal taxes including urban im¬ 
moveable property tax should be allowed. Repairs 
should be allowed cn actual basis, provided they are of 
revenue nature. There must be distinct provision for 
irrecoverable rents n the Section. 

Question 74 

Carry Forward of Losses. 

The present restriction for the ca. ry forward of 
losses under Sectio: i 24 under the same business should 
be altered to any k usiness. In case the business is dis¬ 
continued on the oasis of the English Act the losses 
should be allowed to be carried backward for a period 
of three years. V'hereas under the Amendment Act, 
if speculation losses are not to be included in total 
income for rate pr rposes, there is no logic in including 
the speculation pr if Us as part of the total income for 
rate purposes. Wi suggest that under Sections 24(1) 
and 16 speculation profits and losses should be treated 
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under distinct head and not aggregated with the other 
income. 

Question 15 

Advance Payment of Tax. 

It was a War time measure and as such it has out¬ 
lived its life, it should, therefore, be abolished. In case 
it is to bo maintained, we suggest as under:—- 

It is necessary to make a provision under Section 18A 
to make it mandatory on the Income-tax Officer to re¬ 
open an Order when an assessment subsequent to the 
one on which the Notice is originally based is com¬ 
pleted and the subsequent years’ profits are less than 
the profits on which notice was originally based. At 
present, the third proviso to Section 18A(1) is operated 
optionally by the Income-tax authorities to the detriment 
of assessees, in that, fresh notices are issued where the 
later assessment results in a higher demand, but if the 
fresh assessment is on a lower income, then the officer 
does not issue a fresh order accordingly. 

Question 76 

Principle Underlying Section 34. 

Where the Income-tax Officer reopens assessment 
under Section 34 on the ground that some income has 
escaped assessment, then he should be entitled to revise 
the figure of assessment within a period of four years 
where the asscssce has not deliberately avoided the 
tax; but it is necessary to provide that where as a 
result of inquiry the Income-tax Officer comes to know 
that far from there being as under-assessment, there 
is an obvious over-assessment, then he should be 
empowered to give relief instead of the present practice 
of dropping proceedings against the assessee. 

Question 77 

Assessment Procedure. 

The assessment procedure can be simplified by 
simplifying the tax system in such a way as will enable 
the ordinary assessee to act by himself. 

In order to reduce cost of compliance with the regula¬ 
tions, the income-tax Officers should always be ready 
to guide the assessee and should try to give whatever 
reliefs due to the assessee under the Act even if the 
assessee has omitted to do so. 

There should be no attempt on the part of the 
Income-tax Officer to reject the result as shown by the 
books of the assessee unless there are serious defects 
in the accounts. Sufficient opportunity should be given 
to the assessee to prove his book result. Mere fall in 
gross profit by itself should not be the ground for 
rejection of accounts. 

Question IS 

Appellate Tribunal. 

Sufficient power has been given under the Act fox- 
enhancement of assessment right from Income-tax 
Officer to the Commissioner of Income-tax. The 
Appellate Tribunal shouid not be given power of 
enhancing assessment like the Appellate Assistant Com¬ 
missioner. If the power is given to Income-tax Appel¬ 
late Tribunal to enhance the assessment, it will lead to 
great uncertainty and there will not be any finality of 
the assessment even after a number of years. If, how¬ 
ever, power for enhancement of the assessment is given 
to the Tribunal, it should be given power to reduce the 
assessment in similar circumstances where there is over¬ 
assessment in their opinion. But such a power to the 
Tribunal would mean the reassessment of the income, 
which is not desirable in the interest of justice looking 
to the judicial nature of the proceedings before the 
Tribunal. 


TAXATION OF COMPANIES. 

Question 19 

Corporation Tax. 

Corporation Tux on Companies, it is said, is levied 
for the privileges the Company enjoys by reason of its 
incorporation e.g., juridical existence, limited liability, 
etc. If that is the reason one fails to see the propriety 
of its being regarded as additional tax on income. 
Logically such Corporation tax should be allowed as a 
deduction instead of it, like Income-tax, being treated 
merely as an appropriation of taxed profits. If on the 
other hand, it is really an additional Income-tax levied 
by the Government on its income, there is no logic in 
withholding credit to the shareholders on the distributed 
profits, like the Income-tax. This is an anomaly which 
affords the Government the best of both the worlds 
and leaves the poor tax-payer the worst of a bad 
deal. 

Element of progression could be on the supposition 
that the Corporation tax is really an additional levy of 
tax on income and not on its corporate existence. 
Introduction of progressive element could only be justi¬ 
fied on this hypothesis. If, however,, Corporation tax 
is a tax on its corporate existence progressive levy is 
not warranted 


Questions 80 and 81 

Differential Kates. 

Differential rates according to the different types of 
corporate enterprises will introduce complication in the 
already complicated tax system. The present flat rate 
Corporation tax should be continued. Proprietory con¬ 
cerns should not be differentiated for assessment, if it is 
an incorporated entity duly registered under the Com¬ 
panies Apt. The restrictions imposed under Section 
23A of compulsory distribution of profit should suffice. 
About holding companies the question that looms large 
is the double payment of Corporation tax once by the 
subsidiary company on its own profits and again by 
the holding company on its dividend income from such 
subsidiaries. The claim for exemption of intercorporate 
dividend is justified on the ground that there should 
be only one tax levied on the income while it passes 
from the company to its individual shareholders. The 
holding company merely holds investments of its various 
subsidiaries ; Corporation tax on such passive flow of 
income, pending its ultimate distribution, is not justified. 

Question 83 

Distributed and Undistributed Profits. 

The present differentiation between distributed and 
undistributed profits should be abolished. It has created 
complication, thrown additional work on the staff, 
resulted into delays, etc. Tax on the profits of the Com¬ 
pany should alone be imposed, without the refinement 
of an abatement on undistributed profits or an additional 
tax on distributed ones. Since it is advocated that this 
differentiation should be abolished, the question of res¬ 
tricting it to particular industries does not arise. 

If, however, the present differentiation is to prevail, 
the provision with regard to additional tax on excess 
dividends should be retained but the outer limit should 
not exceed the maximum rate of tax on a company. 

If it is to be ensured that retained profits are applied 
only for productive purpose, the rehabilitation reserves 
so created should be ear-marked. 

Operation of Section 23A. 

A feature of this section which requires review 
is the action taken by the Income-tax Officer under 
Section 23A. It is not taken simultaneously with the 
assessment of the Company. It is taken much later 
even after years. This places the shareholders and the 
company in a very awkward predicament having to 
pay tax on an adjustment of this artificial income 
although the company has declared no dividend. And 
further the company itself may find it difficult to meet 
the shareholders’ liability as provided in the Section 
on [account of accumulated subsequent years’ losses. It 
should be especially provided that the proceedings 
under Section 23A must be completed along with the 
assessment. 

If upon the assessment it is found that on account 
of add-backs the Companys distributable profit has in¬ 
creased and, therefore, the previous distribution is found 
deficient, the Income-tax Officer should be empowered 
lo give opportunity to the company of a further declara¬ 
tion so as to make up the said 60 per cent, requirement. 

There is also some doubt existing as to the true 
meaning of the phrase ‘ unconditionally alloted to ’. 
This should be clarified to mean such conditions as 
fetter the right of the shareholder to vote in a parti¬ 
cular way and not any condition as to compulsory 
deposit of funds, etc. as are provided in the Articles 
of the Company. In case of a private company, being 
a shareholder of such a company, unless such com¬ 
pany consists of the persons who control the company 
in question, it should be allowed to be treated as a 
member of the public notwithstanding the fact that 
such share-holding company itself may or may not be 
liable under the provisions of Section 23A of the Act. 

Question 84 

Corporation tax and Share-holders Super-tax. 

Profits subject to Corporation Tax should be sub¬ 
jected to Super-tax only after credit is given to the 
shareholder on account of not only Income-tax but 
also Corporation tax paid by the Company. This is on 
the ground that Corporation tax is an additional Income- 
tax and should receive the same treatment in the 
hands of the shareholders. 

Question 85 

Industrial Enterprises. 

Industrial Enterprises undertaken by the Govern¬ 
ment or local bodies should not be subjected to tax, for 
they do not exist for individual benefit but for the 
nation. If, however, their enterprises complete with the 
individual business i.e., if they do not enjoy a mono¬ 
poly in them, same basis of tax on their earnings- would 
be justified in order not to give them an unfair 
advantage in market competition of their products or 
services. 

30 A 
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EVASION AND AVOIDANCE OF TAX. 

Question 86 

Services of Chartered Accountants. 

Assessees should be free to decide whether or not 
to avail themselves of the services of a Chartered 
Accountant for assisting in the determination of their 
taxable income. The employment of a Chartered 
Accountant should be on the basis of agreement between 
him and his client, and the Department should not seek 
to enlarge the functions for which the client has 
employed a Chartered Accountant. We do not agree 
that the certificate ol a Chartered Accountant is in¬ 
variably necessary in the case of a return of business 
income over a certain limit nor do we agree that a 
form of certificate should be prescribed, indicating the 
scope of check that should be exercised by a Chartered 
Accountant. The fees payable to a Chartered Accoun¬ 
tant should be the matter ol arrangement between him 
and his client and should not be restricted to a Schedule 
to be prescribed by the Government. When an assessee 
selects a Chartered Accountant, he makes a choice of 
his own free will as to the best person in his opinion 
to handle his work. Therefore, the fees to be charged, 
as in the ease of an attorney, should be left to the 
settled between the client and the Chartered Accountant. 

Question 87 

Representation. 

There are amongst the unqualified experts who are 
really good and honest but their number is small. It 
is to the interest of the department to gradually do 
away with non-qualified expel ts. Only Chartered 
Accountants and Lawyers should be allowed to practise. 
The rule should be made more and more rigid to shut 
out undesirable elements. 

Question 88 

Disclosure of Names. 

There are penalties prescribed under the Act for 
concealment of income which are more than sufficient 
for a check on evasion of tax. There is thus no need 
of publishing the names of persons who are penalised 
for concealment of income. 

Question 89 

Perquisite. 

ft is difficult to say what loss of revenue the 
Government suiters by permitting the exclusion of per¬ 
quisites from taxable profits. Prirria facie it is not 
thought to be considerable. Unless it develops into a 
scale which endangers public revenue, the present 
practice should continue. 

Question 90 

Tax Due by Company in Liquidation. 

A Company in liquidation should safeguard its funds 
to the extent of taxes levied by making if a first charge 
on the assets of the company and making the liquidator 
responsible for it unless after due notice and enquiry 
he distributes the funds in his hands. It should be duty 
of the Department to complete the proceedings after 
through enquiry so that nothing is left to be done 
after the liquidation proceedings are over. 

Question 91 

Power of Income-tax Authorities. 

Larger powers in the hands of present personnel are 
likely to result in more harassment, greater corruption 
and smaller revenue. Care should also be taken to see 
that authorities do not act upon an anonymous report 
written by a rival in trade, enemy, disgruntled 
employee or a blackmailer. If action is taken on the 
report of such a person the Department must be in 
duty bound to disclose the name of the informant for 
a suitable action by the assessee, if the report is 
proved to be false, baseless and actuated merely by 
the malice and the motive to blackmail and harass. 

Question 92 

Creation of Legal Entities. 

The present practice of converting private property 
into trusts or private limited companies with a view 
to mitigating heavy tax incidence, is not so widely 
spread as to merit legislation against it. The legiti¬ 
mate way of lessening one’s lax burden by formation 
of companies, partnership, trust, etc., should not be 
disturbed. 


RECOVERY. 

Question 93 

Tax Due by a Partner. 

In case of registered firm, firm is an assessee but 
tax is recovered from partners. If any tax is unrealised 
provision for recovery of such tax may really conflict 
with the principle of individual assessment. Why should 
partners’ unrealised tax be borne by the firm when 
the assessment proceeds on the principle of individual 
responsibility ? But if any such provision is made it 
must be clearly provided that only such part of personal 


tax may be recovered from the linn or other partners 
as relate to his share in t ie partnership business only. 

Question 94 

Machinery of Recovery. 

Where the Department itself was lethargic in making 
assessments which are delayed for a number of years 
for no fault of the asses; ee sufficient time should be 
given to the assessee lor payment of tax for more than 
one year in one financial year. No penalties for delay 
in payment of taxes in aioresaid circumstances should 
be levied. The arrangement for recovery of tax is quite 
adequate. What is required is vigilance and efficiency 
on the part of the Department for the recovery of tax. 
There is an adequate machinery prescribed under the 
Act for enforcing recovery of tax from the resident 
assessees. it is only in case of a non-resident or a 
foreign assessee that s >rne special machinery for 
enlorcing payment of tax is called for and especially in 
ease of a foreign compary under liquidation to avoid 
heavy loss to the revenu;. Similar special machinery 
may be prescribed for ot icr resident persons who are 
likely to leave India for the purpose of settling down 
abroad with no intention io return to India. 

Question 95 

Private Companies. 

Private Companies ta:; should be met out of the 
assets of the company ar d not from the shareholders. 
When the assessment proceeds on the assumption that 
company pays its own tax as an entity on behalf of 
the shareholders, how doe; it become logical to say that 
company’s unrealised tax shall be recovered from the 
shareholders ? A principle should not be tinkered with. 
It is not proper to say that for purposes of assessment, 
the Company’s legal entiiy will be recognised, for levy 
of income-tax at maximum rate and Super-tax, yet when 
this tax is unrealised the legal entity ceases to operate 
and there is a sudden ch mge in the principle and :it is 
said that company is but an alias of the share holders 
composing it and, therefere, the tax is recovered from 
the shareholders. A company for purpose of assess¬ 
ment is deemed to be a company but when recovery 
proceedings start, it suddenly becomes a partnership, 
each partner becoming liable to pay not what he 
receives, but what the company earns, whether it is dis¬ 
tributed or not. Such 1 berties with the principle to 
suit the exigencies of rt covery are bound to make a 
hash of a principle and hold it up to ridicule. 

Question 96 

Prope .ty Income. 

Here also there does i ot seem to be any logic. Why 
snould income ot one ae treated as income of the 
other. If it is on the g round that the income though 
legally transferred to another, really belongs to the 
transferer, the person wh > is taxed should be responsible 
tor the tax ; why should mother man bear a liability to 
pay the tax of another when legal liability is not his? 
xi the transfer is not rea but a camouflage, then law is 
strong enough to pursue its remedies against the so- 
called transferee as a bei amixlar of the real owner. 

GENERAL. 

Question 97 

R dations. 

The greatest need of the tax-payer and the Depart¬ 
ment is to find ways and means to make the Department 
more reasonable in its iemands for tax and the tax¬ 
payer to be honest and straightforward. Each must 
realise that on the improved tone of relationship 
between the tax-payer and the tax-gatherer, depends 
the smoothness of the working of the tax machi lery, 
recovery of revenue and general satisfaction that not 
only proper taxes are c illecied but they are willingly 
paid as a mark of good citizenship. This can only oe 
done when laws made ai e neither harsh nor inequitable 
and oppressive. And the citizens learn the duty of 
paying proper taxes w llingly without resort to the 
expediency of manipulati in and fraud. Tax-payers must 
be made to realise that tax wrongly avoided must reach 
on the community as a whole by higher taxes and 
harsher laws. It does not pay to avoid paying one's 
true taxes. But to achieve this the Department must be 
scrupulously fair—their anxiety must not be to collect 
tax anyhow—as some ore bluntly put it by hook or by 
crook. In this matter one should recall the maxim 
that it is not sufficient ti do justice, but make the tax- 
paying public feel that ; ustice is done. They must not 
be suspected : their sta .ements should not be open to 
challenge unless some e ,’idence justifies such inference. 
Assumptions and presun ptions must give way to proofs 
and evidence. The Income-tax Officers must see that 
an assessee is not haras: ed by rejecting books on ilimsy 
grounds adopting unconscionable Gross Profit and re¬ 
quiring immediate payment of taxes irrespective of the 
state? of his finance. His assessments must not be 
delayed, prolonged scrutiny year by year being made 
although nothing is detected or found; refunds should 
be paid as promptly as tax demands recovered. Appeals 
should be heard and disposed of judicially and not in 
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atmosphere where everything income-tax Officer 
s is believed, everything the assesee says is rejected. 

the consummation of good and improved relation- 
o an office of liaison officer is a crying need. This 
cer should be scrupulously fair and beyond the reach 
temptations, efficient, sympathetic and judicial by 
iperament. He should be able to control the vagaries 
some officers and offer tax-payers of lower brackets 
ice as to filling in of returns, maintaining of simple 
aunts, claiming refunds and help in expeditious dis- 
als of his old assessments. He should give free 
ice to the small assessees on the subject and also 
that their genuine grievances are immediately 
red into and redressed Oy proper approach. 

It must be upto this Officer to see that tax-payer 
i come and complain against authorities are not 
imised by them. 

Any inquiry cither oral or written from an assessee 
various matters relating to assessment proceedings. 
i as disposal of refund applications, adjournment of 
ilications, examination oj£ records, etc. should be 
mptly dealt with by the Income-tax Officer con- 
led. On no excuse should there be delay of more 
a a month for merely replying to such inquiries, 
es have come to light where the applications l'or 
ifieation of apparent mistakes under Section 35 have 
rained unattended to for more than a year and 
alty has been levied on the assessee for non-payment 
:ax even before the order under Section 35 is made 
the Income-tax Officer. 

I’he agreed facts between the assessee and the 
rme-tax Officer should be recorded by the Income- 
Officer and a cupy thereof should be supplied to 
assessee to avoid dispute at a later stage. 

stion 98 

Assessment ancl Appellate Procedure. 

With regard to issue of Notices and simplification 
filling of returns, the present practice requires no 
age, except that Notice for asking for information 
completing assessment within a few days before the 
r, the same becomes barred should be discouraged. 
2 re taxes are imposed for the current year as well 
>ast years together, reasonable time should be given 
.he assessee for payment. 

Issue of notice should be always on the assessee 
not on any other person except where a special 
lority is given by the assessee to some other person 
recorded by the Income-tax Officer'. 

Che form of return should not be very elaborate and 
plicated but simple and intelligible. The present 
■nded forms of return are in some respect better 
l old ones. 

3 enalties levied now for technical offence should be 
ouraged. The Act itself is so complicated that_ even 
jrts are baffled by its obscurities. Penalties should 
by way of deterrent, not with a view to collecting 
e revenue. Any such motive to collect revenue 
trates the principle of deterrence and punishment, 
overy of tax provisions are comprehensive enough 
need no further tightening up. 

Aider-estimate for advance payment of tax in case 
lusiness with wide fluctuations of profits should not 
he ground for penalty unless it is definitely proved 
the assessee has deliberately furnished inaccurate 
iculars of his income. 

Jmission on the part of the assessee to add back 
ain apparent disaliowables by themselves should not 
he ground for invoking the penal section unless the 
issee has deliberately omitted to defraud the 
mue. 

Rejection of accounts on the ground of lower margin 
rofit and addition to the actual income disclosed by 
books should nut attract penalty for concealment of 
me unless the Department can definitely lay their 
ds on some serious omissions or defects in the 
iunts. 

3 enalty should not be imposed in cases of cash 
its in the accounts of the partners, proprietors or 
r persons which the Department merely suspects as 
el profits without any evidence in its possession. 

onus oi proving that such cash credits are secret 
its must lie on the Department before a penalty 
be levied. 

Vhere a refund is due to the assessee from the other 
me-tax Officer e.o., for Excess Profits Tax Deposit, 
>ss Profits Tax refund. Business Profits Tax refund, 
he should not be called upon to pay the demand 
ring the refund due to him from the other Income- 
Officer. The refund due to him should be adjusted 
nst demand made against him and only net demand 
ild be enforced. Where the assessments are de- 
d for no fault of the assessee, demand made for 
2 than one assessment year in one financial year 
ild not be enforced without giving sufficient time to 
assessee unless the Department has in its possession 
rmation that the assessee is likely to dispose of 
assets and or is likely to leave India for settlement 
ad. 


The practice of Income-tax Officer calling assessees 
on particular dates and at particular time and making 
them wait outside for long hours could be easily avoided 
by the Income-tax Officer disposing of his work expedi¬ 
tiously. Nothing could be easier for the Income-tax 
Officer to give a fresh date when the proceeding case 
has taken unexpectedly long time. 

The work of assessment should also be prompt and 
not delayed by meticulous inquiries and information 
which lead to no result except time consuming delays. 
There are eases in which for years there is not much 
difference between income returned and income assessed. 
In such cases liberal use of Section 23(1) is called for. 
Further such assessment should be reviewed every three 
to four years to mark wide fluctuations in incomes and 
expenses from the usual. Small assessees should not be 
harassed on account of imperfect book-keeping. Accounts 
should not summarily be rejected. He is likely to feel 
the extra incidence the hardest. Much revenue is not 
likely to be lost it meticulous scrutiny is not resorted, 
except in cases of definite information in the possession 
oi the Income-tax Officer. 

Appellate procedure needs a change. The Appellate 
Assistant Commissioners should not be placed under the 
Commissioner of Income-tax. No amount of assurance 
to the effect that they are free to act judicially without 
tear or favour will satisfy the public when their pay, 
promotion and transfer are vested in the hands of an 
executive officer like the Commissioner of Income-tax. 
The ever hanging sword of being in the bad books of 
the Commissioner of Income-tax and constant disagree¬ 
ment with the inspecting Assistant Commissioner with 
regard to liis decision makes him hesitant to give relief 
to the tax-payer, lest the Department might go to the 
Tribunal in appeal against his order. The Appellate 
Assistant Commissioners should also have no power to 
enhance assessment. That is an executive function in¬ 
compatible with the judicial post he holds. 

Question 99 

Delay in Assessment. 

Undue and inordinate delays in Income-tax Proceed¬ 
ings have become almost chronic-proof, vide the number 
of arrears in the Department. In order to expedite 
assessment and avoid undue delays— 

(1) meticulous scrutiny of accounts every year should 

not be necessary where the previous records 
show a clean assessment; 

(2) refunds should be expeditiously disposed of, 

within, say, three or four months of applica¬ 
tion lor refunds under Section 48. Similar 
prompt relief should be granted under the 
Appellate Assistant Commissioner’s Orders or 
Tribunal Judgements ; 

(3; remand reports should be promptly attended to 
and made within the time given by the Ap¬ 
pellate Assistant Commissioner ; 

(4) technical errors should not be magnified into 

serious omission and penalty levied for the 
default, necessitating long appeal procedure ; 

(5) taxes should be collected giving assessee facilities 

of instalments or postponement according as 
the tax, imposed is large and major portion 
of which is in dispute and in appeal; 

(6) feeling should be generated amongst the tax- 

paying public that honest assessees need not 
be afraid oi receiving prompt and courteous 
treatment but expeditious disposal: that the 
Department is considerate and sympathetic of 
the difficulties facing trader in regard to 
finances and trade slump ; 

(7) the quarterly advance payment must now be 

discontinued, and the old method of collecting 
tax on assessment should be resorted. 

There is a tendency at present among the Income-tax 
Officer to take up some assessments only in the last 
month oi the year lest they may get time barred in the 
next year. This creates a lot of difficulties and em- 
barassment to the assessee in complying with the various 
requisitions of the Income-tax Officer within a short 
time. The assessee is thus required to preserve his old 
records for more than live years in some cases. On the 
slightest excuse of not furnishing a particular book or 
record, there is a tendency on the part of some of the 
officers to proceed with the assessment hurriedly without 
sometimes giving proper thought or consideration to the 
submission made by the assessee. In order to put a stop 
or check on such practice of the Income-tax Officers, 
there should be proper review of such cases by the 
higher authorities. The Income-tax Officer should in 
all cases be warned by the higher authorities to take up 
the assessments within a reasonable time from the date 
of submission of the return. Otherwise there is a likeli¬ 
hood of loss of heavy revenue to the Government and 
unnecessary hardships and troubles to the honest tax¬ 
payers. 

Cases of assessees declaring losses or claiming refund 
should not be given a differential treatment by the 
Income-tax Officers. They should also receive the same 
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attention and treatment as the other assessees. Their 
assessments should not be delayed unduly for a long 
time. 

Cases already taken up where information is collected 
for purposes of assessment, should not be left over by 
an Income-tax Officer where he knows that he is under 
transfer and the transfer is not made in the moffussil. 
In such circumstances transfers may be delayed for a 
short period to avoid unnecessary expenses, troubles 
and worry to the assessee in producing again all the 
books of accounts and documents already produced be¬ 
fore his predecessor. 

Question 100 

Special Business Taxes. 

The Excess Profits Tax and the Business Profit Tax 
were brought into existence to meet the exigencies of 
making large fortune due to the mergency of war. These 
conditions having past these special taxes should not 
figure in our Statute Book. Taxes of abnormal nature 
should be reserved for abnormal conditions. 

DEATH DUTIES. 

Question 101 

Estate Duty Bill. 

The Estate Duty Act has been brought into force at 
a time when there is acute depression in industry and 
trade and consequent acute unemployment in the 
country. It will retard progress of development of 
existing industry and trade and give set-back to its 
expansion. It may thus indirectly increase unemploy¬ 
ment in the country. The levy will kill incentive of the 
individual industrialist and businessman for future 
progress. 

Question 102 

Self-Acquired and Inherited Property. 

Distinction between self-acquired property and in¬ 
herited property of the deceased is desirable, so that 
differentiated rates may be applied to these. Self-acquir¬ 
ed property rates should be lower than those lor property 
which is inherited by the deceased. 


PART III.-COMMODITY TAXES (Central and States) 

CUSTOMS. 

Import Duties. 

Question 103. 

There is no doubt a need for revising the Customs 
Tariff Schedule. This problem arises primarily due to 
the serious divergence between the Customs Tariff' 
Schedule and the present Import Trade Control 
Schedule. The latter, as it stands today, contains 601 
items each of which is given a serial number and has 
further sub-divisions. Whereas in the case cl the 
former, there are only 87 items. The pattern of 
our foreign trade has undergone a significant change 
since import tariff was framed and therefore this 
schedule needs drastic revision. It should also be kept 
up to date to meet changing pattern ol' trade. 

Considerable inconvenience is caused to importers 
due to the lack of co-ordination between the Customs 
Schedule and Import Control Schedule. Instances have 
not been wanting when importers having procured the 
license lor import of the particular set of goods, have 
been told that the goods are differently classified by 
the Customs authorities. The result has been the pay¬ 
ment of heavy penalties, or pending settlement, mount¬ 
ing demurrage charges. 

It is understood that the Governmennt is keeping 
in consideration an early revision of the Import Trade 
Control Schedule. We, therefore, suggest that this 
opportunity should be taken to revise the Customs Tariff 
Schedule also on the same lines, in order that uniformity 
is maintained in respect of descriptions of articles in 
both the Schedules. It is needless to mention that unit 
of weights and measures adopted should conform io the 
international standards. 

Question 104 

(i) The twin considerations that govern the levy 
of an import duty are revenue yield and 
protection to the industry in question. The 
two are not always complementary. Often 
revenue needs might render it inadvisable 
on the strength of the import demand to 
levy a duty high enough to protect the con¬ 
cerned industry. In such cases, preference 
should be given to protection consideration ii 
the industry is of national importance. After 
all, import duties are but one of the many 
sources of public revenue. It would be 
appropriate if the rates are fixed in consul¬ 
tation with the Tariff Commission. We are, 
however, opposed to additional import res¬ 
trictions being placed by the Government on 
import of certain articles over and above 


the import duties for granting additional ) 
lection to some industries by banning 
restricting import quotas. 

(ii) We are definitely of the view that there is 
urgent need to modify the present rates 
duties in respect of the import of raw cotl 
Further the case of textile machinery deser 
social consideration. The existing machin 
is considerably worn out during the "V 
and its rehabilitation is an urgent necess 
It is equally important for the Industry 
modernise the plants to meet the internatio 
competition. This will show how the inc 
try requires machinery worth crores of rup 
for replacement and renewal purposes. 1 
pre;ent rate of duty is 5J per cent, ad valor 
This rate is very heavy considering the £ 
sent inflated prices of machinery. In or 
to accord some relief to the textile indus 
it i; imperative lo substantially reduce 
present rate and we would suggest that 
same should be brought down, if not cc 
pletely withdrawn. 

Under item No. 72 (34) of First Schedule Imp 
Tarffl, there are specified items of Tex 
Mat hinery, viz., Spinning Ring Frames, Sp 
ninj Rings, Spindles and Plain Looms, wh 
are also indigexiously manufactured are s 
ject to a protective duty 10i per cc 
ad valorem. The import of these items 
very restricted and only a small numoer 
permitted for import in deserving cases 
special consiceraaons. We would" suggi 
thci eiore, that in view of heavy restrict, 
on mport of these items, it is not necess; 
to rnpose protective duty which would 
ere: se- the cost unnecessarily. 

(iii) The practice of smuggling has very little to 

with the levy of import duties. Smuggli 
is the outcome of import control, the oi 
way of eliminating this is to make the a 
trol machinery more effective and penait 
heavier. 

(iv) There are a number of cases where duties 

the constituent parts ore higher than on i 
fini heel products. For example, while 1 
duty on motor cars is 75 per cent, on I 
aut. j-parts the duty is per cent. Simi 
is he case in other types of machinery a 
spare-parts. The argument for levying 
hig ier duty on spare parts is that the sp; 
paits have a larger range of use than 
assembled machine which has only a spec 
pui pose. This argument may be genera 
true but in the interests of effective repla 
me its and renewals of industrial equipme 
it ,s essential that this disparity should 
revised. A system of drawbacks may 
ins.ituted with regard to the import of sp: 
parts for genuine purposes of replacement 

(v) It is quite possible that high rates of duty 

respect of certain commodities, such as 
lev luxuries may have so much reduced 1 
volume of imports as to result in dimini: 
inj tax returns. But, as long as there is 
sys tem of import control, it is difficult 
assess whether a point of diminishing retu: 
ha., been or not. 

Question 106 

‘ Tariff V dues ’ are deemed io bo a satisfacU 
basis for assessment of duties in those cases whi 
there are seasonal fluctuations in import prices for 
ample, currents, dry fruits, etc. In such cases 
annual average of the previous months is taken as 
guiding ‘Tariff Value’. This seems to be a reasona 
method, and therefore, no changes are needed in t 
direction. Nit many major commodities are subject 
this difficulty. It is a matter of administrative disc 
tion to widen the list of commodities to which ' Ta 
Values’ should be applied or not. 

Question 108 

All of ii e materials mentioned in (i), as well 
capital equipment for industry should be exempted fi 
import dutie; or at least, the duties must be a minimi 

In partiedar we would like to emphasise tne v 
need to withdraw the duty on the import of raw colt 
which is a basic raw material for one of the most ess 
tial industries, which also accounts for a sizable port 
of urban industrial employment. 

Imported Cotton is subjected to a duty of 2 an: 
and IT/5 pies per lb. Though this duty has been 
existence for a long time, the burden on this aceo 
increased er ormously with partition. India has now 
import a very much larger quantity of cotton than 
pre-partitior days, when cotton grown in areas n 
under Pakistan, was available to us as home produ 
cotton. At the present volume of production, < 
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iual cotton consumption amounts to more than 40 
hs bales. Home supply of spinning cotton is about 
lakhs bales. This means an import of not less than 
akhs annually and the import duty on this quantity 
ounts to about 4-2 crores. The rates of Excise Duly 
Fine and Superfine varieties of cloth which are solely 
nufactured from imported cotton is already very 
h. The additional burden on the Cotton Textile 
ustry on account of Import Duty on cotton is, there- 
3, obvious and hence the consumers have ultimately 
bear a heavy burden. There is no justification for 
h a levy. This argument gains additional strength 
an one realises that no import duty on cotton is 
ied either in U.K. or U.S.A. or Japan. In the inter- 
; of lower costs, higher efficiency and larger -employ- 
nt, this duty calls for an effective reduction, if not, 
rplete withdrawal. 

estion 110 

In a free economy, preference should certainly be 
en to customs duties in preference to import quotas 
means of restricting imports. For one should not 
dish free choice and if the importer, in spite of a 
ivy duty desired to import, he should be allowed to 
so. But in the present abnormal balance of payment 
icultics, import quotas have to be resorted to in order 
conserve foreign exchange if the other methods does 
succeed. As long as exchange control is necessary, 
friction on imports by regulating import duties may 
be effective. 

estion 112 

There is at the moment no statutory provision for 
settlement of disputes involving appraisment, nor 
there any right for appeal from an order of the 
ief Customs Authority. This is not fair to the im- 
ter and is not in accordance with the principles laid 
vn under GATT to which India is a party. Article X 
GATT requires the setting up of tribunals for the 
>mpt review and correction of administrative action. 

strongly feel that such tribunals should be set up 
this country. 

Export Duties. 

estion 113 

In the case of coiton textile industry, we strongly 
;e that there should be a complete withdrawal of the 
port Duty. This duty was levied when we had a 
ler’s market and enjoyed tangible price differentials, 
i have long passed that stage and we are now facing 
ruyer’s market abroad with terrific competition from 
ter countries of the World, particularly Japan. 1'f 
ffiles were to continue to be a major exciiange earner, 
i if home production and employment should not 
fer, it is imperative that the export duty on cotton 
.nufactures should be abolished. 

estion 115 

It is always desirable to have a consolidated system 
finance in which all the individual projects are pro- 
-ly integrated and priorities dra.wn. Therefore, we 
not suggest that receipts from export duties should 
earmarked for specific long range schemes of pro- 
ding export trade. In fact we are of the opinion 
it the industry concerned can take care of the deve- 
irnent of export trade if the duties are withdrawn 
i the advantages of the price differential are given 
ay entirely to the industry. 

estion 116 


whenever imports are prohibitive or heavy duties are 
imposed on imports. 

The Cotton Textile Industry is easily the most 
heavily taxed industry and a good part of this burden 
is due to the imposition of high Excise Duty, which on 
Fine and Superfine cloth amount to 1£ annas and 
2 annas per yard respectively. The Government esti¬ 
mated in their Budget for the year 1952-53 a revenue 
of rupees seventeen crores from this source. With the 
imposition of the additional duty of a quarter anna per 
yard on all mill made doth to protect the hand-loom 
weaver, the Government is in a position to collect an 
additional sum of about 5i crores of rupees. 

It has been estimated by the Bombay Miliowners’ 
Association that since 1948, a colossal sum of over Rs. 50 
crores represents the additional cost to the industry. 

In the present context of recession and growing un¬ 
employment, any continuation of the existing rates of 
excise would hard hit the industry. The market of the 
industry has changed into a buyer’s market and there 
is consumer resistance even at reasonably low prices. 

It is feared that textile prices may be beaten down 
further by the market conditions in which case all the 
burden of the excise duty and import duty on cotton 
have to be borne by the manufacturers. This would 
result in heavy losses and part or full closure of mills 
involving further unemployment and loss of income to 
the country. The only measures which could be adopt¬ 
ed to lower the cloth prices is to reduce the labour cost 
and abolish the Excise Duty. In the present circum¬ 
stances it is not possible to reduce labour cost. In the 
light of these facts, we strongly recommend the com¬ 
plete withdrawal of Excise and Export Duty on cloth 
as well as Import Duty on raw cotton or drastic reduc¬ 
tion in the same. 

Question 121 

There is considerable scope for reducing the adminis¬ 
trative expenditure on this account by simplifying the 
system of control. The duty being now uniformly 
levied on specific rates on ail varieties of cloth, in our 
opinion, it is not necessary to increase heavy expenses 
on part of Government by posting large Excise Staff 
in each mills. In past when Excise Duty was levied, 
it was collected on basis of production and a very small 
staff was employed for collection. The same 'method 
should also now be adopted. 

Question 122 

We do not think it necessary to earmark any part 
of the proceeds of Excise Duties for expenditure on 
research and development Schemes designed to improve 
the quality and marketability of the commodities. As 
indicated in our answer to Question 115 we do not 
favour this linking of specific sources of revenue with 
specific items of expenditure. Since our Government 
has launched a Five Year Plan, it is appropriate to have 
a consolidated system of revenue and integrated public 
expenditure. 

Question 123 

We have already brought about in the course of our 
answer to question 117 that the imposition of Excise 
Duties has affected adversely the development of the 
Cotton Textile Industry both with regard to its size 
and its competitive capacity. 

Salt Duty 


We are opposed to any further extension of State 
ading. In fact the function of the Government should 
merely to intervene with a view to maintaining an 
erall balance in our foreign trade and balance of 
vmonts. This might call for certain types of infer¬ 
ence only when necessary. For example, exchange 
rtrol and quantitative controls may be necessary to 
lserve loreign exchange and relieve internal short- 
es. But apart from this there is no need for the 
ate to participate in foreign trade, except in times 
grave emergencies. 

CENTRAL EXCISE, 
restions 111 and 118 

It is but natural to levy excise duties on articles 
consumption as one of the indirect taxes in a country 
lore the scope for direct taxation is restricted and a 
ge part of the revenue has to come from indirect 
cation. In fact there is a very strong case for the 
mposition of Salt Duty in India because even a thin 
rer of taxation on this commodity will yield large 
urns without imposing heavy incidence on the Con¬ 
ner. But we are definitely opposed to a policy of 
rying Excise Duties on industries which are already 
larting under the burden of other types of taxation 
d which are vital industries whose development is in 
e wider interests of employment and economic We'fare 
the nation. The Cotton Textile Industry is a typical 
stance of this category. 

Nor do we always approve of Ihe practice to levy a 
unterpart Excise Duty on internal manufactures 


Question 124 

We recommend the reimposition of Excise Duty on 
Salt. This is one of a fruitful sources of revenue yield¬ 
ing large returns even at a low rate of taxation. The 
rate of Excise Duty should be uniform all over the 
country. 

Question 126 

It is not desirable to levy a tax on sales of news¬ 
papers because the sales tax would be fractional and 
cannot be passed on to the buyer, whereas in the aggre¬ 
gate it would be an undue burden on the concern itself. 

But there is certainly scope to levy a tax at a 
reasonable rate on advertisements with certain exemp¬ 
tions. 


Question 127 

It is theoretically simple to point out that after all 
sales taxes belong to one of ihe three categories, viz .— 

(1) Excise, 

(2) Octroi and Terminal Taxes, and 

(3) Customs. 

But the field covered by sales taxation is very much 
wider than what can possibly be covered by any or all 
of these three categories. We are of opinion that Sales 
Tax has a specific function to perform in the country’s 
system of taxation. 


uestion 128 „ . 

(a) Yes We agree that m Indian conditions that 
the bulk of Sales Tax should continue to be 
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leviable on aggregate turn-over as distin¬ 
guished from the individual sale price. 

(b) We do not favour extension of the system. On 
the other hand we suggest that all such arti¬ 
cles should also be brought under general 
Sales Tax Law. 

Question 129 

(1) On careful consideration of the problem we are 

of the definite opinion that Multi-point Sales 
Tax is not suitable to an industrially advanc¬ 
ed state like Bombay. On the contrary, we 
strongly favour levying of tax at only one 
point, viz., the point at which a registered 
dealer sells either to a consumer or to an 
unregistered dealer. The transaction between 
registered dealers should be exempted from 
such tax. Further a dealer below a certain 
limit of turn-over should be excluded from 
cumpulsory registration. Lastly all the 
essential commodities and industrial raw 
material and capital goods purchased by 
industrial establishment for the purpose of 
manufacture should be exempted from the 
levy. It may be added here that the recent 
experience in Bombay State has proved that 
the Multi-point, Sales Tax was to a certain 
extent responsible for the crisis in the Textile 
Industry and that the single point tax is 
easier to administer and also more compre¬ 
hensible to the business community in 
general. 

(2) (b) and (c). Under the Single-point Sales Tax, 

large number of dealers whose sales would 
be to registered dealers will be spared the 
trouble of assessment. Only the dealers at 
last stage, viz., retailers will have to show 
their accounts for the purpose of assessment. 
This would considerably lighten the woik of 
the Assessing Authorities. 

The raw materials and capital goods purchased 
by the Industry will be exempted from the 
levy as they would be purchased from regis¬ 
tered dealers and as such no burden by way 
of Sales Tax will be imposed on the Industry 
and their competitive capacity ui.wi-ui.i 
similar industries in' other States would re¬ 
main unaffected. 

(3) (i) In our opinion, Single-point Sales Tax will 

not lead to a greater burden being placed 
on the consumer than is accounted for by 
the proceeds which accrue to the exchequer 
as there would be fewer opportunities for 
misappropriation under the Single-point 
System than any other. 

(ii) With a view to make the administration of the 

tax less burden some to the dealer, it is im¬ 
perative to simplify the forms and accounts. 
The assessment work should also bo expe¬ 
dited and completed within a prescribed 
period after the returns are submitted by 
the assessee. 

(iii) According to our information, the Multi-point 

Sales Tax has resulted in eliminating (he 
intermediaries and has thus adversely affect¬ 
ed the normal trade channels. 

(iv) We are of the opinion that the system of 

licensing of dealers which was in force in 
Bombay under the Single-point Sales Tax 
could minimise the chances of evasion. 

Question 130 

(1) There should be no objection for rates of levy 

on luxury and semi-luxury items such as 
motor cars, frigidaires, radios, etc., to he 
higher than the ordinary rate. 

(2) There should be definitely lower levy, lower 

than the ordinary rate in respect of articles 
consumed by middle classes. Taxes on com¬ 
modities which constitute an important item 
in the cost of living should be kept low 
in the wider interests of production and em¬ 
ployment. 

(3) In order to avoid double taxation and conse¬ 

quent addition in cost of production, raw 
materials and capital goods purchased by 
industrial establishments should be exempted 
from the levy of Sales Tax. Further all Ihe 
essential goods (vide the Schedule of articles 
given under the Essential Goods (Declaration 
and Regulation of Tax on Sales or Purchase 
Act, 1952) should also be exempted from the 
tax. 

Question 131 

In our opinion it would be in the interest of a 
unified economic policy of the country that there should 
be a constitutional amendment so as (o include the 
item of Sales Tax as a whole in the Union list. In 
this case the centre will collect the proceeds and distri¬ 


bute among the S ates in a rational manner. Of coi 
the basis for allocation would be the amount of reven 
that accrue from each State. 

Question 132 

According to our information there is at present 
uniformity with regard to exemptions in favour 
goods essential for the life of the community un 
Clause (3) of Article 28(3 of the Constitution. The gi 
ing principle for deciding the exemptions under 
provisions of the article should be (1) whether it is 
article required by the citizen to maintain himself ; 
(2) is it a raw material consumed by indigenous 
dustry. In practice, however, the Central Act 1 
become inoperative in certain cases. The State 
Bombay which had already levied a tax on Colt 
for example is allowed to continue this practice wl 
Ihe article insists on the exemption clause with resp 
to other Slates. Cliis is a serious anomally. The 
emotion list shou d be standardised for all states ; 
should be given r Prospective effect. 

Question 133 

If the Centre lakes over the collection of sales la 
tion, the existing difficulty caused by exemption fr 
taxation of goods exported from one State to the ot. 
and other inter-date problems can be eonvenier 
solved. Moreover, the distinction between Purchase 3 
and Sales Tax censes to have any validity. 

In the alterna ive we are of the opinion that res 
cnee of the dealer' should be made the criteria for It 
of Sales Tax. If Ihe jurisdiction of States is so restr: 
ed the trade and industry would definitely know wl 
is their exact lial ilily. 

Question 134 

In our opinior, the lack of uniformity between 
States as regards the rates of Sales Tax arid 
methods of applying it (single or multi-point) does hr 
the effect of raising barriers in inter-state corrime 
and of inducing uneconomic divisions of trade. If tin 
is centralisation cf Sales Tax as suggested by us earl 
die difficulties would be obviated. 


GENERAL. 

Question 136 

In our opinion, power to alter the rates of imp 
duties, export dities and excise duties should not 
vested in the administration. 


PART IV.—AGR[CULTURAL INCOME-TAX, LAI 
REVENUE AND IRRIGATION RATES. 

Questions 139 io 142 

We have alretdy indicated in an earlier part tl 
equal incomes should ire equally taxed irrespective 
source of earnings or residence. As such we favc 
collection of revenue from agricultural sector by w 
of taxing Agrieu lural Income. 

Question 149 

No modifications are necessary with regard to la 
revenue settlement in the case of co-operative farmii 
The only point o note is that there will be great 
convenience in ecilection and economy in administrati 
costs. The benefit of such economies may be pass 
on to the co-ope rative institutions by way of cone 
sions as an incentive. 

Question 151 

We arc of the opinion that the present princif 
properly applied are satisfactory. 

IRRIGATION HATES AND BETTERMENT LEVY. 
Question 155 

Where a majc r irrigation work has been construct 
by the state, the taxes io be recommended are (i), ( 
and (iii) that is-- 

(i) a betterment levy representing a portion 

the in rease in the value of land, 

(ii) an irrigation rates for the water actually su 

lied, a nd 

(iii) a small cess. 

No other tax is uggested. 

Question 156 

This is a qut slion which depends on a number 
considerations like the extent of betterment effect, t 
time period over which the entire levy has to be d 
iributed, the present capacity of the land owners 
pay, etc. No clear cut formula can be given in tl 
regard. We adv icate the collection of betterment le’ 
only after the realisation of a substantial increment 
ihe value of lan i. 

With regard o lands already benefited by an exi: 
ing Irrigation work, whether to impose a betterme 
levy or not defends on the prevailing rates. If tl 
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rates are already adjusted to this factor, there cannot 
be any scope for additional levy. 

The proceeds of the levy should always be to re¬ 
imburse only those accounts connected with the specific 
purpose for which the levy is made. 

Question 157 

(i) In principle the irrigation rates should just 

cover the cost of providing the supply of 
water and no more. 

(ii) The rates should be based only on—• 

(a) Area irrigated, and 

(l) quantity of water supplied. 

(iii) There should be flexibility in the fixation of 

water rates. The actual duration of the 
period over which a rate is effective is a 
matter of administrative convenience. 

(Iv) Concessional or incentive rates particularly in 
the initial stages of development are definitely 
desirable. 

Question 158 

The compulsory irrigation cess should just cover the 
total annual cost of maintenance of such local works. 

Question 159 

The principles are the same, but the levy should be 
relative to the benefits conferred by such work. 

Question 160 

Consolidated rates are not in the interests of the 
rate-payer. The rate payer should know all del ails 
about what for She pays and how much for each. 

Question 161 

For financing projects of a local character, there 
should be no imposition of a surcharge on irrigation 
rates based on crop values, sizes of holdings, etc. 


Question 162 

The existing rates of duty on commercial documents 
are pretty high. It may be recalled that duty payable 
on cheques was withdrawn in 1927 in order to promote 
the development of banking in this country and this 
was a right step. Particularly under the present con¬ 
text of the Five Year Plan it is extremely important 
to encourage the banking habit and canalise the cash 
balances into productive activities. Therefore, there 
should be no re-imposition of any duty on cheque pay¬ 
ments. On the other hand, in our opinion, there is 
a case for reduction of duties on Bonds and Bills of 
Exchange. 

We suggest that there should be uniformity through 
out the Indian Union with regard to the taxation cf 
stamp duties. 

Question 163 

On principle we see no reason why there should be 
a duty on forward contracts. Any such duty is bound 
to act as a restraint to free trading in future and res¬ 
tricts the volume of turnover. No one can deny the 
importance of futures trading as a stabiliser of a free 
economy and, therefore, we feel that taxation of for¬ 
ward contracts which is responsible to some extent for 
restricting the turn over is undesirable. 

Question 164 

It is highly doubtful whether to substitute a stamp 
duty for the tax on sale of goods in its present form 
is practicable at all. It is very likely that this might 
result in evasion. Moreover, from the view-point of 
economy in tax collection, taxes would be preferable 
to stamp duty, since collection on the basis of turn¬ 
over is easier. 

Questions 166 and 167 

The uniformity in the rates of Court Fees throughout 
the Indian Union is definitely desirable and administra¬ 
tively feasible. 

TAXES ON MOTOR AND OTHER VEHICLE. 
Question 168 

A vehicle tax is clearly a tax on transport and 
therefore, adds up to other forms of indirect taxes. 
Transport cost is an important constituent of the cost 
of production of industrial units as well as cost of 
living. Higher rates of vehicle tax results in higher 
all round cost conditions and thus retard the production 
and development of the country. 

The existing transport facilities in India are appal- 
ingly poor. In the interior in many parts, road or rail 
transport is non-existent. This often results in local 
gluts while there is country-wide shortage. Therefore, 
there is no doubt an extreme urgency for the develop- 
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rnent of transport and communications. And in fact 
it is gratifying that under the Five Year Plan, a sizable 
part of the public outlay is intended for this purpose. 

But we are definitely opposed to a higher levy of 
vehicle and other taxes on transport for this purpose. 
While this can never be a major source ox revenue 
under present conditions, it will cripple the transport 
industry and add to the cost burden of industry and 
trade in general. Therefore, we plead for a lowering 
of the Motor Vehicles Taxation. 

The present position where there is multiplicity of 
authorities as well as taxes has been a cause of great 
inconvenience to industry and trade. With a view, 
therefore, to bring about uniformity over the entire 
country it is essential that there should be centraliza¬ 
tion of Taxation on Motor Transport. 

\ consolidated levied by the centre would be 

certainty* pa ieraalu. The .ok of collection may be 
left to 'the state.;, or municipalities and the allocation 
of the proceeds may be made on the base; of r.n inte¬ 
grated planning of road transport or in the alternative 
the centre should prescribe a reasonable schedule of 
various rates for Motor Vehicles in consultation with 
the States. A'l municipal taxes and other imposts 
should be abolished and the States should be allowed 
to levy taxes within the scale fixed by the Central 
Government. 

Question 169 

We are of the opinion that there should be no speci¬ 
fic linking between proceeds from Motor Vehicle taxa¬ 
tions and maintenance and development expenditure. 
The former should be viewed merely as an additional 
source of general revenue while the latter should form 
a part of the general public outlay. 

Question 171 

There is a need to bring to a line the motor vehicle 
tax and taxes on other types of vehicles. Animal drawn 
vehicles should* also be taxed with n concession to 
those vehicles that use rubber tyres. Such tax should 
be collected by the States and credited to the Central 
Road Fund. 

TAX ON CONSUMPTION OR SALE OF ELECTRICITY. 
Question 176 

We are in favour of a thin layer of sales taxation on 
the consumption of electricity by the genera! consumer 
for lighting" and other domestic purposes. But a tax 
levied at the very source or a tax on the electrical 
energy consumed "for industrial purposes would act as 
a check on production and is undesirable in the- larger 
interests of the economy. In fact with the prospects 
of abundant supply of electric power after the com¬ 
pletion of the D.V.C. and similar other projects, Govern¬ 
ment should devise ways of popularising electricity 
consumption for productive purposes. Therefore, we 
suggest that electric power consumed by industry 
should be exempted from this taxation. 

Question 177 

With a view to encourage consumption of electricity 
by small consumers it would be advisable to fix an 
exemption limit or in the alternative only a nominal 
tax should be levied upto certain limit. 

Question 178 

As stated in our answer to Question 176, we are 
opposed to any tax on electrical energy used for indus¬ 
trial purposes. 

Question 179 

Our above suggestions remain unaffected whether the 
electrical energy is supplied by the Government under¬ 
taking's or by private undertakings or both. 

Question 180 

We recommend a uniform rate throughout the 
country. The fixation of rates and its administration 
should lie vested with the centre and not the State. 


PART VI 

LOCAL TAXATION. 

Question 195 

There is evidently lack of co-ordination between the 
States and between the local authorities like the Muni¬ 
cipal' Corporations and each authority collects taxes to 
meet its own requirement even from same souices 
irrespective of their possible effects. This happens 
particularly in case of industrial establishmen.s which 
ere "treated ns the most fruitful source of revenue by 
'-uch authorities and taxes are levied on them which in 
a wav impair their competitive capacity, ns compared 
to similar establishments either within the State or m 
other State as the taxes at lower rate may be imposed 
on them. The levy of multi-point Sales Tax hy 
B >mbav Stale is one of the instances. Further within 
the State of Bombay also Municipal Taxes are levied 
at different rates in the important centres like Bombay 
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PART V.—OTHER TAXES (Central and States). 

STAMP DUTIES AND COURT FEES. 
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and Ahmedabad. The Textile Industry at Ahmedabad 
already handicapped due to it being situated in an 
inland town is at a further disadvantage due to heavier 
local taxes as compared to other centres. We, there¬ 
fore, submit that there should be greater co-ordination 
between these authorities in taxation matter so that 
uniformity as far as possible may be maintained. 

Question 200 

Yes. The scheme of rational system of taxation 
necessitates a thorough reorientation of our national 
system of taxation making the three fragments— 
Central, State and Coca)—by itself resourceful and self- 
sufficient. While fixing the rental value for the pur¬ 
pose of such taxation, due regard should be paid to 
all taxes, repairs and other outgoings of property 
owners including cost of rent collection, depreciation, 
etc. 

Question 201 

We agree with a view that there should be no 
change from the well-tried basis of rental value to 
uncertain basis of capital value. Inspite of some defects 
the annual rental value seems to be satisfactory for so 
many years. 

Question 203 

In our opinion, with a view to give impetus to house 
building in cities, some concession on general property 
tax should be given to Co-operative Housing Societies 
and new premises should be totally exempted from the 
levy of General Property Tax and Urban Immoveable 
Property Tax for a definite period. 

Question 207 

So far as “ Service Taxes ”, e.g., water, lighting, 
drainage and conservancy taxes are levied along with 
and on the same basis as the general property tax, the 
tax charged must be such as would be required to 
cover only the expenditure incurred by that authority 
in providing such services. 

We are of the opinion that the Port Trust properties, 
Railway properties, Central Government and other pro¬ 
perties should be treated on par with other private pro¬ 
perties for the purpose of property and service taxes. 

Questions 209 to 214 

In our opinion, Octroi Duty is preferable to terminal 
tax as on account of the provisions regarding refund, 
distributing agencies are not affected by it. As pointed 
out earlier there is a tendency among local bodies to 
levy Octroi duty at varying rates from Centre to Centre. 
In order to obviate such a position and to bring about 
uniformity we suggest that the Government should 
prescribe a model schedule of Octroi .rates to be follow¬ 
ed by the Municipalities. Exemption should also be 
uniformly applied. The formalities for obtaining re¬ 
fund, etc., should also be made very simple and expedi¬ 
tious. We are of the view that industrial raw material 
and Capital Goods should be exempted from Octroi 
Duty or duty at a very nominal rate should be levied 
on them. 

Questions 217 and 218 

In our opinion every effort should be made to reduce 
the cost of travelling. As such we are opposed to the 
levy of ‘Pilgrim Tax’. ‘Poll Tax’ will also hardly fit 
in with our notion of free movement and is, therefore, 
undesirable. 

Question 222 

Before imposing betterment taxes, it should be 
decided in what proportion such expenditure should be 

Supplementary memorandum presented by 

Question 35.— Further remarks by the Ahmedabad 
Millowners’ Association. 

SALT DUTY. 

There is a strong case for the re-imposition of Salt 
Duty. Before 1947 the duty on salt used to provide a 
revenue of about Rs. 6 to 8 Crores. Paradoxically, with 
the abolition of salt duty, price of salt went up, but sub¬ 
sequently, during the recent years price of salt lias come 
down and is at present below the pre-1947 level. 

LAND REVENUE. 

Surcharge on land revenue is as urgent as the imposi¬ 
tion of agricultural income taxation. In Bombay state, 
for instance, the total land revenue hardly amounts to 
about Rs. 6 crores. The rate of assessment constitutes a 
bare 2 per cent, of the gross value of the produce. Even 
a 25 per cent, surcharge over the land revenue would only 
mean about 2-5 per cent, of the gross value of the pro¬ 
duce, while on an average, sales taxation in urban and 
semi-urban areas amounts to more than 3 per cent, of 
the gross value. It is really unfortunate that many 
states such as Bombay, Madhya Pradesh, Uttar Pradesh 
and Madras introduced this surcharge and later on 
dropped it on political grounds. We sincerely hope the 
Taxation Enquiry Commission will prevail upon the 
State Governments to reintroduce this important source 


of revenue, shared between the State Government, the 
Municipality and the Property Owners. In our opinion, 
the expenditure should be fivided equally between the 
State Government, the Municipality and the Property 
Owners. In case of the lat er, it should be spread over 
for a definite period. 

Question 223 

The Textile Mills in Ahmedabad are governed by 
the provision of the Bombay Provincial Municipal Cor¬ 
poration Act, 1949 and we have to offer following 
remarks on the taxation policy of the Ahmedabad 
Municipal Corporation as far as it affects the Textile 
Industry in Ihis city. 

(i) At present Ahmedabad Municipal Corporation 

does not supply water to all mills and certain 
mills have to make their own provision for 
supply of watei by boring tube wells and 
installing machinery for lifting bore water. 
The Corporation, however, charges water 
rale from such mills on the ground that the 
mill is deemed to be connected with muni¬ 
cipal water sup ily because the Municipality 
has laid their main within the prescribed 
area, though at tually no water is supplied 
to them. This is unfair and the Corporation 
should charge water rate only where the mill 
is actually supplied water by the Corpora¬ 
tion. 

(ii) The Corporation Act came into operation in 

the year 1949 and the Ahmedabad Municipal 
Corporation aj: plied their new Taxation 
Rules for the test time in respect of assess¬ 
ment year 1951-52. Apart from charging 
property lax on Lands and Buildings belong¬ 
ing to Mills th; Ahmedabad Municipal Cor¬ 
poration also : included for the purpose of 
Taxation Plant and Machinery of the mills 
inspite of the 'act that no other Municipal 
Corporation in the country assesses P ant 
and Machinery. 

The burden of Municipal taxes on Ahmedabad 
Textile Industry has been increased since 
1939 by 800 per cent, while the burden of 
Municipal Taxes on other properties in the 
city has been increased only by 50 per cent. 
Such increase on the Textile Industry is un¬ 
justifiable and the Ahmedabad Municipal 
Corporation should treat all the properties 
situated within its limit on the same basis 
for the purpos; of Municipal Taxes, 

(iii) Section 406 of he Bombay Provincial Muni¬ 

cipal Corporation Act, 1949 provides for 
hearing of appi al against valuation and taxes 
by the Judge of the Small Causes Court. 
The Act shoulc be amended so as to provide 
for hearing and determining of the appeals 
by the Judge vs ith the assistance of competent 
Assessors, 

(iv) Rule 56(2) of Taxation Rules, Chapter 8 of 

the Bombay Piovineial Municipal Corporation 
Act, 1949 provides for refund of 2/3rd 
amount of gent ral taxes if a property remains 
vacant for not less than 60 consecutive days. 
In order to £ void misinterpretation of the 
term ‘ vacant ’ it should be provided under 
the Rules ti at mill premises containing 
machinery wh ch has remained idle for not 
less than 60 -onsecutive days will be con¬ 
sidered vacant and the owner will be entitled 
to refund as provided under the Rule. 

the Ahmedabad Mi r.t owners' Association. 

which incidentally corrects to some degree the injustice 
done to industry and (ltde. 

Question 37 (ii).—Furth;r remarks by A.M.O.A. 

It is important not to ~esort to any additional taxation 
that is likely to upset the cost of living. With the recent 
decision of the Government of India to revise the Index 
choosing 1948-49 as the b ise year, it would be appropriate 
to treat 1948-49 os a faiily normal year after the World 
War II and partition. Ir. the interests of economic stabi¬ 
lity and planned development, it is necessary to main¬ 
tain the cost of living arc mid the 1948-49 level. 

With the present comfortable position with regard to 
the supplies of food ard clothing within the country, 
there is reason to believi that increased money supplies 
intended to create additional investment and employment 
will not produce any inflationary pressure on cost of 
living. 

But if there is to be anj? additional taxation of 
essential commodities such as food and clothing, the 
effect would be very different. This is bound to result 
in a rise in the cost of living which in turn will result 
in demand for higher wages. Any such development 
would act as a dis-inee if ive to industry and prove de¬ 
flationary, aggravating (he present recession. 

Taxation of luxuries and semi-luxuries at a steeper 
rate than at the present moment would considerably re¬ 
duce wasteful consumpti on on the part of the upper class 
and perhaps also provide a sizable revenue, 
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Question No. 103 .—Further remarks by the A.M.O.A. 

REVISION OF INDIAN CUSTOM TARIFF. 

The present frame-work of Indian Custom Tariif— 
Import Schedule—dates back to 1935 when it was com¬ 
pletely revised. Since then, additions have been made 
to it from time to time on recommendations of Tariif 
Board and other considerations. Even with the enlarged 
structure which the Import Tariif has assumed today, it 
is not exhaustive enough to meet the complete require¬ 
ments of the Import Trade which has largely developed 
during recent years. Though the Import Trade Control 
Schedule is linked with the Import Tariff, neither Sche¬ 
dule is exhaustive and the former embraces several cate¬ 
gories of goods which do not feature in the Tariif and 
the interpretation of which has generally led to complica¬ 
tions. The detailed groups and items under various sec¬ 
tions of the Import Custom Tariif are in several cases not 
sufficiently elaborate and explicit for the purpose of 
modern trade practice and usages. There are numerous 
foot-notes in the Custom Tariif appended to different 
items making it difficult for the intending importer to 
know the exact rate of duty payable, particularly when 
in some of the foot-notes the references are made to 
certain notifications issued long time back. The present 
omnibus item 87 of the Import Tariif comprises a group 
of miscellaneous articles in various categories consisting 
of raw materials, semi-manufactured goods and manu¬ 
factured goods, but these items from the point of view 
of their importance to the trade and industry deserve 


quire importers to produce licence accordingly. The 
Licensing authorities for these two Serial Numbers are 
different which creates confusion, delay and penalty. 

The foregoing will make it clear how the Import 
Trade Schedule and Indian Custom Tariff are divergent 
and conflicting in some respects and to what extent such 
disparity affects the interest of importers and _ causes 
harm to the Trade and Industry. It is of vital import¬ 
ance to make the import Tariff more elaborate removing 
the existing contusion and vagueness. It is therefore 
necessary to revise and enlarge the Import Tariff to make 
it more suitable to the present day pattern of import 
trade. There are various articles which have begun 
figuring in the Import Trade in recent years which need 
to be itemised and included in the Import Tariff. The 
present set-up of 22 sections may be retained but the 
structure of each section should be expanded, to make 
them comprehensive of all items. There is also a greater 
necessity to have a more detailed enumeration of com¬ 
modities of all kinds and sorts under the different sec¬ 
tions. There is, for example, a need for giving a detailed 
break-up of various chemicals, drugs and medicines and 
dyes included in Section VI, Machinery and apparatus 
and Electrical material given in Section XVI. This will 
obviate the difficulties of the importers at the time of 
clearance after importation. Such difficulties would be 
minimised by a more detailed description of items in the 
Indian Custom Tariff as figure in the Import Trade of 
the country. 


to be classified into appropriate groups. 

It would be evident from an examination of the pre¬ 
sent Import Trade Schedule us given in the Hand-book 
of Rules and Procedure, how the difficulty of tracing or 
co-relating the corresponding item of the Import Tariff 
is encountered by the Government itself when against 
several items, it is indicated under the column of item 
of Indian Customs Tariff, that appropriate item of the 
Import Tariff should be referred (ride Item No. 122 of 
Part V and all the items of Part VI of the Import Trade 
Schedule). There are various items in the Import Control 
Schedule against which more than one corresponding en¬ 
tries of Customs Tariff has been specified. Examples may 
be cited of items like Machine Cloth (f>A-Part III, l.T.C. 
Schedule), Zinc Chloride (lA-Part III), Coal Tar Dyes 
(lB-Part III), Belting for Machinery (28-Part II). These 
are only few instances but they can be multiplied. Fur¬ 
ther, Customs being the final autohrity in such matters, 
it is in the interest of importers that they should exactly 
know the rate of duty and the position under the Custom 
Tariff The recent import of automatic looms by textile 
mills will be a relevant illustration of how importers are 
put to difficulty after importation when Customs hold a 
different view and put a different interpretation on the 
Tariff item. An Ahmedabad Textile mill imported auto¬ 
matic looms on the clear understanding that they were 
liable to duty at the rate of 5,1 per cent, under Custom 
Tariff item No. 72(1) of Textile Machinery and Appara¬ 
tus The Custom Authorities, however, assessed them 
under Item No. 72(34) at the rate 101 per cent. In doing 
so, they have interpreted automatic looms as Plain Looms 
which are subject to protective duty of I0o per cent, ud 
valorem. The transactions have involved the mills to 
huge loss and have upset their estimated capital invest¬ 
ment. It is really a serious problem for importers when 
costly items like machinery are subject to doubtful inter¬ 
pretation. Several items of textile machinery have been 
wrongly assessed as a result of confused interpretation. 
Milling Machine is used in textile mills in connection 
with the printing rolls. This machine is confused with 
Milling Machine used by factories and engineering 
works because of the similarity of name. Similai is 
the case with Engraving Machine used for preparing 
printing designs in textile mills, which is interpreted as 
Photo-engraving machine and assessed at a higher late 
of duty. One machine is known as Rotary Cleaning 
Spindle which is used for cleaning spindles in spinning 
department of textile mills. Although this is an item 
of textile machinery and imported as such, it is assessed 
as an electrical equipment and charged at a higher rate 
of duty simply because it is operated by electric battery. 
Again'Ball Bearing Top Roller is a spinning spare-part 
but it is charged at 90 per cent, duty on the value of 
ball-bearing fitted in the roller. In the case of last 
two named machines, the interpretation of the Custom 
authorities is incorrect because modern improvements 
in machines do not alter the character and ffie function 
of the machine. 

There is one interesting example of confusion due to 
lack of proper co-relation between import Custom tariff 
and Import Trade Schedule. Item of* boot and shoe 
grindery ’ falls under Serial No. 30 of 1 art I of Import 
Trade Schedule it is assessed as an item of hardware 
under Custom Tariff No. 71. Serial No.. 275 of Part IV of 
Import Trade Schedule relating to miscellaneous hard¬ 
ware corresponds directly to Item No. 71 of Custom Tariff. 
Tmnnrt licences for boot and shoe grindery are some¬ 
th issu^undS Serial No. 275 of Part IV of the Im¬ 
port Trade Schedule. Custom authorities take objection 
toll" because the item of boot and shoe grindery is 
specifically mentioned m Serial No. 3b of Part I and re 


Question 17C.—Further remarks by the A.M.O.A. 

The provision has been for levy of Electricity Duty in 
Part II of the Bombay Finance Act, 1932. Section 6(4) 
of the Bombay Finance Act, 1932 as amended by the 
Bombay Finance (Amendment) Act, 1949 reads as 
under: — 

(j(4) Every person other than a licensee who gene¬ 
rates energy ior his own use shall pay to the 
Provincial Government at the time and in the 
manner prescribed the proper electricity duty 
payable under this Part on the units of energy 
consumed by him.” 

Nothing in this sub-section shall apply to any person 
who generates energy for the purpose of sup¬ 
plying it. ior the use of vehicles or vessels. 

Under the provision of this sub-section, Electricity 
Duly is collected by the State of Bombay from Ahme¬ 
dabad Cotton Textile Mills generating power for then- 
own use. This is a retrograde form of taxation amount¬ 
ing in effect to a tax on industrial progress and is against 
the declared policy of the Central and the State Govern¬ 
ment to make electricity cheap. 

Question 223 (i).-Further remarks by the A.M.O.A. . 
The charging of water rate by the Ahmedabad Munici¬ 
pality from mills without actual supply of water. 

The Ahmedabad Municipal Corporation is governed 
by the provisions of the Bombay Provincial Municipal 
Corporations Act, 1949. Section 130 of the Bombay Pro¬ 
vincial Municipal Corporations Act which relates to 
“ Water Tux on what premises levied ” reads as under: 

“ 130 (1) Subject to the provisions of Section 134. 
the Water Tax shall be levied only in respect 
of premises— 

(a) to which private water supply is furnish¬ 
ed from, or which are connected by means 
of communication pipes with, any muni¬ 
cipal water works ; or 

(b) which are situated in a portion of the City 
in which the Commissioner has given pub¬ 
lic notice that the Corporation has 
arranged to supply water from municipal 
water works by means of_ private water 
connections or of public stand-posts 
fountains or by any other means.” 

Under the nrovision of Section 130 (1) (b), the Ahme¬ 
dabad Municipal Corporation is charging water rate at 
2.1 per cent, of the rateable value from the Cotton Textile 
Mills even in cases where water is not actually supplied 
to them and the mills have to provide their own bore- 
wells for their requirement of water, on the ground that 
such mills are situated in a portion of the city where 
public stand-posts are provided. 

Question No. 223 («).—Further remarks by the A.M.O.A. 

The burden of Municipal Taxes on Ahmedabad Tex¬ 
tile Industry has increased since 1939 by nearly 800 per¬ 
cent. as against increase on other properties by 50 per 
cent, during the same period. 

Note —Property Taxes on Ahmedabad Cotton Textile 
Mills are at present levied under the provisions of the 
Bombay Provincial Municipal Corporations Act, 194J. 
The amount of taxes assessed for the year 1951-52 comes 
t 0 R S 32 17,883 including an amount of Rs. 4,77,857 ot 
the property tax on certain plant and machinery, which 
is an item included for the first time for the purpose of 
municipal taxation not only in this Centre but also in 
the Country. The same mills paid a total taxes of 
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Rs. 2,94,489 for the year 1939-40 on lands and Buildings 
(as machinery was not a taxable item under the previous 
enactment, the Bombay Municipal Boroughs Act, 192a). 
Thus the total increase in the burden on mills in respect 
of Municipal property taxes comes to about 800 per cent, 
(from Rs. 2,94,489 to Rs. 27,40,026). Such an enormous 
increase in taxes has been brought about by adopting a 


method of double taxation as 
Y ear. 

I. Up to 1939 

As revised in 1939-40 
,, in 1943 

„ „ in 1947-48 

II. Inoie.iS” in capital value of 

and Building Uver 1939. 


detailed below: 

G. W. Rate on Factories. 

• i% on capital value. 

• i% Do. 

■ U% Do. 

• 14 % Do. 

Land 100% 


A MEMORANDUM BY THE AHMEDABAD 
MILLOWNER’S ASSOCIATION, AHMEDABAD. 

(1) Replacement Needs. 

The total amount required for Rehabilitation and 
Modernisation of entire Block by the Ahmedabad Textile 
Mills comes to Rs. 69-57 rrores, calculated at the current 
prices, viz., 3-5 times the prewar normal price, on the 
basis of the Block (Plant and Machinery and Buildings) 
as in year 1947 and after taking into account the surplus 
available in that year. If the surplus of Funds available 
with the mills at the er d of year 1952, viz., Rs. 15-69 
crores is deducted from the total reserves required for 
Rehabilitation, etc. viz., Es. 69-57 crores, the balance viz., 
Rs. 53-88 crores shall h ive to be provided for by the 
Industry in the course of next ten years. 

The amount of Reserv ;s required as above is calculat¬ 
ed in the following manner: — 

Basic Year 1917. 


iii. New imposition of -Special Sani¬ 
tary Tax’ resulted in rise of tax 
by .10% over amount paid in 

1939. 

As against this the rates of taxes on residential pro¬ 
perties during the period has been as under: — 


v, , General 

11 ' Wator Rate. 

Special 
Water Rate. 

Drainage 

tax. 

Total 

Ere 1989 5 % 

5% 

•>% 

l-> % 

1543-17 7J% 

8% 

°% 

m% 

1917-51 111% 

l 

*-’il /O 

nao/ 
oi /o 

171% 

New Valuation: 




General 

Conservancy. 

Special 

rate. 

Water 

12% 

3i% 

2£% 

18% 


Further as a result of increase in value of the Land 
and Building, the burden of Urban Immoveable Property 
tax levied by the Government of Bombay on mill proper¬ 
ties has also gone up. The amount of Urban Immovable 
Properly Tax paid by the Textile mill industry for the 
year 1531-52 amounted to Rs. 6-16 lacs as compared to 
Rs. 5-69 lacs in the year 1940-41. 

Tlie Municipal Corporation has further introduced 
Octroi Duty in place of Terminal Tax formerly levied by 
its predecessor the Boroughs Municipality. The income 
of the Municipality from this new source of revenue has 
been Rs. 51-62 lacs in 1952-53 as against the receipts of 
Rs. 14-39 lacs in 1949-50 from the terminal tax. As most 
of the raw materials and stores purchased by the textile 
mills are liable to the levy, the burden of Octroi duty 
falls very heavily on mill Industry. 


General Observations.—Further remarks by the A.M.O.A. 

The extent to which the burden of particular taxes is 
borne by the industry during the period of depression is 
dependent on the degree of ihe slump. The taxes on 
production, i.e., import duty on cotton and other mill- 
stores, State and Municipal Taxes, etc., are concerned, 
are included in cost of manufacture and hence it is not 
possible to visualise to what extent they fall on the manu¬ 
facturer in a seller’s market. Taxes on sales, i.e.. Excise 
Duty, Handloom Cess and Sales Tax which arc ordi¬ 
narily to be paid by the buyers, are the major burdens 
which are shifted partially or wholly on the manufac¬ 
turer in times of depression. This would be clear from 
the folowing: 

In the middle of 1953, Ahmedabad Cotton mills and 
trade were in the grip of unprecedented trade depres¬ 
sion, which had resulted in heavy accumulation of stock. 
As there was very little demand in the market even at 
prices below par, the Maskatin and Panchkuva Cloth 
Markets Associations approached the Ahmedabad Mill- 
owners’ Association with a request that member mills 
should not separately show Sales-Tax in their bills in all 
future transactions till the conditions returned to normal 
and the Association had to agree to the proposal. Though 
it was a condition of the agreement that mills may quote 
a higher price inclusive of Sales-Tax, it did not give any 
benefit to the mills which had to quote prices exclusive 
of the Sales-Tax and had itself to carry the burden of 
the Sales-Tax. 

The agriculturist comes into the picture only when 
slump in the textile trade is reflected in the price of 
cotton. However, chances are meagre for such an occur¬ 
rence as the present crop of Indian Cotton is in the 
vicinity of 48 lacs bales per year, which is less than the 
demand of mills for such cotton. 


>3 Mills. (Figures in Crores.) 


Block ....... 22'70 

Machine.-y . . 15'90 

Buildings . . 0-7-1 • - x 3-5 

79-45 

Paid-up Capital ...... 7-02 

Depreciation Fund . . . . . M-29 

lb sei vo Fund ...... 7-87 

Premium on Shares ..... -80 

Machinery Renewal Fund .... 1-94 

32-53 

Lest: Block ....... 22-70 

Surplus in 1947 . . 9-S8 


Total Replacement value ..... 79'45 

L'-s-f: Surplus in 1917 ..... 9-88 

Rest rve required . . (!9\>7 

Lies : Siirpius available at (he end of 1952 . 15 (i9 


Reserve required for Re¬ 
habilitation in next 
10 years . . . 53-88 

-M0 

Reserve required for Re¬ 
habilitation per year . 5-39 i.e. 

5- 4 crores 


(2) Sources of Financing. 

The main source fro n which Reserves required for 
Rehabilitation and Modernisation of Plant and Machinery 
and Buildings can ;be bui. t up by the Ahmedabad Mills is 
the surplus of profits of the year. However, looking at 
the trend of earnings ol the mills during the last two 
years, it is doubtful if he mills would be able to set 
aside every year for the next ten years amount of Re¬ 
serves required for Reh: bilitation, as would be evident 
from the picture of the Industry for the year 1952 as 
given hereunder: — 

Year 1952. 

59 Milk. (Figures in Crorers.) 


Gross Profit (13 Milk) . . . .. 3-23 

Less Loss (10 Mills) . . . .. '73 

Balance . 2-50 

Litis: Statutory Depreciable n (59 Mills) .. 2-88 


Deficit • —0-38 

he s'-5; Income Tax @ (i'95 annas .. 0-57 

in a rupee on net profit o ' 22 mills -- 

(1-32). -0-95 

Less: Reserve required for IIehabilita- 4.43 
lion. 

Less: Statutory Depreeii tion . 2-88 1-57 


-2-52 

Less : Interest (dj 0% on Paid-up .. 0'84 

Capital. (59 Mills). (14-00x6%). 

— 3-36 

Less: Return @ 2% on Working .. 0'32 

Capital. (59 Mills). (15-89x2%) - 

— 3'68 
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If, in view of the receding profits of mills, the total 
ount required for Rehabilitation is to be spread over 
years instead of 10 years, the condition would be far 
rse as by the end of 15 years, the Machinery which 
installed after year 1947 would have been worn out 
i would require replacement in addition to the Maehi- 
ry working in year 1947. The Industry shall have to 
ike further provision for Capital employed in working, 
the available surplus would be used up in replace- 
art at the end of the period of 15 years. 


Such a position can be avoided by taking to Reserve 
all surplus profits every year after providing for prior 
charges but without making any provision for Bonus or 
lor extra dividend till the total amount required for Re¬ 
habilitation is built-up. Once this self-efficiency is 
attained, provision may be made for distribution of 
Bonus and for extra dividend, if desired. 

__ Another source from which mills’ requirement of 
Funds for Rehabilitation can be financed is by providing 
for grant of loans to the undertakings for Rehabilitation 
and Modernisation. 



AH India Co-operative Union, Baroda 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


1. Your Commission, having invited opinions from 
different quarters, regarding the basic principles that 
should govern any sound Taxation Policy ot a Govern¬ 
ment, we take this opportunity of enunciating our views 
thereon, in general. 

2. The Scheme of reply. 

But before we begin to proceed to our task proper, we 
can do nothing better than point out to the^ Commission 
that the scheme of our replies would not follow the ordi¬ 
nary routine procedure of replies to. the questionnaire, 
question by question, seriatim, but that at the outset we 
will offer our observations on the policy in general, and 
then take up enumerating speciiie reasons for specific 
types of taxes, besides the general grounds already men¬ 
tioned. 

3. The objective of a sound taxation policy. 

The main objective of a sound taxation policy, to be 
adopted by the Government, should be to evolve such a 
scheme that, besides obtaining necessary revenues for 
running the Government itself, it also indirectly and auto¬ 
matically aids those types of activities which the Govern¬ 
ment thinks are essential for developing the country, as 
a whole. Civilized governments, all over the world, 
accept this principle, as the prime moving force, that 
those movements and activities which they want to foster 
and further, are helped in a substantial way. This help 
may be of two kinds, direct and indirect. Indirect help, 
however, has always been recognised as the healthiest 
type of help, free from all prejudices and grumbling;. 
We humbly beg to bring to the notice of the Commission 
that this principle was also accepted, in a greater or less 
degree, by the Indian Government, previously. The 
Government then thought that India being an agricul¬ 
tural country, in the main, was to be industrialised. In 
order to bring this policy into execution, it framed its 
Tariff policy, and maintained rates of taxes, in such a 
way. that it indirectly and automatically helped the move¬ 
ment towards industrialisation. Our humble submission 
to the Commission, now, is that, while proposing recom¬ 
mendations to the Government, it does not lose sight of 
this basic principle, governing the taxation policy, and 
recommend such taxes as would, indirectly and automati¬ 
cally, help the Co-operative Movement, which the country, 
as well as the Government, wants to foster. 

4. Co-operative Commonwealth—The Ideal before the 

types of business concerns. 

After winning of Swaraj, the Country has placed 
before itself, the ideal of achieving Co-operative Common¬ 
wealth, as its ultimate goal. The co-operative movement 
tries to achieve this ideal. It is, therefore, in the fitness 
of things that the Government should assist it in its 
efforts for reaching the goal. 

5. Co-operation—an instrument for implementing 

Government Programmes. 

Apart from the ideal placed before the country, and 
which the country is trying to carry out, in its own way, 
the Government has, accepted various policies and 
framed developmental programmes for the development 
of the country. There is a method and machinery by 
which the Government is trying to fulfil these policies 
and implement these programmes; but the people in 
general, we beg to point out, have, in their own popular 
way, forged out an instrument, in the form of the Co¬ 
operative Movement, and placed it at the disposal of the 
Government for fulfilling its various policies and imple¬ 
menting its developmental programmes; and, in doing 
so, it has so completely identified itself with the work 
of the various development departments of the Govern¬ 
ment that it has practically come to be looked upon as 
an extension of the Government departments, carrying 
out these developmental programmes, which really speak¬ 
ing it is not. Under the circumstances, it is just and fair 
for the Government to share the cost of the movement. 

6. Agricultural finance is the primary obligation of the 

Government. 

In building up the economic frame-work of a country, 
the two chief productive sectors, viz., the Industrial ani 
the Agricultural, remain as the pivots on which all its 
activities are made to hinge; and, in a country, like India, 
where nearly 80 per cent, of the population are engaged 
in agricultural operations of one kind or the other, the 
Agricultural sector is bound to claim the topmost priority; 
and rightly, too, has it been recognised, as such, by the 
present popular Government. Not only does it want 
development therein, in patches, here and there, but it is 


ail up and doing for modernising and mechanizing 
same, from the top to bottom. 

In this connection, the problem of Agricultu 
Finance has been the most perplexing one, and 1 
always loomed large before the Government The li. 
genous money-lender, the Sahukar, who was there in 
field as the sole monarch, actually overdid his busini 
and exploited the ignorant farmers, as a class, so mi 
so that the Government itself was feeling insecure ab 
its own land-revenue, the main source of its income fr 
that class. Unde- the circumstances, the Governin' 
tried to step into t le field, and began to advance flnant 
assistance, known technically as the Tagavi Loans to 
needy agriculturist, partly by way of safeguarding 
share in the revenues, and partly by way of assist 
them in their owi agricultural operations, the a > 
tancc, however, served little purpose, and was soon ton 
to be inadequate both ways; the method of realising 
same, at the same time, being more cumbrous and me; 
venienl. it, thereluro, did not find favour either with ' 
lender or with t le borrower. The Government tl 
approached the C nnmcrciul Banks and tried to prev 
upon them for shouldering the responsibility of f nano 
the agriculturists. But they, being the most tonservat 
calculators that tiny were, and being convinced of all 
hard risks involve d in such undertaking, refused to 
persuaded so easily The Agriculturists, as a class ho 
ever, fell still stiended ; and it was just at this vc 
iu net lire that the dea uf a co-uperative effort flashed 
the horizon The Government, then in power, espout 
it in right earnest. Co-operative Credit Societies, acco 
ing]y came to be .ormed. in the country, for the sole p 
pose'of providing agricultural finance to the memb 
thereof at an ini rcasnigly low rate of interest. At 
war and Uie attaining of Independence, the entire outlo 
on the problem ol agriculture was changed. The poll 
o -g w more food’ was advocated with fu l vehernea 
more land was br night under cultivation, the method 
agriculture was to be modernized and meenanized. 
this required more finances. But, it must be said, to 
credit of the movement that it continued As efforts Vt 
mtlv inasmuch is the entire burden ol finances 
this time tell on its shoulders alone, the money-ten* 
having withdrawn themselves from the field, owing 
liie hard and risky regulating measures imposed up 
them) consequent on the passing of the Money^ Lende 
Act and the Debtors Relief Act, and the Commere 
Banks having refused to go to the rural aieas. The 
operative movement, thus, has stood, alone, and diseha^ 

, js duties admirably well, among the rural areas, w 
therefore hold th it if the 80 per cent, of the populaU 
is to be kept alive if the rural areas are to be develop 
n earnest the lands of the co-operative moveme 
should be strengt lened not merely by allowing them 
cnioy the eoncess ons, and exemptions, already m ex 
“ but by mak ng them more liberal and more exte 
shT if this ™ not done, the whole structure ot agrici 
tural finance will collapse, and end in disruption. 

7 Popularising Banking in the Country side. 

Along with the work of providing financial assistan 

SU" .3" Sii Su»“SfiUlSS 

lying idle. But the village primary mobilises it, a, 

m ikes it moving, among the people served by it Eve 
makes it mov s- , rightly denominated as 

Bank in mfniatu f ' The Commercial Banks were appi 
ached ToTpen their branches in the country side. B 

live Movement a i toetoher hand, having penetrated m 
stantial assistanc 


8. Formation of 
In bringing ; 
country, as a wb 
leading and vital 
It must obtain ; 
Floating of big lo 
sidising efforts a 
helping expeclitio 
at the root of the 
ment wants to ei 
activity, which, ii 
tion drive, too, 1' 


fresh capital. 

about economic reconstruction ol t 
ole, formation of fresh capital plays 
I role The Government wants capil 
-t in'a healthy and scientific rnanw 
ians, and approaching foreigners for su 
home, may well seem attractive a. 
ias disposal, but, in the end, they stri 
- foundation of the structure the Govei 
ect It is only the co-operative type 
,i this aspect of the economic reconstn 
cads all the rest and tops the rank. 
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Ids up a fresh form of canital form within, and entirc- 
/oluntarily. It is a peculiar type of capital, unknown 
many. It is not owned by individuals, but by a eor- 
ate body, and cannot be utilised, under any circum- 
ices, for individual advantage. It has to be utilised 
y for social and public purposes, even after the dis- 
ition of the body. There are certain salient features 
he management of the funds of a co-operative society, 
ich go to build up its capital, as stated above: — 

(i) The dividend it distributes on the capital invest¬ 
ed is always at a low rate. 

(ii) From even the profits it makes at the end ol the 

year, there are definite portions which have to 
be allocated to specific types of funds, in 
accordance with the provisions laid down in 
the bye-laws, nothing going for individual 
benefit. 

(iii) The rest of the savings builds up its lcsorves. 

(iv) Compulsory savings deposits. 

(v) Voluntary savings deposits. 

(vi) and other local deposits, all these add to the 

amount of the capital formed. 

The capital, so formed is also made available to the 
vernment, in-as-much as the societies invest their 
ings, partially if not wholly, in Government securities 
1 Government loans. 

Tapping of rural savings. 

It is the policy of the Government to see that the 
ings in rural areas are utilized for beneficial par¬ 
es, and not frittered awa.y in unnecessary luxury, nor 
it idle. It, therefore, aims at tapping the rural savings 
best as it can. The National Savings Certificate drive 
i movement, started with this aim in view, and it has 
ped in a way, in tapping the Savings to some extent. 
3 persons, however, engaged in carrying on this move¬ 
nt, remain at a distance and contact the people per- 
ally only in so far as this movement is concerned. 
3 rural primaries, on the other hand, work wonders 
e. They are always in direct contact with the people. 
3 people themselves have brought them into being, 
jse primaries, therefore, tap these savings, in a very 
Jtary way, and from all the sides. In fact, they have 
ped such savings to a very great extent, and are still 
ng the same, at an increasing rate. It is, therefore, 
meet that the Government should help this activity, 
best as it could by helping the Movement itself. 

Government’s preference for institutional type of 
business. 

As a measure for minimising unnecessarily large 
ounts of expenditure, the Government always prefers, 
ocialional or institutional types of business, in-as-much 
it saves the botheration for collection of taxes, check- 
of evasion of taxes, etc., and makes itself amenable 
effective control. The Co-operative type ol business, 
its nature and content, is nothing but an institutional 
associational type of business, it. the ref ore. support:; 

Government standpoint, and implements ils policy, 
igned in that line. 

Even distribution of National Income and raising 
the purchasing power <>£ the people. 

The present Government, being democratic, in all 
3 nts and purposes, aims at distributing the National 
ome evenly, 'taxes arc a proper device for drawing 
th hoards of income, piled with the chosen lew, and 
ing to distribute the same evenly. But they leave the 
t mass untouched. The Co-operative Movement, 
dng spread far and wide into the remotest corners of 
ian villages, is best suited to bring about such distri- 
ion among a class, which, unfortunately, till now, re¬ 
ined down-trodden under the heels of persons, known 
Middlemen. In the ordinary course of business, the 
am of profit goes to the Middleman, noth the produce: 
1 the purchaser being left helpless in the maricet. 
ngs have changed, since Co-operation made its advent 
. in the field of marketing. It places the producer in 
set contact with the purchaser, and eliminates the 
armediary altogether. In doing so, it secures better 
3 es for producer and fairer prices for the purchaser, 
s sort Of activity, accordingly, inherently increases 
purchasing power of both. Raising the purchasing 
ver of the people is recognised as one of the surest 
ys of relieving, or at least minimising, the acuteness 
t is felt all round, about, the problem of unemploy- 
:it to-day. The Co-operative Movement, thus tries to 
/e the burning question of the day. The acuteness is 
t lessened in another way, in so far as the Movement 
kes money available at very low rates. Thus, the 
operative Movement substantially aids the Govern- 
it in fulfilling its policy of even distribution of 
.ional Income. It, therefore, deserves to be materially 
ped. 

Co-operation, a check on corruption. 

The Government wants to check corruption. There 
•e been legislations about the same; there have been 
ves, such as the nnfi-corruption drive, for the same. 


The former seem hardly to have made any effect yet; the 
latter do not seem to have fared better. The Co-opera¬ 
tive Movement helps the Government in this respect also. 
A co-operative institution has to maintain very accurate 
accounting, is subject to close Government supervision, 
inspection and audit, and thus leaves hardly any scope 
for resort to corrupt practice. We may illustrate this by 
a concrete example. Suppose that there is a great scar¬ 
city of Railway wagons for transport of commodities. 
A private or individual trader, under the circumstances, 
will not desjst from stooping to any corrupt practice for 
claiming priority of wagons. Whereas, under similar cir¬ 
cumstances, it will be impossible for the co-operative 
institution to act in a similar fashion, even though, in so 
doing it places itself in a disadvantageous position and 
suffers loss. Therefore, the Government should compen¬ 
sate the Co-operative Movement for remaining firm and 
honest in its dealings with the administration. 

13. Profits of Co-operative Societies are due to honorary 
workers. 

A very salutary result of the Co-operative Movement 
is that it has brought, in its train a band of workers, 
selfless and untiring, who oiler their honorary services to 
the institutions that spring up, and guide their destinies 
all along. It may be pointed out that the profits appear¬ 
ing in the accounts of most of the Societies, at the end of 
the year, are mainly due to the fact that these honorary 
workers accept no remuneration for the services render¬ 
ed. The Government, therefore, should not think of tax¬ 
ing such seeming profits, otherwise it would take away 
a very valuable incentive o£ rendering selfless service 
from such types of people. 

14. Co operative Societies and abnormal times. 

In all that has preceded, we have talked about the 
part played b.y the Co-operative Movement in ordinary 
normal times. But abnormal times do arise, and we 
have had sufficient experience of the same, both during 
the war and after the war. The part played by the move¬ 
ment in such times also should be accounted for, and 
there is a bright history about the same which should 
give glory to the movement. When Madras, e.g.., was 
actually bomarded, during the second world war, and 
when all other big, bigger, and biggest concerns of the 
city closed their doors and sought shelter elsewhere, the 
Triplfcane Co-operative Multi-purpose Society stood 
alone, unshaken, and catered to the needs of the people, 
as best as it could. This was a monumental stand, 
indeed. The movement lent a very helping hand to the 
Government, in abnormal times. It looked after the 
Civil supply work, entrusted to it, very ably and satis¬ 
factorily. The evil of black-marketing was checked 
mainly through the agencies of these co-operative 
societies, though at great risks to themselves. This would 
provide a very sound reason for subsidising the Move¬ 
ment. 

15. Co-operation—a training ground for Democracy. 

Democracy, in India, is of recent origin and in its in¬ 
fancy. The whole mass has to be trained up tor the ways 
of democratic thinking, and the methods of democratic act¬ 
ing. It may be pointed out, in this connection, that the 
co-operative movement works on essentially democratic 
principles. Every Co-operative institution, big or small, 
whether in a big city or in the remotest village, is accord¬ 
ingly, a training school for democratic methods of work. 
As such, the Government attitude to such a movement 
should be liberal and sympathetic. 

1G. Ga-operatiVe Movement distinguished from other 
types of business concerns. 

The Co-operative Movement can foe easily distinguish¬ 
ed from other types of business concerns as under: ■—■ 

(i) That the rate of interest allowed on the issue 

of share capital is a positively fixed rate, 

(ii) That there is restriction in the number of 

shares each individual can hold on his own 
account, 

(iii) That there is restriction on the distribution of 
dividend, 

(iv) That the management is essentially a democra¬ 
tic one, membership being open and universal, 
being elected on the principle of “ One man- 
one vote—none by proxy ”, 

(v) That the amount, left after payment of divi¬ 
dend, is utilised for building up reserves, 

(vi) That such funds are owned by the Society, and 

there is no scope for any individual for appro¬ 
priating profits for his private purposes, 

(vii) That even after dissolution, funds could be 
utilised only for public purposes, or for orga¬ 
nising or strengthening similar institution in 
the same locality. 

(viii) Its accounts are audited by the Government. 

Whatever Taxation Policy, therefore, is proposed to 
be forged out on the anvil, the policy-framers cannot 
afford to lose sight of the deep line of demarcation which 
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separates a Co-operative concern from all other types of 
proprietory concerns. The policy, under the circum¬ 
stances, should be so framed as to help the Co-operative 
Movement, and certainly not to put the same into adverse 
position, as compared with other business concerns. 

17. Justification for claiming' concessions, exemptions. 

After having dwelt at so much length on the 
nature and importance of a co-operative type of effort 
for the political, social and moral uplift of the people at 
large, our task becomes easy and justified in claiming for 
it not merely the concessions, exemptions and facilities, 
enjoyed till now, but an enlargement of the sapre on a 
broader basis. Historically, the movement has been 
allowed to enjoy certain concessions, exemptions and faci¬ 
lities, from its very inception, and even at the hands of a 
Government, alien to the soil, the Britishers. The claims 
for assistance must be more easily acceptable, we believe, 
to the present Government, which is run by the people 
themselves. 

Having offered our observations, so far, on the Taxa¬ 
tion Policy in general, as applied to Co-operation, we now 
proceed to deal with specific taxes. 

I. Co-operative Societies and Income Tax. 

Besides the general arguments, the following are the 
specific reasons for granting exemption from Income Tax: 

(1) The income that would be derived from income 

tax, proposed to be levied from the co-opera¬ 
tive societies, all over the country, would be 
very insignificant; whereas the step would act 
as a serious blow to the incentives to people 
to form co-operative societies. Thus, the loss 
which the movement will suffer thereby will 
far outweigh the gain the Government hopes 
to get, by imposing the tax on the societies. 

(2) There would be another difficulty also. The 

members of the societies are mostly persons of 
small or ordinary incomes. In and by them¬ 
selves, they would not have been liable to tax. 
But as the Tax is collected at the source, the 
shareholders of the societies would be obliged 
to ask for refunds. Almost 99 per cent, of 
them belong to that type. The process, again 
of approaching the authorities concerned for 
such refund, is so long and laborious that 
hardly any one of them would go in for the 
same. This process would be inconvenient to 
the Income-Tax authorities also. 

(3) Profits of the co-operative societies are really 

speaking no profits at all. They are ulti¬ 
mately returned back to the members, either 
in the form of belated payment in the case of 
marketing societies or in the form of price re¬ 
bates in the case of Consumers’ societies. 
Whatever profits are left after these payments 
and payment of dividends at a rate not higher 
than 6 per cent, to the shareholders, are not for 
distribution among the shareholders. 

(4) Profits, appearing in the accounts of the societies, 

are as a matter of rule, distributed strictly in 
accordance with the provisions of the bye¬ 
laws, which provide for declaration of divi¬ 
dend at a rate not more than six per cent., 
and besides which all the amounts that are 
left are utilised for building up reserves. No 
individual appropriation of these profits is 
possible. The reserves can only be used after 
obtaining necessary permission of ihe Regis¬ 
trar. Even after dissolution of societies, ail 
these funds could be utilized only for social 
purposes, or organising similar institution in 
the same locality. 

(5) Exemption from Income Tax is claimed on two 

grounds, viz., on principle, as well ns, as a 
matter of concession. 

On principle, the profits of a co-operative 
society are not strictly speaking profits at all, 
in the ordinary sense of the term. This has 
been recognised in countries, like England and 
elsewhere. Though Co-operative Movement is 
well developed there, still some exemptions 
from Income Tax are allowed, as a matter of 
concession. 

(6) For purposes of Taxation, it is laid down that 

profits derived from dealings with non-mem¬ 
bers are liable to tax. This question arises 
onlv in the case of distiibutive-supply-socie- 
ties” As a matter of fact, these societies are 
not working for profits, at all. A very major 
portion of the profits, accruing to these types 
of societies has to be ear-marked for what is 
known as the Special Development Fund, 
which cannot be utilised otherwise than for 
public purposes. Tersely put, these are all 
mutual aid societies, and mutuality in trade 
js no profit-making business. 


(7) It is also laid down, for the purposes of taxati 

that the income derived by the co-operat 
societies, out of investments of their fui 
into Government securities, is liable to t 
The ta:: would have been justified, if th 
investments were made for trading purpos 
or for earning profits. As a matter of ti 
however, these investments are made as 
matter of course and routine, and in pursuai 
of healthy banking practice. So the Co-ope 
tive Movement claims complete exempt 
from the tax. 

(8) Deposits in rural primaries should be tax-f: 

just on the same basis as the National Savii 
Certificates, which are issued tax-free. T1 
would certainly go a great way in aiding i 
scheme of tapping the rural savings. 

(9) Lastly, we would humbly bring to the notice 

the Commission that the analogy of the st; 
of affairs, existing in countries, like Engla: 
and Sw ’den, elsewhere, in this matter, shot 
not be applied to India, for the followi 
reasons 

(a) The movement in those countries has de' 
loped to its fullest extent; the people a 
are educated and advanced. There 
ther efore, not so much clamour there 
exe nption from Income-tax. 

(b) Eve i in such countries, certain exemptic 
are granted to the movement. 

(c) Morj over, in those countries, the mo 1 
meiit is not being utilized as an inst: 
ment for Government policies and p 
gra nmes just in the way in which it 
being done in India. In India, therefo 
the movement deserves complete exen 
tior from Income Tax. 

II Co-operative S icieties and Agricultural Income Ti 

We are of opin on that the income tax on agricultu 
holdings should net be levied. If, however, the Gove: 
ment thinks of levying this tax, we believe that it woi 
be unwelcome, on the following grounds: 

(1) It creates a curious anomaly. The Governnru 

desires that agriculture should be develop 
on a co-operative basis. This cannot be dc 
otherwi -:e than by introducing co-operati 
farming. But the imposition of agricultu 
income tax will discourage people from for 
ing themselves into Co-operative Farmi 
Societies, because if they remained as indi 
dual fa -mers, with their small holdings, th 
would i ot have been liable to pay tax, whe 
as their becoming the members of a Co-opei 
tive Farming Society makes the society lial 
to pay ax. 

(2) The Government, at present, patronizes ag 

culture, wants to modernize it, and introdm 
large-sc lie farming instead, as the holdings 
agriculturists are too small. But this cam 
be mat :rialised, unless people are convinc 
that the introduction of such farming will 
to their benefits. Large-scale farming will i 
doubted Ly bring more income to the socie 
But if that income is going to be taken aw 
by the < Government, in the form of agricultu 
income tax, people would certainly be discoi 
aged frrm bringing such societies into exi 
ence. 

III. Co-operative Societies and Land Revenue. 

The following -easons may be advanced for claimi 
exemption: — 

The Co-operati /e farming has yet to be ingrained 
the soil of India. It is a new experiment which has j 
to be popularised. It therefore deserves encourageme 
in the first instance, by ensuring concessions in the ra 
of land revenue. Complete exemption is suggested : 
the first two or th 'ee years, and then progressive exen 
tions, spread over for a number of ten years. 

IV. Co-operative Societies and Surcharge on Lane 
Revenue. 

The surcharge, if at all to be levied, should be lev: 
nroportionally, ard not progressively, so as not to ] 
the farming societies into any adverse position, as co 
pared to individu ils, in-as-much as, the societies woi 
have to pay great amount of surcharge on their holdn 
which would be generally larger than those of the in 
vidual farmers. 

V. Co-operative Societies and Stamp Duty. 

The following reasons can be advanced for claim 
exemption from stamp duty: — 

(i) A Co-ope) ative Society, as a rule, institutionali 
busines; and introdeues banking practices e\ 
in the remote rural areas. This type of bv 
ness, and these practices require a number 
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small and variegated kinds of operations to be 
performed. All these operations will require 
to be stamped ; and that would make the pro¬ 
cess more expensive in the aggregate than in 
a single big operation, which would deter the 
movement from penetrating into remote rural 
areas. 

(ii) The main business these societies undertake is 

that of financing. And financing at a rate, the 
lowest in the market, to agriculturists, staying 
in the far off villages, is a very risky job. 
Stamp Duty will add to the burden, and will 
not make agricultural financing cheap. 

(iii) The Government, in advancing tagavi loans, 

forgoes this type of duty. There is no reason 
why co-operative societies should not be allow¬ 
ed to enjoy a similar latitude. 

VI. Co-operative Societies and Registration Fees 
The Co-operative movement introduces banking prac¬ 
tices in the far off villages and institutionalises even small 
businesses in the rural areas. It is already enjoying ex¬ 
emption from registration fees. Now if this is taken 
away, this type of work will receive a great set-back in- 
as-much as the registration affair will involve an addi¬ 
tional expenditure of transport and travel on the grant 
of the institutions concerned. 

VII. Co-operative Societies and Sales Tax. 

The imposition of Sales Tax on co-operative societies 
gives rise to a peculiar anomaly, which may be illustrated 
by a concrete example. A private individual, selling 
milk, e.g., in a remote village, may not have to get him¬ 
self registered, under the Sales Tax Act, as his annual 
total turnover is not likely to reach the target, fixed 
under the Act, whereas if ten or twelve milk-men, resid¬ 
ing in the same village combine and form themselves 
into a society, it will have to get itself registered, as its 
total turnover is likely to reach the target earlier. Thus, 
the taxable limit for co-operative societies should be 
raised considerably. Otherwise, it would dissuade people 
from forming co-operative societies, and place the 
societies in an unfair position, as compared to individuals. 
Hence we submit that care should be taken that no tax is 


to be imposed which would put co-operative societies 
into adverse position, as compared to individuals. 

VIII. Co-operative Societies and Property Tax. 

Property tax, in so far as it is related to co-operation, 
is concerned mainly with Co-operative Housing Societies. 
Providing dwelling accommodation to the people of a 
country is one of the principal obligations a Government 
has to fulfil. The present Government has sympatheti¬ 
cally taken up the problem, and put into operation seve¬ 
ral building programmes. Its main concern is to see thac 
the tenants are not exploited anywhere. One of the ways 
in which this can be ensured is to push forward the pro¬ 
gramme on a co-operative basis. But if property tax is 
to be levied on the society, it will dissuade people from 
coming forward to form such societies. A member, if he 
would have built the house himself, would not have been 
taxable. But a combination of several such members, 
forming themselves into a society would make it taxable. 
This is very paradoxical. It may, therefore, be fitly 
claimed that these societies should be exempted from 
property tax. 

IX. Co-operative Societies and Commodity Taxes. 

There are two kinds of commodity taxes—Import 
duties, and Excise duties. The Government proposes to 
bring about development in agriculture, on all fronts. 
Large quantities of foreign materials will have to be 
imported for this purpose. The commission, we hope, 
will give due consideration for recommending concessions 
for agricultural development in general. The same con¬ 
cessions will naturally and automatically extend to co¬ 
operative farming. So far as the excise duties are con¬ 
cerned, our plea would be that a rebate to such societies, 
as the Co-operative Producers’ Society of Biddi makers 
or Match makers, in the excise on tobacco and matches, 
in proportion to the raw tobacco used or matches pro¬ 
duced, will provide a very healthy incentive to efforts 
for production of such commodities on a co-operative 
basis. If the Government will have to bear loss of 
revenue on account of these concessions, we are sure, the 
loss would be quite insignificant in comparison with the 
incentives that would otherwise be encouraged. The 
Government, therefore, may well be advised to revise its 
policy, on this score. 
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Replies to the Questionnaire of the Taxation Enquiry Commission. 


(1) It is not at all fair to levy any tax in the form 

of revenue assessment over the agricultural 
land. The expenditure incurred after agricul¬ 
ture should be deducted and the net income 
should be calculated. From the net income, 
the amount that would generally be required 
by the agriculturist-family, should be 
deducted and only on the remaining amount 
the income tax be charged. 

(2) The limit of the amount of agricultural income 

for the purpose of charging income-tax, should 
be fixed at a higher figure, than that of non- 
agricultural income. 

(3) The rate of Tax should be more in respect of 

those holding land which may be in excess to 
the requirement for the maintenance of agri¬ 
culturist-family, and the relief in the rate to 
that much extent be afforded to those hold¬ 
ing less land. 

(4) In the case in which whose main source of 

income is from non-agricultural income, the 
income-tax be charged on the total of both 
the non-agricultural and agricultural income. 

(5) In case the revenues is to be recovered, the 

same should be recovered in the form of 
foodgrains in respect of the land in which 
foodgrains are produced and also looking to 
the proportion of the yieldage therefrom. 

(6) The manner in which the revenue in the form 

of foodgrains be recovered should be as 
under: — 

First of all the average rate upon the last five 
years’ market rates of food-grains should 
be worked out. Then, the quantity of 
foodgrains that may be procured against 


the actual revenue assessment, at the 
above-mentioned average rate, should be 
taken as permanent Land Revenue Assess¬ 
ment and only that much quantity of food- 
grains should be taken as Land Revenue so 
that on the occasions of slumps in the 
market, agriculturists may not. 


(7) In case the cultivation is done for money-crops 

in a particular land, the assessment in respect 
of such land, should be kept at a higher rate 
and in ca;e of foodgrains and other edible 
items, the assessment be kept at a lower rate. 

(8) In case of the yield of the year being 4 annas 

or less than that, the whole amount of re¬ 
venue assessment should be remitted. 

(9) In case of ihe yield of the year being over 

4 annas and not above 8 annas, than only 
half of the revenue assessment be recovered. 

(10) When the year is 12 annas the full revenue 

assessment should be recovered. 

(11) In case in which yield of the year is over 12 

annas the full revenue assessment plus the 
arrears of previous year, if any, should be 
recovered. 

(12) Income-tax ;hould not be charged on the 

amount of rrigation rates for supplying water 
to the land in which such watering is done. 

(13) No sur-chargt or any cess be levied on irriga¬ 

tion-rates. 

(14) In some suitable case, the recovery of the Land 

Revenue Assessment should be entrusted to 
Gram Panrhayats, or Co-operative Societies, 
or such other local Bodies. 
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PART IV—AGRICULTURAL INCOME TAX, LAND 

REVENUE AND IRRIGATION RATES AND 

BETTERMENT TAX. 

GOVERNMENT POLICY OF TAXATION. 

Taxation Policy of Government should be such that 
the tax should be imposed on those who can afford, and 
the realisation of the tax should be utilised for the 
economic, social and cultural welfare of the poor 
ignorant and backward classes, and they can enjoy equal 
rights and opportunities in every walk of life. With 
the above view point, the income received from taxa¬ 
tion should be utilized. Thus average income of the 
state should be increased and all sorts of inequalities 
from every field of life should be done away with. 
The existence of Government should be for this purpose. 

Taxation of Land. 

Land is neither the means of consumption nor com¬ 
fort, but it is the means of production of necessary 
things of life. Man has to labour hard on the land. He 
has to face innumerable risks and has to put up with 
natural and man-made hardships. We definitely believe 
that there is no justification in imposing a tax on the 
means of production of basic needs of human beings. 
No doubt the ultimate ownership of the land is the 
state. But that does not mean that the state should 
levy tax on land. The acceptance of the ownership 
does not only depend on payment of taxes, but the 
state can affirm its ownership by framing certain other 
rules. 

We also believe that the object of taxation should 
not only be to increase the income of the State. But it 
should rather increase the average national income and 
especially it should result in securing more basic needs 
of life of the poorest man of the State. 

Condition of Agriculturist and Agriculture. 

Tax on land will fail to achieve the above object. 
The present condition of the farmer itself bears testi¬ 
mony to this fact. Words cannot depict the real picture 
of the agriculturist who is undergoing tremendous hard¬ 
ships and who is anyhow prolonging his occupation 
under adverse circumstances unless one is one with agri¬ 
culturist and has practical experience of his hard life. 
It will not be out of place to quote few examples of his 
grim indebtedness and horrible exploitation due to 
perpetual financial stress. 

(1) Only in Ahmedabad district in 1950-51 the figure 
of Government tagavi was more than a crore of rupees. 

(2) In addition to Government tagavi the co-opera¬ 
tive societies of the district also owe 80 lakhs of rupees 
from the farmers. Over and above large scale private 
money lending is also going on amongst the farmers. 

(3) In one village, out of 97 farmers, 77 are the mem¬ 
bers of the co-operative society. Average debt of the 
farmer is Rs. 981. Average debt of Government loan 
is Rs. 105 and average private debt is Rs. 400. On the 
whole, the total average debt of the farmer is Rs. 1,486. 

(4) Some of the debt of the society and Government 
is out of date. 

(5) Because of the scarcity of rain for the last 3 
years, the whole area was famine stricken. There is 
nothing like saving with the farmer, and as he has sur¬ 
passed the limits of co-operative, Government and 
private debt, in most of the cases, he has to fispose of his 
standing crops at extremely low price. Here we quote 
a few examples: 


Crop 


Government 
or market rate 

Disposal Rate 
of the farmer 

(1) Kala (cotton) 

(2) Millet (Bajri) 

(3) Paddy . 


Rs. 24 to 26 

Rs. 12 

Rs. 18} 

Rs. 10 to 14 
Rs. 7 to 8 

Rs. 12 to 14 

(B) The farmer has not enough money even for 
seeds. We quote below few example of what he has 
to pay for securing seeds. 

Kind of Seed 

Price per 
B.M. 

Quantity to 
be paid to 
exchange 

Price per 
B.M. 

Cotton seeds 

1 B.M. 

Jowar seeds 

1 B.M. 

14 to 15 

14 to 16 

Kala 1 to 1} B.M. 24 to 32 

50% of the produoe 100 to 125 


(C) A farmer took Rs. 200 from a private money¬ 
lender. As its interest, the farmer has to pay 50 per 
cent, of the total produce of a field of 12 acres which 
gives an income of nearly Rs. 600. That means the 
farmer pays Rs. 300 as an interest on Rs. 200. 

Apparently, one would feel exaggeration in the 
above examples. But they are facts. All these are 
private methods of money-lending which the farmer has 
to resort to. These methods exist to such a large extent 
that numerous examples of this type of exploitation can 
be quoted and proved. 

The indebtedness of the farmer is beyond imagination 
and he has to suffer helplessly the terrible exploitation 
of which the above examples are merely hints. In 
spite of so many efforts and incurrence of debt neither 
is he able to get sufficient nutritious food nor is he able 
to educate his children. He drags his life in tremendous 
scarcity. Then a question will arise how he pulls on. 
The fact is that he lives on the indirect exploitation of 
his cattle, members of the family and labourers who 
are closely associated with his life and occupation. 

6. The farmer has not sufficient means for prospering 
the agriculture and increase the production and thus 
he is not able to enjoy proper status in the society and 
lead a happy family life. 

(A) He must have full set of implements for all 
processes in agriculture, a pair of strong healthy bulls, 
houses for storing grass and corn, bullock sheds and 
enough open space. Very few farmers have these faci¬ 
lities while the majority of them are practically devoid 
of such facilities. 

(B) They have not even enough housing accommod¬ 
ation. Most of them have to content themselves with a 
single room which is also his kitchen and his bullock 
shed. He has to live in such an unhealthy place unfit 
for human habitation. 

(C) Majority of farmers are not in a position to store 
grain for food and seeds. He is compelled to sell it off 
and suffers half starvation. 

7. In days of famine, he and the members of his 
family have to accept hard work of earth-labour on 
daily wages of only 10 annas. This shows to what an 
extent his family condition is unstable. He is not able 
to stand even the effects of one famine. 

8. That Government has to resort to confiscation of 
farmer’s property for the recovery of instalments of 
Government loans shows that the farmer is economi¬ 
cally ruined. 

9. Government has to give suspensions and at times 
remission of land revenue. 

From the above facts, it is evident that the present 
taxation of land is even beyond the capacity of the 
farmer and hence unjust. Under these circumstances, 
any step to levy more tax on land will do him more 
injustice. 

We agree, in the last 10 years the price of the agri¬ 
cultural produce has gone up. Besides, Government 
has also enacted certain laws for the economic better¬ 
ment of the agriculturist and his land such as facilities 
in building wells, bunds, canals, manure and seeds, 
Tenancy Act, Debt Relief Act, facilities of finance at low 
interest through co-operative societies. These steps are 
no doubt in the interest of agriculture and agriculturist, 
but they have not benefltted the agriculturists to such 
an extent that new taxation can be justified. 

The price of agriculture produce has increased but 
by the by, the comparative price of the things con¬ 
sumed by the agriculturist has even gone much more 
higher. 

It is true that in villages few families appear to be 
happy, but it is mostly due to the extra income they 
make from sources other than agriculture. There is 
apparently no remarkable improvement in the condi¬ 
tion of 98 per cent, of farmers. 

The difference in the past and present economic con¬ 
dition of the farmers should not be the criteria for taxa¬ 
tion. But the policy of taxation must be based mostly 
on the present economic condition of the farmer as the 
tax payer in comparison with the other classes of 
society. 

In consideration of such condition and circum¬ 
stances, we are of the opinion that the farmer should 
not be subjected to any burden of new taxation. On 
the contrary, we believe that necessary steps should be 
taken to utilise the major portion of the income from 
taxation on relief in land revenue and betterment of 
agriculture. 



04$ 


In spite of the agriculturist being in such condition, 
we believe that the farmer should also contribute to 
the national schemes as rest of classes do. So the 
Government should so formulate their policy of taxa¬ 
tion that the income from taxation should be in accord¬ 
ance with the need of the development schemes, and 
the difference in the capital and income may be 
eliminated. 

Keeping in view the above facts and the conditions 
in the Bombay state, we have tried to answer the 
questionnaire. 

Agricultural Income-tax. 

Question 139.—We consider that instead of land 
revenue it will be more justifiable to levy income-tax on 
the income of agriculturist. But this income should be 
determined after deducting his cost of production, main¬ 
tenance of his family, etc. In this way, the income 
liable to be exempted from income-tax should be deter¬ 
mined and then on the surplus income only the income- 
tax should be levied as is done in other cases. 

But at the same time, it is quite evident than in the 
present condition of the farmer, it will be very difficult 
and nearly impossible to fix the taxable income. The 
reasons are as follows: — 

(1) Illiteracy of the agriculturist, 

(2) Even the partially literate agriculturist is not 

accustomed to keep his accounts, 

(3) Dependence of agriculture mainly on the favour¬ 

able considerations of nature. 

4. Looking to the present mentality and other cir¬ 
cumstances of the agriculturist exact figures of his in¬ 
come and expenditure cannot be determined and so in 
absence of authoritative figures there is every likelihood 
of error in determining his income. 

Due to many such reasons, it may not be possible 
to resort to income-tax instead of land revenue. Still 
however, income-tax will be more commendable if It 
can be resorted to in place of land revenue. 

In short, we consider it just and equitable if only 
income-tax is levied in place of the present method of 
land revenue. But if it is not practicable it will be in 
no way justifiable to levy income-tax in addition to the 
land revenue taken at present. So we are clearly of 
the opinion that— 

(1) Income-tax should not be levied so long as the 
land revenue scheme is in force in any form, 

(2) Levying of income-tax being more justifiable, we 
prefer it if the land revenue scheme is done away with. 

We suggest this change in the method of taxation not 
with a view that the revenue of Government may be 
increased. The main reasons of our suggestions are as 
follows: — 

(1) Economic condition of the agriculturist be sound, 

(2) Production may be increased, 

(3) Agriculturist and the agriculture both may he 

able to sustain themselves even in abnormal 
years, 

(4) And the income of the poorest agriculturist who 

have taken to this occupation may be in¬ 
creased, resulting in the increase of national 
income, and thereby in the prosperity of our 
motherland. 

Because of the above reasons, our suggestions are 
as follows: — 

(1) If Government adopts the policy of levying in¬ 
come-tax, it should immediately take the 
following steps: — 

(A) Protection against death of cattle, heavy rain- 
fall, scarcity of rain, famines, frost, locusts and such 
other catastrophies. 

(B) Fixation of minimum rates of agriculture pro¬ 
duce and if necessary, the preparation of Government to 
buy the products at these rates. 


tax is levied on the yearly taxable income. In case of 
agriculture this method would prove harmful to agri¬ 
culture itself and the .armer. So our suggestions are: — 

(1) Income-tax sfould be levied after taking steps 

mentioned above in A to E. 

(2) Tax should b< taken only if there is any surplus 

of income after making amends for the loss 
sustained in the previous year. 

Question 140-A. —While considering the method of 
taxation on agrieultui al and non-agricuitural income, the 
following fundamental difference should be borne in 
mind: — 

The income in non-agricultural occupation is receiv¬ 
ed mainly from proft, interest and high salaries, while 
the farmer has to un iergo hard labour and natural risks 
for his income. The-e is a great possibility of exploita¬ 
tion of other’s labour in non-agricultural occupations. 
Also, they take adva itage of the principle of supply and 
demand, which giver birth to many social evils. As a 
result the income of this class increases while the farmer 
has to depend main y on natural facilities and manual 
labour. Hence more liberal attitude should be taken in 
taxing agricultural ncome as compared with non-agri¬ 
cultural income as compared with non-agricultural one. 

In such examples where the main income is obtained 
from non-agriculturrl occupation, the income from agri¬ 
culture should be included in taxable income. 

In such examples where the income from the non- 
agricultural occupations is equal to or more than the 
amount fixed to be liable for exemption from income- 
tax, the income fiom agriculture should also be in¬ 
cluded in the taxab e income. 

If the tax is levied on both the agricultural and non- 
agricultural income the following points will arise: — 

(1) Administrative machinery for assessing and re¬ 

covering the tax and its expenses, 

(2) The distribution of income between the Central 

and the State. 

The administrative machinery for assessing and re¬ 
covering the tax must be the same. The agricultural in¬ 
come must go to ihe State and income from non-agri¬ 
cultural tax must go to the Centre. Expenses of the 
administration may be divided in proportion to the in¬ 
come. 

Question 140-B. —Liberal concessions in land revenue 
and its recovery should be given to those who, 
hold less land than land necessary for fulfilling the 
basic needs of life. Those who mainly depend on in¬ 
come from agricuLure should be given this advantage. 

We suggest th it the following amendments in the 
present annavari system of land revenue assessment:— 

(1) In every village for every crop 3 fields of best, 

medium and inferior calibre should be taken 
and their approximate production should be 
calculated and their average income should 
be take l as the income of the running year. 

(2) Income oj the good year should be considered 

as 16 a: mas. 

(3) The resuk obtained from comparing the income 

of the year with the income of 16 annas year 
should be taken as the anna of that year. 

(4) If any dit’erence of opinion takes place between 

the village and the assessment officer the 
final d icision should rest with non or semi¬ 
official annavari Board which should be 
appoin’ed on district level for this purpose. 

(5) Annavari should be determined when the crop 

is star ding in the field so that it can be 
estified. 

Question 141.--In spite of the work of determining the 
taxable income < f agriculture being intricate and diffi¬ 
cult, if it is dec ded to levy income-tax on agriculture 
then some metho 1 of determining it must be evolved. 


(C) Facility of enough finance for the developmen' 
of agriculture. 

Protection against internal and foreign competi 

(E) Export and import policy of Government shoulc 

if if ° rt o£ agricultural occupation. In spite o: 

com neniati a rlf er t k has to suf , fer the Government shoulc 
compensate for the proper loss. 

If the Government decides to levy income-tax with 
out taking such steps, the result would be that th< 
farmer shall have to pay tax in normal years while ht 
will not get any protection in abnormal years agains 
the toss he has to incur due to natural calamities. Not¬ 
withstanding the debt incurred by him due to loss ir 
abnormal years, he shall have to pay tax on the whoh 
Income in the normal years. Hence the method oi 
taxation applied to the non-agricultural occupation' 
should not be applied in the case of agricultural occupa¬ 
tion, e.g., m case of non-agricultural occupations, the 


It can be done in the following way: — 

(1) The villages should be grouped in regional units 

on agriculture basis, e.g., such agricultural 
group: of Ahmedabad district may be Bhal, 
Nalkantha, Kaner, Chunval, Daskroshi, etc. 

(2) In these units, there will be three methods of 

agrici lture production— 

(a) wet forming, ( b ) dry farming and (c) mixed 
farmi; lg. 

(3) In every unit the cost of production should be 

calculated as follows: — 

(A) The unit of economic holding should be taken 

as a base. 

(B) For every crop all expenses on seeds, labour, 

protection charges, etc., should be taken as 
basic expenses. 

(C) Per unit yearly expenses of a pair of b ulls . 

(D) Yearly depreciation of agricultural implements. 
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(E) Transportation charges. 

(F) Interest on capital. 

The total expenditure should be divided by the num¬ 
ber of acres per unit and it should be taken as basic 
expenses for acre. 

The expenses should be calculated in relation to the 
index of price of things necessary for agriculture and 
cost of labour. 

(4) The average production of the last 7 years should 
be taken as the production per acre, and its price should 
be calculated, and the total income of the farmer should 
be calculated according to price index. 

Thus whatever surplus remains after deducting the 
expenses from the income should be taken as net income 
per acre. 


the State should pay the compensation out of state in¬ 
come as a whole. It means in introducing Raiyatwan 
in place of Zamindari. No question of compensation 
should be brought in. In the same way, the old rates 
of lease should not be taken into consideration as it 
in itself was an injustice and to remove which is the 
duty of the State. 

Really speaking rapid steps for settlement should 
be taken and the interim period, rates of taxation should 
be in accordance with the rates of settlement of neigh¬ 
bouring area or province. 

Question 149.—There is little possibilty of large- 
scale co-operative farming in near future, and it is not 
necessary too. Still however t if it is possible, the in- 
troduction of income-tax in place of land revenue will 
be facilitated. 


Question 143—As shown in 140-A, all the members 
of the farmer’s family are helping in farming, the limit 
of income liable to be exempted from taxation in the 
case of agriculture should be fixed higher than that in 
the case of non-agricultural income. In our opinion it 
should be 25 per cent. more. 

Question 143.—Yes. Revision of settlement should 
be done often. 

Question 144.—(1) The limit of revision should be 30 
years. 

(2) There should be guarantee of every survey No ; 
as in Bombay State. 

(4) Yes. 

(A) One who produces more crop per acre should 
be given concession in land revenue. 

(B) Concession in revenue in the cases of food-crop 
while revenue in the case of money crops should be 
increased. 

(C) One who has improved his land at his own 
expenses should be given remission in land revenue for 
certain years, and his revenue should not be increased 
at the time of new revision. 

(5) The revenue of the lands which grow food crops 
should be taken in the form of corn. 

This is possible on the following lines: — 

Corn worth the amount of current land revenue 
should be taken every year and its price should be 
calculated on the average price of the last 5 years. 
This method will result in following advantages: — 

(1) As the auantity Der acre is fixed nobody will 

be tempted to steal nor he will have to bother 
about accounts. 

(2) As the price of a rupee is fluctuating, the in¬ 

come from revenue will be unstable while 
value of corn being steady the income in 
term of corn will be steady. 

(3) Even in the present high prices of crops, the 

farmer has to do his occupation in loss. 
When the prices of the crops will go down, 
the value of rupee will naturally increase and 
under these circumstances, the farmer will 
find it more profitable to pay land revenue 
in kind than in rupee. 

(4) Government will have certain amount of stock 
of corn on hand and that will help in partial¬ 
ly controlling the market rates. 

(5) Apparently, it will mean somewhat less revenue 

to Government, but if Government pays 
partial salaries of his servants in kind out of 
this stock, it will not have to sustain loss in 
revenue. 

(6) It is desirable that every state may have its 

own policy in accordance with the conditions 
prevailing in the State. 

Question 146—It will be wrong to interpret the 
change in circumstances in terms of comprising the 
prices of agriculture produce. For, just as the prices 
of agriculture produce have increased, the cost of pro¬ 
duction has even increased comparatively more. 
Besides, looking to the present economic poor condition 
of the peasant and the agriculture, even a temporary 
effort to increase the old rates in any way or levying 
of surcharge will be a wrong step. Therefore, we are 
clearly of the opinion that under no circumstances, there 
should be any increase in or surcharge on the present 
land revenue rate. On the contrary, in order to get 
rid of inequality which exists today, steps should be 
taken to reduce the high rates. 

Question 147—If the rates in the merged area are 
higher than the old provinces, they should be reduced 
so that the inequality may be minimised. 

Question 148—The farmer should not be subjected to 
even a partial burden of compensation to be paid for 
abolition of zamindari. For. the steps of abolition of 
zamindari are taken in the interest of the whole state 
and every subject of the state gets its advantage. So 


Question 150—(3) The following standard should oe 
introduced in place of present standard of suspension 
and remission: — 

(1) The produce per acre of a good year should be 

considered as 16 annas and in comparison to 
it any year should be taken as 16 anna year. 

(2) In comparison with the 16 anna year— 

(A) If the annavari of any year is upto or below 

4 annas, Government should give full remis¬ 
sion of land revenue that year. 

(B) If annavari exceeds 4 annas, but does not 

exceed 8 annas, half the revenue should be 
recovered and half should be suspended. 

(C) If the annavari exceeds 8 annas but does not 

exceed 12 annas, the whole revenue may be 
recovered. 

(D) If it exceeds 12 annas and goes upto 16 annas 

then the whole revenue and half the suspend¬ 
ed revenue, if there be, may be recovered. 

(E) And if the annavari exceeds 16 annas, the 

whole current year’s revenue as well as the 
whole suspended revenue may be recovered. 

Note— The farmer suffers great loss and has to 
incur debt in the year when the crop totally fails or is 
below 4 annas. To suspend the revenue of such an 
vear and to recover it in the next good year is uniust. 

It should be completely remitted that very year as 
mentioned in clause (A) above. 

Question 152—No. The village talati enjoys 
important position and is an important chain in the 
administrative machinery set up for the collection of 
land revenue ; this machinery is not consistent with the 
changed conditions after Swaraj, the ambitions of the 
people and the development schemes. Unnecessary 
delay and lack of responsibility in work are generally 
observed on the part of this machinery. It requires a 
change from its very root. 

It cannot be wholly trusted as regards its honesty. 
In recent years there are numerous examples of their 
lining the legitimate rights of the farmers on land in 
the land record register, as well as misappropriating 
the money recovered from the farmers as tagavi or 
revenue. 

There should be a machinery of higher authority 
which is conscious, disciplined and enthusiastic enough 
to keep proper impressive control over this machinery. 
But it is not found. 

If the village talati is a man of worth and vision, 
other development works in addition to recovery_ o 
land revenue can be exacted from him without pre¬ 
judicing his efficiency or his work of revenue collection. 
But this hope cannot be realised from the present 
machinery of talatis. 

Question 153.—It is desirable that the collection of 
land revenue should be entrusted to local institutions 
such as village panchayats and co-operative societies. 
Institutions are found capable of carrying out the work 
and financial responsibilities of even lakhs of rupees 
when they get the proper guidance of honest and efh 
cient workers. 

In doing so there will be many economical and 
administrative facilities and at the same time, theJpr 
gress and efficiency of local institutions will develop. 

It will improve the local conditions to a greater 
extent if the income of land revenue is earmarked for 
local purposes. 

We believe that the greater portion of the land re¬ 
venue should be entrusted to the local institutions as 
earmarked. Thus the local institutions will be inspired 
to take up such administrative activities and the 
schemes of agricultural development and wore produc¬ 
tion will get impetus. Especially such institutions will 
set experience of administration as the basic units rf 
freedom? and it will strengthen the root of their national 

spirit. 



Question 154.—For the purpose of enhancing the in¬ 
come, no cess in addition to land revenue should be 
levied. 

(1) & (2) In Bombay State, per rupee of land revenue 
local cess of one anna, two annas, and lately three 
annas are being taken. Cess of this type is necessary. 

(3) (A) The income of such local cess is completely 
entrusted to the District Local Boards in the Bombay 
State. The whole income of such cess should be given 
to such local institutions as is done in Bombay State. 

(B) Yes. This amount should be spent for the local 
benefit of village taxpayer. In Bombay State this type 
of income is earmarked and is used for wells, roads, 
schools, inns, dispensaries, improvement in agriculture, 
etc. 


Irrigation, Rates and Betterment levy. 

Question 155.—(1) No. 

(2) Yes. 

(3) No. 

Question 156.—We have given our opinion on taxa¬ 
tion for supply of water by irrigation scheme in 155(2). 
We do not favour additional land betterment tax, 
because the increase in production will be due to the 
supply of enough water at the right time. But it does 
not in any way improve the texture of land. On the 
contrary, in some cases the fertility of land decreases 
and the agriculturist has to undergo additional expenses 


for giving manure to the land. So the betterment tax 
should not be levied. 

Question 157.—The tax should be levied in exact 
proportion to the actual supply of water. The tax in 
the case of major irrigation schemes should be so levied 
that the interest on the capital invested and certain 
portion of invested capital may be recovered in certain 
years. Whatever surplus income is obtained from this 
taxation after deducting the running expenditure should 
be utilised for irrigation schemes and betterment of 
agriculture. The tax should be reduced after the 
amount invested in the scheme is fully recovered. 

(2) The actual supply of water and the yield of 
crop should be taken into consideration. 

(3) Revision should take place at intervals. At the 
most of the limit of revision period should be 7 years. 

(4) Yes. In order to improve the agriculture and to 
encourage special crops, concessional rates should be 
fixed in the primary stage of development. 

Question 159.—Wc do not favour compulsory irriga¬ 
tion cess because while calculating the tax the running 
of expenditure of the scheme must have been taken 
into consideration. 

Question 160.—We do not favour consolidated rate 
under any circumstances. 

Question 161.—As shown in 157(1) it will be possible 
to finance local schemes out of the surplus income from 
the irrigation tax. 

We are not in favour of surcharge on irrigation rates. 


The Bombay Co-operative Banks’ Association. 


Replies to the Questionnaire of 

This Bombay State Co-operative Banks’ Associa¬ 
tion was established in the year 1939 as an association 
of co-operative banks of the State of Bombay. All 
central co-operative financing agencies, whether known 
as Apex Bank, Central Banks or otherwise, are eligible 
for membership and are members of the Association. 
Similarly, all non-agricultural urban co-operative banks 
with a paid-up share capital of Rs. 20,000 and above and 
carrying on as their principal business the acceptance 
of deposits on current account subject to withdrawal by 
cheques, drafts or order are eligible for its member¬ 
ship. At present, all the 29 Central co-operative financ¬ 
ing agencies including the Apex Co-operative Bank and 
88 Urban co-operative banks are members. 

As an association of Co-operative Banks, we shall 
deal with only those questions of the Taxation Enquiry 
Commission which have a direct bearing on income of 
co-operative societies. 

Although the co-operative movement in India is now 
in existence for over 50 years, all the various institu¬ 
tions registered under the Act are not equally old nor 
equally strong. In fact, the movement can be said to 
have started to make good progress only since the 
advent of the National Government in 1947. There are 
many States like Bihar, Orissa, Assam, Bengal and the 
Punjab where most of the credit institutions are in the 
process of reconstruction and have to depend on direct 
State aid for their existence. In the new States of 
Vindhya Pradesh, Himachal Pradesh, Rajasthan and 
Saurashtra, the co-operative credit institutions have still 
to gather momentum. Even in States of Bombay and 
Madras where co-operative credit institutions have been 
developed fairly well, they depend a good deal on con¬ 
cessional funds from the Reserve Bank and direct and 
indirect State assistance. There is therefore a clear 
case for the continuation of all the tax concessions to 
the co-operative movement, as the co-operative form of 
organisation has been assigned an important part in the 
development of the country, - and should therefore 
receive every possible encouragement. 

PART II—DIRECT TAXATION. 

INCOME-TAX. 

Question 57 (i).—Should the business profits of co¬ 
operative enterprises which are now exempt, be charged 
income-tax and super-tax? 

If so, should co-operative societies be treated as com¬ 
panies or should a lighter tax be imposed? 

In case the exemption is continued, should it be re¬ 
stricted to certain categories of co-operative enterprises? 

Present Position. 

On 26th August 1925, the Government of India under 
Finance Department (C.R.) Notification No. REIS-291-IT/ 
25 dated 25th August, 1925 exempted “profits” of co¬ 
operative societies registered under the Co-operative 
Societies Act, 1912 or dividends or other payments re¬ 
ceived by members from any society from income-tax. 


the Taxation Enquiry Commission. 

This exemption to co-operative societies was given on 
the lines of mutual benefit societies of Great Britain. 
The members of a co-operative society form part of the 
corporate whole, namely, a society, and as a person 
cannot be said to have made a “ profit ” or “ income ” 
out of himself, the income derived by societies from 
members was deemed as non-taxable under the Income 
Tax Act. The “ income ” from members of a co-opera¬ 
tive society merely represents transfer of money from 
one pocket to another and after appropriation of a part 
of the income towards administrative expenses, the rest 
is utilised in building up reserves, strengthen its finan¬ 
cial position to the benefit of the members or is re¬ 
turned to members in the shape of dividend on shares 
or rebate in interest charged on loans or goods sold to 
members. 

The Notification of 1925 exempted all profits of a co¬ 
operative society from whatever source derived. With 
the increase in investments of societies in gilt-edged 
securities and consequent deduction at source of income- 
tax from interest paid by Government, the question 
arose as to whether this income from interest on securi¬ 
ties was also exempt under the Notification. According¬ 
ly, amendments in the Notification were made with a 
view to make the position clear and an explanation to 
the notification was added. The Explanation to the 
Notification as finally emerged after considerable experi¬ 
ence was gained, was issued on 18th August 1945 which 
continued the exemption given to co-operative profits of 
societies under Section 8 of the Income Tax Act and 
also mentioned the sources from which any income if 
derived was taxable. The Explanation runs as 
follows: — 

“ For this purpose, the profits of a co-operative 
society shall not be deemed to include any income, 
profits or gains from (1) investments in (a) securi¬ 
ties of the nature referred in Section 8 of the Indian 
Income-tax Act or (b) property of the nature re¬ 
ferred in Section 9 of the Act; (2) dividends ; (3) or 
the other sources referred in Section 12 of the 
Indian Income Tax Act. ” 

Under the above amended Notification, the present 
position is as follows: — 

(a) A co-operative society is taxed as an associa¬ 

tion of individuals while a banking company 
is taxed as a company. 

(b) A co-operative society being an association of 

individuals is liable to be taxed at a graduat¬ 
ed scale of income-tax applicable to an asso¬ 
ciation of individuals and a surcharge of 5 
per cent., with a flat rate of super-tax at the 
rate of annas 2/6 and surcharge of 3 pies 
making 2 annas 9 pies in a rupee after the 
initial exemption of Rs. 25,000. A banking 
company being a company registered under 
the Companies Act is liable to be taxed at 
the maximum rate of income-tax, viz., annas 
4 in a rupee plus 5 per cent, surcharge and a 



flat rate of super-tax at annas 2/9 in a rupee 
on the whole of its income without any statu¬ 
tory exemption both for income-tax and 
super-tax. 

(c) A co-operative society’s profit below, Rs. 4,200 

is exempted. A banking company has no 
minimum exemption limit. 

(d) A co-operative society’s profit from co-operative 

business is wholly exempted under the above 
Notification. The only income of a coopera¬ 
tive society liable to tax is income from 
sources mentioned in the explanation to the 
notification, i.e„ income liable to tax under 
Sections 8, 9 and 12 of the Indian Income 
Tax Act. A banking company’s profits are 
liable to be taxed under the heads of income 
under Section 6. 

(e) The total income for income-tax purposes of a 

cc/-operative society includes the exempted 
income from co-operative business not liable 
to income-tax and super-tax. The total in¬ 
come of a banking company includes income 
from all sources liable to tax under Section 6 
of the Income-tax Act. Thus, the total 
income and taxable income in a banking com¬ 
pany are more or less synonymous while in 
the case of a co-operative bank this is not 
so. 

(f) Expenses of administration are not allowed to 

be deducted in a co-operative society from 
non-co-operative income; but the entire 
administration expenditure is made charge¬ 
able to income from co-operative business 
profits. 

(g) A co-operative society’s dividend is not re¬ 

quired to be grossed up for rate purpose nor 
is it subject to tax as it is exempted from 
income-tax under the notification. 

(h) A co-operative society’s debentures are not 

treated as securities under Section 8 of the 
Income-tax Act with the result that no in¬ 
come-tax is deducted at the source while 
paying interest on them. The individual 
holder, however, is liable to pay. There is 
therefore no loss to the State but only con¬ 
venience to small holders. A banking com¬ 
pany, however, is bound to deduct income- 
tax on interest paid on debentures. A co¬ 
operative society being an association of in¬ 
dividuals is neither a “ local authority ” nor 
a “ company ” under Section 8 of the Income- 
tax Act and is not, therefore, liable to deduct 
income-tax from interest paid on its deben¬ 
tures. 


Exemption from income-tax to co-operative business 
profits of societies has been granted, as is clear from 
the above, on the principle that the object of a co-opera¬ 
tive society being mutual benefit it cannot be deemed 
to have made any profit out of itself. The entire 
administration cost of co-operative societies is debited 
to income derived from co-operative profits for income- 
tax purposes and income-tax levied on the other profits 
without any deduction being allowed for administrative 
expenses. On an average between 30 and 40 per cent, 
of the working capital of a co-ooerative bank remains 
invested in gilt-edged securities for fluid resource pur¬ 
poses under the Co-operative Societies Act and Rules, 
the income from which is liahle to tax. Therefore, in¬ 
terest earned on securities held by co-operative banks 
should also be exempt from tax. 

The levy of income-tax on co-operative profits will 
mainly have the effect of taxing the co-operative financ¬ 
ing institution. The co-operative financing structure, as 
prescribed by the MacLagan Committee, provides for 
an apex credit institution at the top with the central 
financing agency as an intermediary usually at the dis¬ 
trict level and the village primary agricultural society 
at the base. If income-tax is levied on co-operative 
profits and societies treated as companies for taxation 
purposes, it will have the effect of income-tax being 
charged and collected at all three stages. This will 
mean a triple levy of tax on the same funds and must 
result in a substantial increase in the lending rate to 
the ultimate agricultural borrower, who is required to 
be provided cheaper finance than has been possible at 
present as recommended by the Planning Commission. 
The Royal Agricultural Commission and the Gadgil 
Committee suggest that the rate should not be higher 
than 6 per cent, per annum. If the lending rate is to be 
kept down even at the present level of 7-13/16 per cent., 
the State will have to give additional assistance to co¬ 
operative credit institutions. The levy of income-tax 
on co-operative profits of societies will therefore mean 
indirectly taxing of the State revenues. Even in co¬ 
operatively well-advanced States like Bombay and 
Madras, the rate of advance to the ultimate borrower 
is nearly 8 per cent, per annum while in other States 


the rate of advance to the ultimate agriculturist 
borrower varies from 8 per cent, to 12 per cent, per 
annum. The Zamindari, Talukdari and Inamdari 
systems are all being abolished in the country and 
radical reforms in land tenancies are taking place in 
all the States of the Union. Vast irrigation schemes are 
being undertaken at huge cost to Governments to step 
up agricultural production. At the present stage, there¬ 
fore, we do not think it would be in interest of agri¬ 
cultural production to levy income-tax on co-operative 
profits of agricultural co-operative credit institutions. 

The next likely objective of the proposed levy of 
income-tax on co-operative profits will be the Urban 
co-operative bank. Urban co-operative banking has not 
developed in any other State to the same extent as in 
the State of Bombay. The object of Urban co-operative 
banking is to supply the needs of petty traders and 
artisans, many of whom individually have an annual 
income of less than Rs. 4,200 which is the minimum 
chargeable to income-tax. Urban co-operative banks are 
subject to the same regulations regarding dividend, allo¬ 
cation to reserves, rebate in interest charged, etc., as 
agricultural co-operative credit institutions. They are 
also assisted in their day-to-day administration by non- 
official sympathisers who make no charge for their 
service. In spite of these advantages, most of these 
banks are not able to reduce their lending rate in the 
State of Bombay below the maximum prescribed under 
the Bombay Money-lenders’ Act. Unlike agricultural 
co-operative credit institutions, Urban co-operative 
banks get no assistance at a concession rate from the 
Reserve Bank of India and no assistance from the State 
either. They have to discharge their duties in com¬ 
petition with big commercial banking institutions. 
Without such banks, the petty traders and artisans may 
find it difficult to raise funds for their business acti¬ 
vities. Due, however, to the smallness of their indivi¬ 
dual resources and the small average loan combined 
with the necessity of constant supervision over mem¬ 
bers, their administration cost compared to working 
capital is higher than that of big commercial banking 
institutions. Levy of income-tax on their co-operative 
profits will, therefore, mean a material addition to the 
cost of funds to petty traders and artisans who would 
individually not be subject to income tax under the 
minimum income clause of Rs. 4,200. 

The next objective of the proposal to levy tax on 
co-operative profits of societies is perhaps the purchase 
and sale union. Many co-operative purchase and sale 
societies have come into being since the advent of the 
National Government primarily because the function of 
distribution of controlled commodities was entrusted pre¬ 
ferably to such institutions. Various concessions were 
given by Government to co-operative distributive 
agencies and they were encouraged to undertake this 
work in order to ensure a fair and equitable distribu¬ 
tion of controlled commodities. Many new co-operative 
distributing institutions, therefore, came into being and 
did substantial wholesale and retail distribution of con¬ 
trolled articles. Their income during the period of con¬ 
trols was fairly substantial, but only that portion of 
their income which was derived from co-operative busi¬ 
ness, was not subject to income-tax. The income 
derived by them from articles sold to non-members was 
subject to income-tax. With the removal of Govern¬ 
ment controls on cloth, iron, steel, cement and many 
other commodities, several co-operative purchase and 
sale societies have since come to grief. There are others 
which have suffered severe losses due to the accumula 
tion of stocks they had to lift under Government orders 
although the goods could not be sold for local consump¬ 
tion. Especially in the State of Bombay, the condi¬ 
tion of many such co-operative purchase and sale 
societies at present is such as not to encourage the 
hope of any substantial gain by the levy of income-tax 
on their co-operative profits also. 

To sum up, it will not be desirable in our view to 
levy income-tax, surcharge and super-tax on co-opera¬ 
tive profits of societies, because— 

(1) A co-operative society is a mutual benefit 

society without any profit motive and the in¬ 
come derived from its members is not really 
an income but transfer of funds from one 
pocket to another of the institution ; 

(2) Co-operative institutions are in different stages 

of development in different States of the 
country. In Bihar, Orissa, Assam, Bengal 
and the Punjab, co-operatives are in the 
process of reconstruction and depend on 
direct States aid. In Vindj.ya Pradesh, 
Himachal Pradesh, Rajastan and Saurashtra, 
the movement has still to gather momentum. 

(3) Although the co-operative movement was in¬ 

troduced over 50 years ago, all the institutions 
registered under the Co-operative Societies 
Act are not old and developed equally. In 
fact, the development of co-operative institu- 
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tions is of recent growth, i.e., since the advent 
of the National Government. 

(4) The rate of interest charged to the ultimate 

borrower in agricultural co-operative 
societies, in spite of their economic manage¬ 
ment and availability of free honorary ser¬ 
vice, substanting it from the State and avail¬ 
ability of funds at li per cent, from the 
Reserve Bank of India, is still very high. 

(5) Many of the purchase and sale societies which 

owed their origin primarily to direct State 
aid and Government controls on distribution 
have now come to grief with the removal of 
controls. 

(6) Co-operative dividend is limited by statute to 

the maximum amount of 6J per cent, includ¬ 
ing bonus on share capital subscribed. 

(7) Co-operative reserves are used as mentioned 

below for activities of a beneficial nature, 
and do not belong to the members or share¬ 
holders on liquidation: 

(a) An object of public utility of local community 

interest; 

(b) A charitable purpose as defined in Section 2 

of the Charitable Endowments Act 1890 ; 
or be paid to 

(c) The Bombay Central Co-operative Institute 

and placed as reserve of a new society 
registered in the place with the consent of 
the Registrar. 

We do not also consider it would be advisable to 
treat co-operative societies as companies for income-tax 
purposes, as that will enhance the rate of income-tax 
payable by co-operative societies. In Companies, there 
is also no “ minimum ” taxable limit of Rs. 4,200 as in 
the case of associations of individuals. This must mean 
that all registered societies would be liable to income- 
tax whatever be the amount of their annual income. 
In the State of Bombay alone, there are nearly 18,000 
societies, out of which 9,000 are primary agricultural 
societies. Most of these primary societies are unable 
to engage trained staff even to write their ordinary 
accounts. Annual submission of income-tax returns for 
most of them must present insurmountable difficulties. 
All their members are drawn from poor classes who 
are individually not subject to income-tax. Apart from 
these considerations, even from the point of view of 
income alone, the cost of levy and recovery of income- 
tax, if all societies are treated as companies, will not, 
in our view, be less than the amount of tax realised 
from them while most of the societies will find it diffi¬ 
cult to meet the cost of staff necessary for the purposes 
of the tax levy. The honorary office-bearers under the 
circumstances will find it easier to avoid acceptance of 
their onerous office rather than be answerable for irre¬ 
gularities, to income-tax authorities. 

We are also not in favour of restricting the exemp¬ 
tion from Income-tax only to certain categories of co¬ 
operative societies, because the “ profits ” derived by 
co-operative societies from members do not really re¬ 
present any income but merely a temporary transfer 
of fund from one pocket to another of the corporate 
body, as their object is not to make profit but render 
service to members and return the excess charge for 
service if any, made by them to their members. 

Question 57 (ii).—Do you agree with the view that 
the income derived by co-operative housing societies by 
way of rent should not be treated as income from 
property assessable to income-tax? Would you in this 
respect differentiate between tenant co-partnership 
housing societies and other types of housing societies? 

The Exemption Notification mentioned above exempts 
“ profits ” of co-operative societies or their gains from 
business, profession or vocation. This exemption applies 
to profits or gains from members in a co-operative 
society which is considered its legitimate business, pro¬ 
fession or vocation. Its “ profit ” or gain from other 
sources is liable to income-tax. The chief reason for 
the exemption was that a co-operative society was a 
mutual benefit association without any “ profit ” motive 
in its business relations with members. 

The Exemption Notification of 1925 related mainly to 
co-operative banks or co-operative resource societies as 
these were then the principal societies with sufficient 
income liable to income-tax. In the “Explanation ” 
subsequently added to the Notification, the income of a 
co-operative society from gilt-edged securities, house 
property and sources other than co-operative was made 
liable to tax for the reason that building houses and 
deriving income from them was not an income from 
the legitimate business of a co-operative resource 
society. Taxation of the property income of a resource 
society was therefore equitable. In the case of a co¬ 
operative housing society whose chief business is to pro¬ 
vide suitable residential accommodation to members, 
the case, however, is entirely different. The benefit con¬ 


ferred by a co-operative housing society on its members 
is the provision of suitable house accommodation and 
therefore, in our view, it is income, gain or profit from 
its legitimate business and should be exempted from 
income-tax. 

In the State of Bombay, there are two main types 
of co-operative housing societies, viz., the tenant owner¬ 
ship and the tenant co-partnership co-operative housing 
society. The function of the tenant ownership housing 
society is to purchase a suitable building site, develop it 
by providing roads, drainage, water, lighting, etc., 
divide it into suitable size plots and allot these to mem¬ 
bers on recovery of the amount of cost. This includes 
the cost of development. Each member is required to 
submit a plan of his building for approval to the society 
and the society sometimes arranges for the contractors 
if required, examines and approves estimates of cost 
and provides loans with suitable margins both for the 
plot of land and the building if required. These loans 
are recovered with interest in convenient instalments. 
The plots, although paid for, are the property of the 
society and are leased to members on nominal fee. 
The member thus becomes a tenant of the land. The 
building on the land is owned by the member and muni¬ 
cipal, property and other taxes are paid directly by 
the member. Income-tax on rental value, if his income 
exceeds the minimum, is also paid by the member. In 
such tenant ownership societies, it would, _we presume, 
be legitimate to levy income-tax on individual owners 
of the houses, provided the taxable income of the in¬ 
dividual member including the valuation of his building 
is above the minimum prescribed under the Income 
Tax Act. The income of tenant ownership societies 
should not, in our view, be taxed as it is a charge levied 
for the upkeep and maintenance of roads or sanitation 
or water supply or to meet administration expenses or 
the cost of upkeep of the common property for the 
benefit of the members. These charges are levied for 
the mutual benefit of tenant members and is not a 
charge with a view to make profit. In the State of 
Bombay, there is a further rule in tenant ownership 
societies that in case a member is required to sell his 
building (which is done with the previous consent of 
the society) at a profit, the profit after allowance is 
made for the cost and interest, etc., at a stipulated rate 
is shared between the society and the member. This is 
an item of income of the society which requires separate 
consideration for income-tax purposes. So far as we 
are aware, such sales are few and far between com¬ 
pared to the number of members provided with houses 
by tenant ownership societies. We believe, therefore, 
that income-tax would be a proper levy on individual 
owners on the municipal rental value of their houses as 
well as on dividend if any, received by them from 
the society, provided their income is above the minimum 
exempted under the Income Tax Act. The income from 
members of tenant ownership housing societies should, 
however, be exempted from income-tax. 

The case of tenant co-partnership societies is differ¬ 
ent from the point of view of income-tax. In tenant 
co-partnership societies, land as well as the houses are 
shown as the property of the society in its books; 
each member being required to pay a fixed percentage 
of the cost of construction of his flat or tenament and 
the balance of the cost being met by the society by 
raising a loan either from Government or from another 
society or an insurance company. The amount paid 
towards cost in lump as well as monthly instalment by 
a member is his contribution to the share capital of the 
society. Each member in such societies is allotted a 
suitable flat or tenament with the right of transfer by 
sale or inheritance with the consent of the society. All 
taxes on the property are paid by the society such as 
lease rent, ground rent, municipal property water and 
and other taxes. The member contributes to the society 
by monthly instalment towards the cost of his flat in¬ 
cluding interest on the loan borrowed, his contribution 
towards principal cost being a further contribution 
to the share capital of the society. In addition, the 
monthly contribution includes the establishment cost 
of the society, cost of repairs, painting and whitewash¬ 
ing of the property periodically undertaken by the 
society to keep them in fit condition. For want of a 
better name, this monthly contribution levied by the 
society on each tenant is called “ rent ”, although it is 
not really monthly “ rent ” that the society charges, the 
portion towards principal amount being appropriated to 
share capital while interest on loan borrowed and other 
expenses recovered being credited to the accounts in 
the society and paid or spent when required. For in¬ 
come-tax purpose, this so-called income is treated as the 
income from “property” of the society and taxed to 
Income Tax. The “ rent ” income in such a society 
is not really its income from building property but a 
monthly collection made from members who have 
limited means, for the sake of their convenience, for 
loan instalment, interest, municipal and other taxes, 
lease and other land rent if any, repairs and renewal of 
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the property and administration cost of the society. As 
was observed by Their Lordships in the eases referred 
to the Madras and Rangoon High Courts, “ members of 
tenant co-partnership societies occupy their holdings as 
tenants and pay the prescribed ‘ rents ’ which con¬ 
stitute the income or profits of a society. It is a case 
of profits being made out of themselves and it could 
never have been the intention of the framers of the 
Notification to tax such societies The distinction 
between a tenant co-partnership co-operative housing 
society and a co-operative bank or resource society hold¬ 
ing house property is clear and definite. But when the 
“ Explanation ” to the Exemption Notification was draft¬ 
ed, the framers had in view only co-operative banks 
and other big resource societies and income from 
“ property ” was made liable to income-tax by the addi¬ 
tion of the explanation. 

The so-called “ income ” from house properly of 
tenant ownership societies should not, therefore, be liafffle 
to income-tax as such a society cannot make any income 
out of itself, its members constituting the corporate 
body. The property held by tenant co-partnership hous¬ 
ing societies should, therefore, be exempted from in¬ 
come-tax by providing an ‘ exemption ’ to the “ Explana¬ 
tion ” to the Exemption Notification. 

Question 57 (iii).—It has been suggested that there 
are divergent decisions by different income-tax authori¬ 
ties in respect of assessment of income of co-operative 
societies from sources other than business. If this is 
so, please indicate such decisions and the measures you 
would suggest to secure uniformity in assessment. 

In June 1949, a deputation on behalf of the Bombay 
Provincial Co-operative Institute and the Bombay Co¬ 
operative Banks’ Association waited on the then Mem¬ 
ber of the Centra] Board of Revenue, Shri K. Govindan 
Nair, at Bombay. In its minutes of discussion dated 
14th June 1949, it mentioned the variations in the method 
of assessment of different co-operative banks by in¬ 
come-tax authorities in different: parts of the State of 
Bombay. This minutes of discussion with him together 
with a list of difference in the assessment of at least 
six district central co-operalive banks situated in 
different districts of Bombay are enclosed herewith for 
perusal. (Appendix A). 

The position in this respect has not materially 
changed since the year 1949. Some of the important 
divergences in decisions regarding co-operative banks 
during recent years are given below. A copy of a letter 
received from an Income-tax Officer by the Apex Bank 
in Bombay is also enclosed (Appendix B) to show that 
interpretations by Income-tax authorities of the Exemp¬ 
tion Notification of the Government of India continue 
to differ from day to day even to this day. 

In the Bombay State Co-operative Bank, deduction 
allowed for establishment cost for its portfolio of securi¬ 
ties constitutes less than 1/300th per cent, of its total 
establishment cost which is approximately Rs. 17 lacs 
per annum, while its total investment in securities con¬ 
stitutes l/3rd of its total working capital. In other 
co-operative banks of the State, no deduction or only 
nominal deduction is allowed for establishment cost out 
of the taxable income from their investment portfolio 
which constitutes 33 per cent, to 50 per cent., of their 
total working funds. The entire cost of administra¬ 
tion is debited to income from co-operative business only 
for the purpose of income-tax. Thus the non-co-opera- 
tive income is increased and is charged to income-tax, 
surcharge and super-tax. As maintenance pf adequate 
fluid resources against deposit and other liabilities in 
gilt-edged securities is an obligation imposed by the 
Co-operative Societies Act and as the yield on' such 
securities is admittedly lower as compared to all other 
advances and investments, the practice of not allowing 
deduction for administration cost proportionate to the 
average amount invested in gilt-edged securities imposes 
a heavy tax burden on co-operative banks at two stages, 
rir., the Apex as well as the District Co-operative Bank. 
This practice, thus, is instrumental in enhancing the 
lending rate to the ultimate borrower. This, therefore, 
requires an early remedy. In fact, investment in Gov¬ 
ernment securities to maintain fluid resource is intend¬ 
ed for meeting deposit liabilities and is an integral 
function of co-operative banking. The interest paid on 
deposits is permitted to be deducted from interest re¬ 
ceived on fluid resource investments in gilt-edged securi¬ 
ties. Similarly, the proportionate cost of establishment 
for proportionate deposits invested in gilt-edged, being 
an addition to the cost of these borrowed funds, should 
be allowed to be a charge on the interest earned in gilt- 
edged investments. 

In addition, there are other variations in assess¬ 
ment. For instance, there is no uniform method of 
computing borrowed and invested capital in co-opera¬ 
tive banks. Correct appraisal of interest paid on 
borrowed funds is necessary as deduction from interest 
earned in gilt-edged securities which are chargeable to 
tax, is allowed under Section 8 of the Act. Some In- 
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corne-tax authorities take the average of the owned and 
borrowed funds at the beginning and the end of the 
year of assessment, while some take figures of each 
month and average these and others take the figures 
of the date of closing of the year for the purpose of 
calculating the interest paid per cent, of borrowed fund. 
The correct method in our view would be to 1 take month- 
end figures and average these by l/12th to ascertain 
the exact amount both of interest paid on deposits and 
earned on investments. 

In case part of its building is occupied by a co-opera¬ 
tive society for its own business, it should be exempted 
although this constitutes “ property income ” as a build¬ 
ing is necessc. v for all banking and other business, 
whether co-opt: :,tive or otherwise. The practice in this 
respect is not uniform. 

Interest on overdue principal is taken into account 
in determining the total income for tax purposes al¬ 
though the Co-operative Societies Act and the Rules 
prohibit the calculation of such interest as income. The 
practice in this respect is also not uniform. 

The accounts of co-operative societies are audited 
by Government Auditors or Auditors approved by the 
Registrar of Co-operative Societies. Co-operative 
societies have no ‘ profit ’ motive and are democratic 
institutions in whose management a good deal is con¬ 
tributed by workers in honorary capacity. Most of the 
co-operative institutions, besides, have their offices in 
mofussil towns where no expert advice in income-tax 
matters is available. A simple and uniform method of 
their assessment can, therefore, be introduced without 
any danger of its being abused. This can be done by 
laying down definite rules and prescribing separate 
forms for submission of income-tax returns by co-opera¬ 
tives. Clear instructions to Income-tax officers with re¬ 
gard to tax-free and taxable income for different types 
of societies would also be necessary. 

Part V. Stamp Duties and Court Fees. 

Question 162.—Under the Constitution (1) The Union 
is empowered to fix the rates of stamp duties in respect 
of bills of exchange, cheques, promissory notes, bills of 
lading, letter of credit, policies of insurance, transfer 
of shares debentures, proxies and receipts and (2) the 
States are empowered to fix the rates of all other stamp 
duties. 

As regards (1) and (2) have you any suggestions to 
make for the levy of a stamp duty where it is not 
already levied or for an increase or decrease of the 
present rates where a stamp duty already exists? Please 
give reasons for your suggestions. Are there any 
general principles which you would propose for adoption 
iii regard to the fixation of rates of stamp duties? 

As regards (2) since the rates vary from State to 
State, what degree of uniformity do you consider desir¬ 
able and feasible and how do you propose to achieve it? 

If possible, please estimate the net effect of your pro¬ 
posals on the revenues of the States. 

The Government of India Notification No. 2781-F, 
dated the 23rd October 1919 (Finance Department— 
Separate Revenue Stamp) of the Governor-General-in- 
Council under Section 28 of the Co-operative Societies 
Act 1912 (II of 1912) remitted the Stamp Duty with 
which under any law for the time being in force, in¬ 
struments executed by or on behalf of any society for 
ihe time being registered or deemed to be registered 
under that Act, or instruments executed by any officer 
or member of any such society and relating to the busi¬ 
ness of the society (other than cheques of individual 
members drawn against their current accounts with 
co-operative banks) are chargeable under the Indian 
Stamp Act 1899. Subsequent to the date of the Noti¬ 
fication, stamp duty on ‘ receipts ’ became a Provincial 
subject and all Provincial Governments exempted co¬ 
operative societies from stamp duty on receipts issued 
by them or by their members. Under the new Consti¬ 
tution of the Union Government, stamp duty on 
‘ receipts ’ is now a subject for the Union Government. 
As Notification No. 2781-F, dated the 23rd October 1919 
is still in force, co-operative societies are exempted from 
stamp duty on bills of exchange, promissory notes, bills 
of lading, letters of credit, policies of insurance, trans¬ 
fer of shares, debentures, proxies as well as receipts. 

The exemption was granted in the year 1919 with 
a view to encourage the formation of co-operative 
societies. The necessity for continuing this exemption 
is greater now as the accepted policy of the present 
Government is to encourage co-operative effort. With 
a view to establish a “Co-operative Commonwealth”, co¬ 
operative effort needs the encouragement. In many 
Stales, the movement, after the last economic depres¬ 
sion and the separation of the two countries, is being 
reconstructed with State aid. In many other new 
Stales, the movement has only recently been introduced. 
In the very few States which are co-operatively develop¬ 
ed now, good progress has been registered mainly after 
the advent of the National Government in 1946-47. In 
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no States is the movement so far entirely free of Gov¬ 
ernment aid in men as well as money. 

Co-operative institutions have to deal mainly with 
poor classes. The number of their transactions are 
very large as compared to amount unlike commercial 
institutions in which the number of transactions is pro¬ 
portionately small compared to amount. If stamp duty 
is levied on the documents of societies enumerated in 
Question 162(1), it will mean a substantial addition to 
their cost of management and must retard their further 
development. Most of the co-operative institutions are 
not able to engage trained staff due to insufficient in¬ 
come. Imposition of stamp duty will further mean a 
tax on members most of whom are admittedly not able 
to pay additional taxes. A sound system of taxation 
in a country presupposes an equitable distribution of 
the burden of taxes according to the capacity of the 
different classes of people to pay. Viewed from this 
point of view, stamp duty on documents of societies will 
not be an equitable charge as it will be an additional 
burden on those who are least able to pay. We recom¬ 
mend, therefore, that exemption from stamp duty on 
documents of societies mentioned in Question 162(1) 
granted under Notification No. 2781-F, dated the 23rd 
October 1019 be continued for some time to come. 

The exemption notification does not apply to stamp 
duty on cheques drawn on current accounts by deposi¬ 
tors in banks as at the time it was issued, cheques were 
liable to stamp duty of anna one per cheque. Subse¬ 
quently, with a view to develop Indian Banking and to 
encourage banking habit in the people, Sir Basil 
Blackett, Finance Member of the Government of India, 
after the first World War, remitted stamp duty on 
cheques and sacrificed an annual estimated revenue ol 
over Rs. 70 lacs to the Government of India. The 
extent to which this action was instrumental in develop¬ 
ing banking habit among the people and attract the 
proverbially shy Indian capital into Banks can be 
gauged by the aggregate amount of deposits, the num¬ 
ber of offices and branches and the resources of Indian 
Banks as well as other Banks in the country before and 
after this remission. The aggregate amount of the Pub¬ 
lic Debt of the country before and after the remission 
and the proportion of the Public Debt raised in India 
and abroad since the First World War provides another 
proof of the wisdom of this step in extending banking 
habit in the people and encourage Indian capital to dis¬ 
card its proverbial shyness. 

The necessity of pooling the savings of rural areas to 
make them available for increasing production and 
employment in the country became urgent after the de¬ 
valuation of the Rupee in 1949. The Rural Banking 
Enquiry Committee was accordingly appointed by the 
Government of India to suggest ways to collect rural 
savings by extending banking facilities to rural areas. 
To facilitate the extension of banking facilities to rural 
areas, Government were inclined to give even subsidies 
and to entrust the cash work of Government Treasuries 
and Sub-treasuries to banks approved for the purpose. 
The Rural Banking Enquiry Committee made several re¬ 
commendations with this object in view for assistance 
from the State and the Reserve Bank of India, most of 
which have since been adopted. Remittance charges of 
the Reserve Bank of India and its Agent the Imperial 
Bank of India of funds between treasury centres for 
banks, etc., have been reduced by half and encourage¬ 
ment is being given for extending banking habits in 
rural areas by Government Post Offices, Treasuries and 
Sub-treasuries. Additional subsidised branches of the 
Imperial Bank and Co-operative Banks are also 
encouraged. At this stage of banking development, a 
re-introduction of the stamp duty on cheques will obvi¬ 
ously retard this growth and must adversely affect the 
husbanding of rural savings and their use for schemes 
of public utility. 

So far as co-operative banks are concerned, the effect 
of the re-imposition of stamp duty on cheques must 
seriously affect their growth and expansion in rural 
areas as the average amount of a co-operative bank 
cheque is small as they deal with people of limited 
means whose savings are small. The importance cf co¬ 
operative banks in the provision of banking facilities in 
rural areas is recognised by the Rural Banking Enquiry 
Committee and is borne out by the Statistical Tables 
relating to Banks in India for the year 1952 published by 
the Reserve Bank of India. From the information re¬ 
garding the number of offices of banks with paid-up 
capital and reserves of Rs. 50,000 and over published in 
Appendix I to this Statement, it appears that in the State 
of Bombay there are 313 centres which possess either 
offices of commercial or co-operative banks with paid-up 
share capital and reserves of Rs. 50,000 and over. Out ot 
313 centres, 105 centres according to this had offices only 
of commercial banks while 153 centres had offices only 
of co-operative banks. This indicates that nearly half 
the total number of centres in rural areas possessing 
banking facilities were so served only by co-operative 
banks. The concentration of offices of commercial banks 


is naturally in centres of trade and industry whose num¬ 
ber is limited while co-operative banks are distributed 
in rural areas providing banking facilities in centres 
where commercial banks cannot obviously have self- 
supporting offices. If Stamp Duty is relieved on 
cheques, the business of these mofussil co-operative 
banks which are providing banking facilities and 
encouraging thrift in rural areas must be seriously 
affected. We, therefore, suggest that no Stamp Duty be 
levied on cheques at present. 

With regard to variations in the rates of stamp duty 
on other documents, which is one of the State subjects 
under the present Constitution of the country, these are, 
in our view, necessitated by exigencies of local condi¬ 
tions and financial needs of the States concerned. Com¬ 
plete uniformity in rates of stamp duty on various docu¬ 
ments in different States will be difficult of achieve¬ 
ment at once, although it is very desirable that the 
rates of duty for similar documents should be uniform 
throughout the country. To achieve this object, as a 
first step, we suggest lhat stamp duty levied on various 
documents by State Governments should be analysed 
and the analysed statements be sent to each of the 
State Government with recommendation of the Union 
Government to amend or modify their duty rates to 
fall in line with the rates prevalent in a majority of 
the States. We suggest merely a recommendation and 
not a directive in this matter from the Union Govern¬ 
ment in the initial stages. 

The Government of Bombay in their Notification 
Nos. 3648/45 and 3(548 / 45(0) of 26th July 1948 revised 
the exemption limits for Co-operative Societies of the 
Slate of Bombay of Rs. .’,009 and Rs 10.000 and in doing 
so, a distinction was ma le between transactions of Urban 
Co-operative Banks aid Central Co-operative Banks 
The original exemption from stamp duty to documents 
of Rs. 2.000 and Rs. 10 000 was prescribed when prices 
were low. There has been a substantial increase in 
prices alter the 2nd Wtrld War. We suggest, therefore, 
that exemption limits for Co-operative documents be 
raised to Rs. 5.00(1 and Rs. 20,000 irrespective of whether 
the documents re'ate to transactions of Urban co-opera¬ 
tive hanks or of Central co-operative banks. 

AFPENDIX A. 

Minutes of the disc ission which the member of the 
Central Board of Reveille, Mr. Govindan Nair had ivith 
the deputation of the Co-operative Banks and Societies 
on 14th June, 1949. 

The deputation consisted of Mr. V. P. Varde, Hon. 
Secretary of the Institute and Managing Director of 
the Provincial Bank, Mr. R. K. Dalai of Messrs. Dalai 
& Shah, Income-tax Experts, and Mr. V. M. Thakore, 
the Manager of the Bombay Provincial Co-operative 
Bank. The deputation submitted a written Memo¬ 
randum. 

Mr. R. K. Dalai, on behalf of the deputation, ex¬ 
plained the various points arising therefrom. The fol¬ 
lowing points were discussed: 

1. Debenture Interest. 

It was pointed out to the Member that of late the 
Income-tax Officer dealing with the assessment of the 
Co-operative Society 1 as required them to deduct in¬ 
come-tax on interest paid to the debenture issued by 
such Society or Bank on the ground that under 

Section 8 such debentures are regarded as securities and 
under section 18(3) the person responsible for paying 
such interest, i.e., bank is bound to deduct intome-tax 

at source. It was pointed out to the member that the 

above view of the Income-tax. Officer is entirely mis¬ 
conceived in law since under Section 8 what is 

regarded as security is “ DEBENTURE ISSUED ON 
BEHALF OF THE COMPANY”. Under Section 2(6) 
a Company has been defined as Company defined under 
the Indian Companies Act. A Co-operative Society or 
a Bank is not. registered under the Companies Act, 
although it is styled sometimes as Company, but under 
the Co-operative Societies Act. A Society’s liability 
unlike that of a Company is sometimes limited and 
sometimes unlimited. Hence it follows that Societies 
were not Companies, a fortiori the debentures issued 
by it were not debentures issued by a Company within 
the meaning of Section 8. 

The Member was good enough to look through the 
Note and found that there was much truth in the 
grievance made by the deputation in their memoran¬ 
dum and observed that he would after further consi¬ 
deration issue necessary instructions to the Commis¬ 
sioner about the same. 

2. Investment securities held by tie Proi'incial Bank. 

The next question raised was in relation to levying 
the assessment on Provincial Co-Operative Banks as 
regards Government securities held by them. Having 
regard to the modus operar.di as w r ell as the restric- 
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tions placed on it under the Act, as regards invest¬ 
ments, the profit and loss thereon was regarded as 
capital gains or loss and as such it was not within the 
purview of the Income-tax Act to subject it to tax. The 
purchase and sale of investments, it was pointed out, 
was made not with the idea of making a profit by 
dealing in investments, but incidental to carrying on 
other co-operative banking activities, viz,, Government 
securities. The idea behind buying and selling of in¬ 
vestments, it was emphasised, was not trading as in case 
of other commercial banks. Under Section 37 of the 
Co-operative Societies Act, it was pointed out, the co¬ 
operative banks were required to INVEST surplus funds 
only in trustee securities or in deposits with the Com¬ 
mercial Banks approved by the Registrar. This dearly 
shows that restrictions were placed upon the invest¬ 
ments of Co-operative Banks so that they may not carry 
on any trade or business in investments. The profits 
of a Co-operative Society are exempt under Section 60. 
Therefore, even if such profits are made taxable they 
do not affect the assessment except so far as the deter¬ 
mination of the appropriate rale is concerned. It was 
earnestly submitted to the Member that the Board 
would sympathetically consider these submissions and 
issue the necessary instructions in order to mitigate the 
incidence of tax due to the inclusion of such profits on 
sale of securities in the total income of such banks. 

The Member did not seem inclined to the view that 
such profits should not be included in the total income 
of the Bank fur rate purposes. Me, however, promised 
to give further consideration to this matter after he had 
returned to the headquarters. 

3. Method of determining profit or loss on securities . 

While the deputation was on this issue, if pointed 
out the difficulty of determining the profit on sale of 
such securities by reason of the practice followed by 
the Bank, with the approval of the Registrar of Co¬ 
operative Societies, crediting sale proceeds and 

debiting the purchase price to the Investment Block 
without adjusting the profit or loss thereon to the Profit 
and Loss account. This practice has been going i:n 
for years and it was now next to impossible to deter¬ 
mine the profits on sale of securities with any degree 
of exactness, in the absence of the true purchase price' 
of securities. The deputation, therefore, pointed out 
that if these profits are to be added for rate purpose at 
least instructions should be issued that where the cost 
cannot be ascertained either of the following two 
methods should be adopted: — 

(1) The principle of last-in-first-out should lie con¬ 

sistently adopted each year for ascertaining 
profit. 

(2) The profit on securities should be determined by 

applying to the opening and the closing stock 
of investment the market value at the begin¬ 
ning and the end of the year. This method 
when practised takes into account market 
fluctuations. 

It was urged that either of the two methods con¬ 
sistently followed each year after acceptance should not 
be objected to by the Department. The Member agreed 
after further consideration to issue necessary instruc¬ 
tions so that an uniform method may be followed by 
the Income-tax Officers dealing with Co-operative 
Society’s ease. 

4. Management Expenses. 

The next point that was raised was that if the invest¬ 
ments of the bunk outside the activities of a Co-opera¬ 
tive Society was decided to be taxed on the footing 
that the bank carried on business in securities, the 
deputation pointed out Ihe extreme advisability in 
such a case to instruct the Income-tax Officer to allow 
expenses of management on these securities in pro¬ 
portion that the total investment income which is liable 
and not liable to tax. At present, no allowance is made 
except a very nominal amount against the interest in¬ 
come of these securities which is subjected to tax. 

The Member observed that only so much of the 
expenses as would come within the purview of Section 8 
of the Income-tax should lie allowed. 

5. Housing Co-operative Societies. 

The deputation also raised the question of exempting 
housing societies from payment of income-tax. The 
Member, however, expressed his inability to do any¬ 
thing in the matter particularly as under Section GO no 
further allowances can be granted and he was also not 
convinced that there was any hardship in taxing Co¬ 
operative Housing Societies. 

6. Uniformity in Arriving at Assessable income of Co¬ 

operative Banks. 

Lastly, the deputation impressed upon the Member 
that in different parts of the Province different Income- 


tax Officers follow dilferent methods of determining the 
total assessable income of Co-operative Banks. There 
was no uniform method either from place to place 
or from year to year in the same place. This created 
a great deal of inconvenience to co-operative banks in 
arriving at the total assessable income and most of them 
could not make provision lor income-tax from the pro¬ 
fits of the year to which it related. 

The Member desired the deputation to submit a 
memorandum setting forth the difference in methods 
followed by various Income-tax Officers and also their 
suggestions as to the best and equitable method which 
could be uniformly adopted. 

Variations in models of assessment of different Co¬ 
operative Banks under the Indian income-tax Act by 
Income-tax Officers in Bombzy Province. 

(1) East Khandesh Central Co-operative Bank, Ltd. 

(a) Overdue interest is added to the co-operative 

business profits although it is not regarded as 
income under the Co-operative Societies Act 
and credited to overdue interest reserve in¬ 
stead of interest account in the accounts. 

(b) Profit on sale of securities has been held at 

capital gains not liable to tax and not treated 
as part of co-operative business profit. 

(c) The total working capital of the Bank for the 

purpose of calculating the deduction for pro¬ 
portionate interest on borrowings has been 
worked out on the basis of the figures shown 
in (he Balance Sheet as at the end of the 
year instead of taking the average figure. 

(2) Belyanin District Co-operative Bank, Ltd. 

Interest paid on borrowings is allowed wholly 
against taxed securities instead of allocating 
between taxed and tax-free securities. 

(IS) Sural District-Co-operative Bank, Ltd. 

Interest paid on borrowings is allocated between 
taxed and tax-free securities. 

(4) Bhusawal People’s Co-operative Bank, Ltd. 

Profit on sale of securities is taxed under other 
sources. (Assessment order is not furnished 
but only demand notice is sent.) 

(iff Karuatak Central Co-operative Bank, Ltd. 

Nothing is allowed by way of management expenses 
against income from investments which is 
liable to tax. 

(6) Ahmedabad Central Co-operative, Bank, Ltd. 

The Income-tax: Officer has taxed the society on its 
income from Investments exceeding the total 
income including co-operative business profits. 
But on appeal the Income-tax Officer’s Order 
has been modified by the Appellate Assistant 
Commissioner who held that the Society can¬ 
not be taxed on any income exceeding its 
total income. 

APPENDIX B. 

Income-tax Offices, Market Ward, Central Government 
Building, Queen's Road, Bombay 

Dated, October 22nd, 1053. 

The; Bombay Provincial Co-operative Bank, Ltd. 

Sir Vithaldas Thackeksey Memorial Building, 

9. Bakehouse Lane, 

Fort, Bombay. 

Dear Sirs, 

One of my assessce’a dividend income from shares of 
your bank. The dividend warrants produced by him 
show a note as under: — 

"Under Government of India Notification 
No. 291-I-T./25 dated 25th August, 1045, the Governor 
General-In-CounciJ is pleased to direct that the follow¬ 
ing class of income shall be exempt from the tax pay¬ 
able under the said Act, namely, the profits of any co¬ 
operative society other than the Sanikatta Salt Owners’ 
Society in the Bombay Presidency for the time being 
registered under the Co-operative Society Act 1912 (II of 
1912) or the dividend or other payments received by the 
members of any such society on account of profits.” 

In this connection, I have to point out that the 
explanation regarding the meaning of ‘profits of co¬ 
operative Society ’ has been totally ignored by you. 
That explanation I am reproducing under for your ready 
reference: — 

Explanation. —“ For this purpose the profits of co¬ 
operative society shall not be deemed to include any 
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income, profit or gains from (i) investment in (a) securi¬ 
ties of the nature referred to in Section 8 of the I. T. 
Act or (b) properties of the nature referred to in Sec¬ 
tion 9 of that Act (ii) Dividend and (iii) the other 
sources referred to in Section 12 of the I. T. Act 

The above mentioned explanation makes it clear that 
if the dividends of a co-operative society are declared 
out of non-business income, e. 0 ., out of interest on 
securities or income from house property or dividends 
and other sources, such dividends, would not be entitled 
to exemption and would be taxed in the hands of the 
shareholders. 

Because of your failure to reproduce the notification 
fuliy, what has happened is that my asscssee has been 
able to get exemption from tax on the dividend income 
which he has received from shares of your bank and 


there has been some loss o' revenue to the Government, 
I cannot say how many other assessees have also 
similarly claimed exemption from tax on the strength 
of the note contained m your dividend warrants and 
what has neon the total loss of revenue to the Govern¬ 
ment ot India on this account. I have therefore to re¬ 
quest you to please repre duee the full notification in 
your future dividend wan ants and also make it clear 
from what source the divilend is declared or paid. 

Yours faithfully, 

Sd/ 

Income-Tax Officer, 
Market Ward, Bombay. 



THE BOMBAY SHAREHOLDERS’ ASSOCIATION 


Replies to the Questionnaire of 

PART I 

tly to Question No. 1— 

The Primary objective of a sound tax policy is to 
;« revenue to meet a given expenditure in a fair and 
liable manner and with a minimum disturbance of 
normal working of the economy. A country’s tax 
,em is so much a product of historical circumstances 
I is so much a reflection of economic and social can¬ 
ons of the country that it cannot be viewed in Ihe 
tract. An objective which should always be kept in 
forefront is that tax policy should not impair pro- 
tion or essential consumption. Inevitably, taxes are 
iosed on those able to bear them, but the ability to 
r principle should be applied both in respect of 
ividual taxes and in respect of the aggregate of all 
es. Tax policy should be applied in the context of 
. ate enterprise economy. Tax policy cannot be made 
chief instrument of changing economic order of 
ely even if one desires it because that would involve 
:h wider consideration. The notion of what is fair 
equitable obviously varies with time and place and 
a the prevailing social philosophy. 

(a) Reduction in inequalities of income and wealth is 
y important consequence of tax policy but it certainly 
not be fundamental objective of tax policy. It is 
dental to taxation as is well indicated by Mr. J. 
hard Petrie in his recent book “ The Taxation of 
porate Income in Canada (University of Toranto— 
l.) 

(b ) Fostering production should he the primary ob- 
ive of a tax policy, it involves encouragement to 
ing both individual and corporate, and encouragement 
investment both private and corporate. It must 
vide incentive to work. The point where it deters 
pie from working, from investing, from saving and 
n increasing production is the point where taxation 
nequitable. Taxation should largely be on economic 
fiuses rather than on costs and prices, and economic 
buses should not be viewed in a narrow sense but 
jld take into consideration the essential needs of 
elopment. industrialisation in advanced countries is 

result of appreciation by Government of the role 
rrofits, large part of which are reinvested and only 
nail part distributed. Tax policy should be based 
fue recognition of the function of profits in deveiop- 
it of existing industries and in promotion of new 
'rprise. One has to examine the actual growth of 
>orations such as Imperial Chemicals, General Motors, 
oral Electric Company, P. & O. Shipping Co. and 
5. Steel, etc., to be convinced that industrialisation is 
ly accelerated through profits earned and invested 
that the dividend policy of these concerns is sub- 
nated to consideration of long term development. 

c) Tax policy as an instrument of economic control 
have limited application. Tax policy by and large, 
ased on assumption of normal functioning economy. 

inflationary or deflationary changes can be corrected 
■ to a smaller extent through tax policy. Tax policy 
relatively minor instrument while treatment of in- 
on or deflation would warrant a number of measures. 

d) Maintenance of external balance of the economy 
hardly be entered as an objective of the tax system 
sr Indian conditions. 

.'he main modifications of the Indian Tax system sug- 
ed by the Association contained m answers to 
;tions below are summarised here - 

. Personal Income-tax and Stiver Tax — 

'he Maximum tax payable should not exceed annas 
in a rupee. The present rate structure should be 
sed as follows: — 

. Super-tax. —Income up to Rs. 30,000 . . Nil 

Over Rs. 30,000 but upto Rs. 50,000— A. 1 
„ Rs. 50,000 „ Rs. 75,000—As. 2 

„ Rs. 75,000 Rs. 1,00,000—As. 3 

„ Rs. 1,00,000 „ Rs. 1,25,000—As. 4 

„ Rs. 1,25,000 ., Rs. 1,50,000—As. 5 

Over Rs. 1,50,000 As. 0 

. Corporation Tax. — In order to encourage small 
stries and trades to develop with their own resources 
ecommend that no Corporation tax should be levied 
rst Rs. one lakh of corporations’ incomes. Just as 
idividual is exempted for super-tax up to Rs. 25,000 
,s income so also a Corporation should be exempted 
Corporation tax for Rs. 1 lakh of its income. For 
; corporations this will not make much difference 
t will act as tax relief to smaller corporations. Such 
f is given in Canada at present. 


the Taxation Knouiry Commission. 

3. Corporation tax like Income-tax should be made 
refundable in tire hands of individuals not liable to full 
rate of taxation. 

4. The present exemption of new industrial units 
from taxation of profits up to 0 per cent, capital employ¬ 
ed should be extended to old industrial units to the 
extent of new capital employed for expansion or renova¬ 
tion. New industrial enterprises are not, able to benefit 
from the present relief because earlier years are years 
of construction and establishment. On the other hand 
much industrial development takes place through 
expansion of existing units. Relief on the lines suggest¬ 
ed by us will stimulate investment in existing units and 
thus accelerate the rate of industrialisation. We also 
advocate encouragement of corporations to create 
reserves for replacement and 10 per cent, of profits may 
lie permitted to be set aside for replacement by giving 
special tax relief. 

5. Insurance Premium. —The exemption of insurance 
premium and provident funds from taxation should be 
revised in respect of the existing limits. In place of 
1/fith or Rs. 6,000, the limit should be revised to 1 /4th 
or Rs. 12,000 whichever is lower. Direct encouragement 
to life insurance involves visible increase in new capital 
formation particularly from the savings of the small 
man. 

Reply to Question No. 2 — 

The criteria for determining the equity of a tax 
system apart from the ability to pay are the effects on 
people’s ability and willingness to work, to save and 
to invest. The point where the people’s reaction is 
negative is ihe point where equity falls. For determin¬ 
ing equity of the tax system we must have fuller statis¬ 
tical data regarding effects of total taxes on different 
income groups. In the absence of such information we 
cannot determine equity of the Indian tax system with 
reference to lower, middle and higher income groups. 
The equity is however more readily determinable with 
reference to individual taxes, for instance when the multi¬ 
point Sales Tax was imposed in Bombay, it was priina 
facie so inequitable vis-a-vis other states and vis-a-vis 
several categories of merchants in the intermediate 
stages that the whole population was roused. The 
criterion should be the reaction not of this or that person 
but of the class or group as a whole and the consequences 
of their reaction. 

In a positive sense, equity of a tax system can be 
determined by its effects on enterprise and production 
and on consumption. In a negative sense equity can¬ 
not he allowed to mean bringing about equalisation of 
income and wealth through the tax system to such an 
extent that economic initiative is killed and the normal 
capacity of the economy to expand severely retarded. 
The concept of equity must be applied within the frame¬ 
work of private enterprise economy and not in a vague 
or an absolute sense. 

Equity in the Indian tax system can be secured by 
dispassionate and continuous examination of the effects 
of individual taxes and total taxes. 

Reply to Question No. 3 — 

B.y and large the Indian tax system does confirm 
adequately to the principle of ability to pay and no 
extention of this principle is at present desirable or 
practicable. While individuals in lower and middle 
income groups are not burdened by excessive direct taxes 
there is a case for some downward revision in respect 
of direct taxes of the upper income groups. This is 
particularly the case when we take note of the cumu¬ 
lative effects of high income tax, super tax plus estate 
duties plus other taxes on amenities and luxuries to 
which this class is accustomed. An honest person in the 
highest income bracket lives on his capital if he does not 
resort to devious ways of tax dodging. Such eon- 
equences should be avoided. The rich no less than the 
other classes should be encouraged to save and invest 
in the interests of larger good of the community and 
there is no reason why through the tax system he is 
given such a penal treatment that he is unab'e to play 
any positive economic role. So far as taxation on 
corporations is concerned no extension is desirable. 

Reply to Question No. 4 — 

In our opinion there is little room for imposing 
additional taxation on any section of the community. 
Not additional taxation but additional industrialisation 
at a faster rate could create resources from which fur¬ 
ther tax revenue would be available. The road to 
further industrialisation is a hard one and the numerous 
practical difficulties need to be removed by helpful and 
even generous Government attitude. In Industrially 
advanced countries corporations contribute a very sub¬ 
stantial part of the tax revenue much more than the 
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individual. To the extent industrial corporations are 
allowed to grow and new corporations encouraged to 
come into existence tax revenue will also grow con¬ 
siderably. Even today Company taxation contributes 
nearly 50 per cent, of total revenue collected from 
income, super and corporation taxes. 

Reply to Question No. 5 — 

The proportion of tax revenue to national income 
must necessarily be small in India because of low per 
capita national income. The present individual incomes 
are hardly sufficient to meet people’s primary needs. 
U individual incomes grow so as to leave a surplus of 
income than only larger tux revenue could be gathered. 
It is because of this fact that the proportion in advanced 
countries is higher and in backward countries it is 
lower. The principle of ability to pay applies not only 
1o groups or classes but also to countries. We do not 
believe that the proportion can be raised under existing 
circumstances. 

Reply to Question No. 6 — 

We are of the opinion that the relative place of 
direct and indirect tax in the Indian tax system is 
reasonably satisfactory at present. From statistics 
easily available at present of Centre and States revenues 
taken together we find that the ratio of direct and 
indirect taxes is in the proportion of 20 to 00. For this 
purpose we have included income-tax, super tax and 
corporation tax under direct taxes and customs, excise, 
sales tax and other heads under indirect taxes. In view 
of this country’s size, population and national income, 
such ration is broadly inevitable and not unsatisfactory. 
If agricultural income-tax and estate duties are allowed 
for under direct taxes the ration would be of the order 
of 25 to 75. Municipal and such local taxes are not 
taken into account in this calculation. 

Reply to Question No. 7 — 

No. Non-tax revenues are not likely 111 the near 
future to occupy more important place. Even contribu¬ 
tion of Railways to public revenue is tending to fall. 
The state enterprises—industrial, transport, etc., both 
of the Centre and States are nowhere showing profits 
and therefore unlikely to show any sizable surplus which 
go into public revenues. Several of the State concerns 
such as the Air Lines, Hindustan Aircraft Company, 
Vishakhapattam Shipyard, Aaray Milk Scheme, Bombay, 
etc., are as yet losing concerns. 

Reply to Questions 8 & !)— 

Receipts from particular taxes may be funded or ear¬ 
marked for specific purposes where there is adequate 
reason for doing it. But Government practice has so 
far been to collect cane Cess, Petrol tax, etc., for the 
declared purposes of being spent for the particular 
development and yet such funds are not so spent but 
included in the general tax revenue. Action should be 
taken to set the matter right where Government have 
not spent the amounts for the purposes declared. 
Government departure from declared purposes gives rise 
to public dis-satisfaction and suspicion and brings 
Government action into disfavour. Public declarations 
should be correctly adhered to in this as in other matters. 
When handloom industry is sought to be protected 
through a special cess on the textile industry, it should 
be pertinent to examine whether a single industry 
should be picked up to bear the burden and whether 
the funds collected are duly spent for the purpose. 

Reply to Question No. 10 — 

As mention in Question 7, such undertakings are not 
yet important for revenue purposes, nor are they likeiy 
to be so in the near future. State enterprises create 
employment or give services but they are not yielding 
profits. In several cases mentioned above they continue 
to be losing concerns. 

Reply to Question No. 11— 

As in the case of the Railways, arrangements should 
be made under which State enterprises can contribute 
first a fixed return on capital employed by the State and 
if any surplus is left thereafter it should first le utilised 
for the normal development and expansion of the con¬ 
cern and whatever remains should be shared with the 
Government on agreed basis. Profits from State enter¬ 
prises, to the extent possible, should flow into public 
revenues. Just as individuals benefit from their own 
undertakings so also the State revenue should benefit 
Irom State undertakings wherever possible. 

Reply to Question No. 12 — 

Incidence of taxation on various classes of people 
can best be explained on the basis of their income. 
Rural or urban residence and occupation are relevant 
only to a minor extend. 

Reply to Question. No. 13 — 

Broadly speaking incidence of taxation is relatively 
Lower on large agricultural incomes (this is also partly 
due to high agricultural prices) and somewhat excessive 
on non-agricuitural incomes subject to maximum tax 
rates. The former situation is gradually being corrected 
by the introduction of agricultural income-tax. A down¬ 


ward revision of maximum income tax and super t; 
rates would probably correct the later. In the opinii 
of the Association combined levy of income tax ai 
super tax should not take away more than 10 aim 
our of a rupee of one’s income. A present day tax poll 
should at least allow an individual to retain rough 
one-third of his income as otherwise there would be . 
incentive left to work or to save. 

Reply to Question No. 14— 

With relative increase in the income of primary pi 
ducers resulting Irom high farm prices an! improv 
cultivation, the tax burden on agricultural incomes 
relatively smaller today. This process has been assist 
by absence of any increase in land revenue in reee 
years. Moreover farm income in some parts of t. 
country have risen relatively more as in Travancoi 
Cochin. The cultivators growing rice and wheat ha 
not benefitted as 1 luch as the cultivators growing group 
nuts, sugarcane, >epper, chillies, betel nuts, etc. Ag 
cultural incomes in some parts of the country ai 
among some groups of cultivators have been relative 
very high and therefore such classes have beneutted 
greater extent. Such results are inevitable und 
dynamic economic conditions and they do not warra 
any remedial act on. 

Reply to Queslio 1 No. la — 

Yes. The eo ,t of compliance with tax regulatio 
adds materially Lo the burden of taxation particular 
lor small traders and businessman as in the case of f 
sales tax, excise etc. Filling up o[ forms, nrunlaini 
detailed account books, etc., involve greater hardshi 
for the small br sinessmen who can ill atlorn to enga 
stall for the pui pose. 

Reply to Question No. Id — 

Tax revenue and public expenditure are obvious 
complimentary. But benefits from public expenditu 
cannot be linked with the question of tax burden as tb 
would only he p in creating confussion. Even wh 
public expenditure and tax burden cannot, be separal 
from each other, for the purposes of the present enaui 
tax burden must be examined as far as possible 
isolation. 

Reply to Question No. 17 — 

The tax harden weighs particularly heavily 
industries such as sugar and textiles. It has been coi 
puted that ta cation such as excise, cane cess, el 
accounts for R, . 25 per bag out of the e u-faciury pri 
of Rs. 75. Lo :al taxes and rates on building in t 
context of rent control and high cost of construction £ 
as a heavy bu den on building industry. The result 
that neither the existing buildings are repaired or rer 
vuted nor new buildings constructed. Available capi 
assets in the country arc thus allowed to decay. Buil 
ing repairs and construction must be encouraged 
every way atic relief from local taxes and Governmc 
taxes (such as Urban Immovable Property Tax 
Bombay) shomd be generously given for encouragi 
capital repairs, thereby incidentally creating Jar 
employment. 

Reply to Ques ion No. 18 — 

The role cf taxation must necessarily remain ve 
limited in pr ividing additional resources for genei 
economic development. Taxation can provide for t 
recurring expenditure of the State including genei 
social welfare under education, health, recreation, e 
But capital development must inevitably depend up 
capital resour -es through borrowing in its various forr: 
All capital development whether private or public 1. 
to depend upon savings and tax revenue can hare 
take their place. There is a large scope for tappi 
savings of tae people under Government borrowi 
schemes. SU te borrowing must be adopted to spec 
requirements of the people in the interior throu 
schemes of small savings which people can understar 
In particular large savings can be collected through t 
post office if its banking side can be modernised so 
to meet the leeds of the people. 

Recent si ccess of the Stale Loans particularly 
Madras indicates potentiality of public borrowing fri 
the country side where it is done in the right manm 
Moreover, through commercial Banks and Central Ba 
larger credit should be made available to various secti 
of trade and industries which will stimulate busini 
activity and in turn enable the Government, to ra 
larger sums through borrowing. 

Reply to Quistion No. 10 — 

Economy in expenditure obviously gets the high' 
priority but there is far greater room for economy 
Government expenditure. Prevention of tax avoidai 
is also important but this partly depends upon tax ra 
being moderate. There is little scope under ^c), ' 
and (e) as mentioned above. 

Reply to Qi estion No. 20 — 

Addition il resources for the development in pub 
sector are rot possible through further taxation but c 
be brought about through intensified borrowing p 
grammes. But development in the private sector shoi 



eive equal attention from Government as it is no less 
jortant and is actually of greater importance today, 
a! development is possible only when the aggregate 
private and public investment continues to rise. The 
eial attitude of preferring one to the other needs 
ision so that equal emphasis can be given to both. 
For ensuring rapid development in the private sector 
leral tax relief should be given in the form of depre- 
tion and other allowances, exemption from income-tax 
1 corporation tax 1o new concerns for first few years 
1 additional incentive to such industries which the 
ite desires to be rapidly developed through private 
mncJs in the larger interests of the country. For this 
rpo.se it would be necessary to mark out industries and 
e them special incentive tor specific purposes so as 
encourage the How of capital in such directions. 

ply to Question No. 21 — 

See Question 20. By giving special tax relief to 
histries in the private sector which Government marks 
f for rapid development capital will be made to flow 
such directions. Tax concessions, protection, subsidy. 
,anee. special ford lilies regarding power, transport, 
iter, land, eu\. are the different directions of active 
:>le assistance to private industry. In particular the 
.sent need is to develop capital goods industries as 
n,sumption goods industries are reasonably well 
veloped. Exemption to selected capital goods indus- 
es from corporation tax for fixed period will stimulate 
pital formation in this field of private sector. For 
stance, selected existing as well as new engineering 
neerns which can satisfy the Government in this respect 
ou'd be exempted from the corporation tax for five 
ten years. Industries which supply Ihe defence needs 
the country should gel priority. In U. S. A. the 
ivemment has power under Defence Mobilisation Act 
grant special tax relief to industrial concerns which 
tply for such relief and are able lo prove their case, 
nder this scheme new capital expenditure can be 
I'itten off from current profits within a very short 
■nod So long as tax reliefs are largely used foi 
ternal capital development the loss to Government in 
e short term will be more than made good by larger 
x revenue in the later years arising out of larger 
■ofits. 

There is no basic conflict between the needs of public 
id private Sectors. It is a wrong official approach 
hich regards the two as conflicting. 

eply to Question No. 22 — 

In absolute terms, the rate of private capital forma- 
on in recent years cannot be regarded as lower than 
i the pre-war years, even after allowing t'or the fall 
i the value of money. In a relative sense also there 
no evidence to show that it is lower. It is probably 
iwer today as compared to the boom years 1943 to 
946. Moreover, high prices have resulted in much 
tiger working capital being required for inventory 
imposes and therefore funds are locked up which would 
therwise be used for fixed capital development. With 
le present trend of declining p: ices this situation would 
et corrected. 

(ii) Yes, with high individual income-tax arid with 
re growth of corporations, a greater amount of capital 
lunation in the private sector is now taking place 
irough the Corporations. 

'.eply to Question No. 23- — 

Our analysis shows that the middle income group 
i.e.. individuals and firms with an annual income of 
etween Rs. 10,000 and Rs. 1,00,0001 contributes nearly 
0 per cent, of personal income and super tax revenue, 
t is therefore the most important of the three classes 
rom the view of direct tax collection Tax relief to 
ris group will assist the growth of savings. In parli- 
u'ar, limit of exemption of life insurance premium for 
ncoine tax purposes should lie raised from Rs. 6,000 to 
ts. 12,000 anil from 1/6 to 1/4 whichever is lower and 
his will directly result in stimulating personal savings. 

leply to Question No. 24 — 

The assumption of the Planning Commission about 
•0 per cent, of the additional output going into invest- 
nent each year after 1956-57 is in our opinion largely 
lypothetical. No practical policy of taxation can be 
ivolved on an assumption of this character. Tax policy 
leeds annual revision in the light of changing economic 
rends. It can be the function of the Government which 
las to form its tax policy from year to year in 
he light of actual conditions. Any recommendations 
or realising this assumption at present would probably 
)e unrealistic. 

leply to Question No. 25 — 

There is considerable regulation of consumption 
itandards in force at present as a result of the existing 
urice structure and import tax policies. These is little 
'oom for any further regulation. Because of our chronic 
xiverly the margin for such regulation must remain 
ow. For whatever regulation that is possible indirect 
:axes are bound to he far more effective than direct 
.axes. 


Reply to Question No. 26 — 

Tax policy cannot have much direct bearing on the 
efficiency of productive system. The multiplicity of 
sales tax however does tend to affect adversely produc¬ 
tive efficiency. An uniform Sales Tax and Motor 
Vehicle Tax would be desirable for rationalisation of 
country's tax structure. 

Reply to Question No. 27 — 

As mentioned earlier, where any industry or group 
of industries are selected for rapid development special 
tax relief and concession to them will ensure their quick 
development. In this sense, tax system can be used to 
secure a given order of priorities in the development 
programme of the private sector. Because of the varied 
effects of lax policy which often conflict with one another 
teix policy is ultimately the result of compromise. 

Reply to Question No. 28 — 

It has to secure such balance as to stimulate invest¬ 
ment without retarding essentia! consumption and 
without redistributing incomes to such an extent as 
to create negative reaction on the group which is 
affected adversely. 

Reply to Question No. 29 — 

Tax policy, monetary policy, direct controls are 
equally vital instruments of planned economic develop¬ 
ment. Any discussion about the superiority or otherwise 
of one or other can be of little practical value. 

Reply lo Question No. 30 — 

Yes, it tends to go a little too far. 

Reply to Question No. 31 — 

In order of priorities, capital formation and increased 
production take precedence over economic equality. 
From Ihe country’s point of view depriving a few rich 
oi their wealth is a question of minor importance as 
compared lo creating new wealth which can benefit 
people at large. We cannot therefore suggest modifica- 
lions which would secure a larger economic equality 
because that would retard economic* progress. 

Reply to Question No. 32 — 

To (lie extent public expenditure can provide better 
amenities to the people in respect of education, health 
recreation and other social services per capita income 
can be said to rise thereby achieving greater equality 
by increasing lower incomes. Tax policy only reduces 
higner incomes of the few while public expenditure 
increases lower income of the many so far as it is spent 
on social welfare. In that sense, it is a better instru¬ 
ment tor economic equality. 

Reply to Question No. 33 — 

No. 

Reply to Question No. 34 — 

No addition is possible. 

Reply to Question No. 35 — 

Smcharge on land revenue, betterment levies and 
agricultural income tax can bring some additional 
revenue where their introduction is warranted after 
proper inquiry. The remaining taxes are undesirable. 

Reply to Question No. 36 — 

Levy of tax on unearned increment in value of land 
and other property is not desirable or feasible under 
present conditions. 

Reply to Question No. 37- 

Receipts from existing sources of revenue can increase 
very considerably if administrative efficiency can be 
improved Far less attention is at present paid to 
modernising the working of Government Departments 
than is desirable. Not additional legislation but closer 
scrutiny in the administration of existing legislation can 
bring substantial results. This holds good in respect of 
departments of customs, excise, income tax sales tax 
etc. 

Reply to Question No. 38 — 

None. 

Reply to Question No. 3 !)— 

There is no case for the Centre to impose surcharges 
and where they are in existence they should be removed. 

Reply to Question No. 40 — 

Inflationary or deflationary situations can be met 
through a combination of measures of which tax policy 
is but one. If tax policy were made a principle weapon 
of economic control taxes would be far more fluctuating 
than today and in consequence a new element of instabi¬ 
lity will be introduced in the working of economic system 
Tax policy must be broadly stable and if it is used too 
freely to tackle inflation or deflation much economic 
harm would result. 

Reply to Question No. 41 — 

Inflationary or deflationary conditions are so different 
from each other that totally different handling is neces¬ 
sary in each case. Direct taxes and export duties are 
more effective under inflationary situation while reduc- 
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tion of direct taxes, higher import duties and such 
measures are more appropriate under deflationary con¬ 
ditions. Psychology is vital in checking inflationary as 
well as deflationary tendencies. Influencing public 
psychology in the right direction calls for tactful handl¬ 
ing by Govt, of a given economic situation. 

Reply to Question No. 42 — 

Not much is possible. 

Reply to Question No. 43— 

Public works policies can do much particularly in 
moderating the forces of deflation in India. 

Reply to Question No. 44 — 

Not materially. 

Reply to Question No. 45 — 

Deflationary influences are rapidly growing. A trade 
recession is developing. Increasing unemployment is 
already developing into spectre. The urgent need of the 
moment is to put into operation measures which will 
increase employment and incomes. Some reduction in 
direct and particularly indirect taxes is called for 
because in many cases high taxes are the cause of high 
prices, e.g.. Sugar, Textiles, etc. 

PART II—DIRECT TAXES 
Reply to Question No. 46 —- 

The Indian Income-tax (Amendment) Act, 10:i9 sub¬ 
stituted the basis of accrual of income (in place of the 
remittance basis) in respect of the foreign income of one 
resident in British India. The category of * i\ T ot- 
Ordinaril.y Resident' was then introduced for giving 
relief to Europeans who came here temporarily for 
business or employment and to Indian traders abroad 
who had an ancestral home in India, which they might 
visit irregularly but enough to make them technically 
resident every year. Whatever might have then been 
the need or justification for special treatment ot these 
groups, it seems no longer necessary or right to continue 
to recognise them as special cases. Under the conditions 
existing today the class of persons constituting the first 
group has ceased to exist. As regards the second group 
the tests prescribed in Section 4A are sufficiently wide 
to exclude any hardship, and if any still remains ihey 
may be dealt with by appropriate changes in Sec imp 
4A(ii). 

Reply to Question No. 47 — 

Under the present law while a capital profit made 
by a Company is exempt from tax in its hands, on its 
distribution among the shareholders it is taxed as 
dividends in their hands. While this may be legally 
sustainable, it is entirely unsatisfactory and creates 
many hardships in practice. We therefore suggest that 
so much of the dividends as is distributed out of profits 
not taxed in the hands of the Company should not he 
taxed in the hands of the shareholders. 

The strong tendency of the Department to tax surplus 
realised on sale of share holdings has hit hard several 
genuine investors. It should therefore be provided that 
surplus realised on sale of shares should not be brought 
to tax unless there is strong evidence to show that the 
assessee is a dealer in shares. 

Reply to Question No. 48 — 

We are not at all in favour of taxing capital Gains. 
The working of capital Gains Tax from 1947 to 1949 
clearly demonstrated that it has adverse effect on invest¬ 
ments retards growth and flow of capital with all its 
undesirable consequential effects on volume of business 
activity. In particular as the Estate Duty Bill has been 
passed there is no justification whatsoever for a tax 
on Capital Gains. 

Reply to Question No. 49— 

The need for repatriation to India ot untaxed 
foreign profits for the purpose of their being utilised in 
stepping up the industrial development of the country 
cannot be over emphasised. To encourage the remmi- 
tance of profits made between 1933 and 1939 Ihe Indian 
Income-tax (Amendment) Act, 19.93 introduced provi¬ 
sions granting relief. Accordingly at present foreign 
profits made during this period do not nit ran taxation 
if they are remitted to India within two years ot a 
person becoming resident in taxable territories We 
feel that in view of the restrictions on remittance of 
moneys due to exchange Control prevailing in several 
foreign countries this period of two years is totally in¬ 
adequate and should be increased to four or live years. 
Further at present in the case of a person who is already 
a resident in the taxable territories remitted foreign pro¬ 
fits are exempted only, if they are brought into India 
before 1st April 1954 and half the amount is invested in 
Govt, securities and are kept in the custody of the 
Reserve Bank for two years. We are of the opinion 
that these restrictions are excessive. We therefore 
suggest that the period for remittance should he extend¬ 
ed to 1st April 1959 and the amount to be invested in 
Govt, securities should be reduced to 1/4 or in the alter¬ 
native the period of custody of the Reserve Bank should 
be reduced to one year. 


Reply to Question No. 50 — 

We arc not in favour of taxing “ Bonus Shares ” 
dividends in the hands of shareholders. It is both de 
able and necesstry to encourage ploughing back 
profits. Moreover, bonus shares represent an appre; 
tion in the capital value of existing holdings and 
capital gain are not liable to tax there is no justificat 
for taxing ‘ bonus shares ’. 

Reply to Question No. 51 — 

The provisions of Sections 42 and 43 and the ini 
pretations put on them by the Income-tax Departm 
and certain High Courts in India have considera 
hampered foreign trade ot the country and have crea 
unnecessary and undue hardships for those engaged 
import and export trade. We are therefore strongly 
the opinion that these sections should he reviewed c 
it should he clea ly provided that no liability to 1 
will arise where transactions are on a principal 
principal basis. Further the distinction obtaining in ■ 
United Kingdom between ‘trading in’ and ‘trad: 
with’ should he incorporated in our Act so that pro 
made on goods p irehased in India for export abre 
are not made liable to Indian tax in the hands of I 
non-resident princ: pal. 

Reply to Question No. 52 — 

In the past c ividends received from agrieultu 
companies were excluded from income liable to tax 
to (>() per cent. Tils position has been upset by rece 
legal decisions anc at present dividends are being fu 
taxed on the ground that the source of dividends is i 
land but shareho! ling. Without going into the sub 
legal distinction \v.• urge that by a suitable amendmt 
of definitions of : gricultural income, exemption up 
fifi per cent, should he conferred on dividends receiv 
from agricultural companies as hitherto. 

Reply to Question Nos. 53-54 — 

Suggestions have been made by some people that t 
exemption from t; x which is at present conferred 
income-lax Act or agricultural income should be d 
continued or at lead it should he taken with account f 
the purpose of determining the rate at which tax i 
other income is layable. Agricultural income is 
present the sphere of State taxation. Apart from t 
constitutional difficulties involved in the above propos 
certain other problems also arise. For agricultur 
income the exemp ion limit will have to be kept at 
comparatively higter level. The land revenue payat 
will have to he e insidered. Further the agrarian r 
forms undertaken n some States have brought about 
breaking up of huge holdings so the large landhold 
with substantial recurring income will no longer be thei 
In view of the fins ncial position of the States they w. 
not be willing to surrender their constitutional rig! 
over agricultural income. In view of this, any propos 
for aggregation is not easy of realisation. 

Reply lo Question No. 55 — 

The principle cf spreading over a period of tin 
irregular and fluctuating income has been recognise 
Section 12AjA intioduccd by the Finance Act, 19£ 
provides for spreading over two to three yeais royaltii 
and copyright fees for literacy and artistic work. Tt 
feasibility of extending this treatment to other receip 
of a similar nature e.g., gratuity, lump sum receipts i 
certain trades, etc., may be examined. 

Reply to Question No. 56 — 

A charitable pm pose has been defined by the Act ! 
inc ! ude relief of poverty, medical relief, education an 
advancement of any other object of general publ; 
utility. Putting a very narrow construction on th 
definition the Inc ime-tax Department has deprive 
several settlements the benefit of exemption from ta: 
Definite instruction; should therefore he issued to th 
effect that as long ; s the object of the trust falls with! 
any of the four cat.-gories mentioned above, the incom 
of the t: List should >e exempted even though the benef 
is confined to the members of a particular caste c 
community. 

If has been provided by a recent amendment thr 
ordinarily the exemption from tax under Section 4(3)(; 
will he available only if the income of the trust i 
spent in ttie taxable territories the Central Board c: 
Revenue makes an order that relief may be grante. 
even if the income is applied to charitable purpose 
outside the taxable territories. This restriction i 
likely to create ha -dship in practice. In the case o 
charitable trusts which have been spending thei 
income in awarding; scholarships to Indian for highe 
studies abroad the withdrawal of relief would be . 
great hardship. The law should therefore, be suitabl; 
amended so as to make it clear that where the benefi 
of the amounts spent ultimately accrues to the countr; 
or to the nationals of the country the exemption shouli 
tie granted even though the amount may have beet 
spent abroad. 

Reply to Question No. 57 — 

We have no suggestions to offer. 
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Reply to Question No. 58 — 

We are in favour of continuing the concessions to 
new industrial undertakings for a further period of 
five years at least to give encouragement to industrial 
development. Existing industries are better equipped 
to undertake a programme of expansion and renova¬ 
tions. Concessions under Section 15C may therefore 
with advantage be extended to them, so that they may 
have the necessary inducement to expand their pro¬ 
ductive capacities. 

Reply to Question No. 5'J —- 

We are in favour of giving concessional treatment 
for tax purposes to banking profits of foreign branches 
of Indian Banks to encourage them to open branches 
abroad. 

Reply to Question No. 60 — 

Exemption from tax amounts paid as life insurance 
premia and contributions to recognised provident funds 
is given to encourage thrift and to enable a person to 
make savings during his active life in a firm which 
would provide him and his family with a reasonable 
standard of living after his retirement or his death. 
The limits at present provided by the Act are totally 
inadequate in view of the considerable fall in purchas¬ 
ing power of money. We feel that there is sufficient 
justification for an upward revision of these limits. 
We recommend that in the case of an individual they 
be increased to l/4th of the tbtal income or Rs. 12,000 
whichever is less with corresponding adjustments in 
the limits for Hindu undivided families. 

We invite the attention of the commission to the 
discrimination under the present law regarding tax 
relief in respect of contribution to provident funds as 
between provident funds for employees of Govt, and 
other statutory organisations and provident funds for 
persons in private employment. We feel that there is 
no justification for this difference in treatment and 
law should be suitably amended to give the same reliefs 
in respect of contributions to provident funds to private 
employees as are given to Government servants. 

Reply to Question No. 61 — 

To assist industry in its programme of renovation 
and replacement we suggest that (a) Excess realised on 
the sale of a capital asset which is at present brought 
to charge under Section 10(2)(vii) should not be treated 
as income liable to taxation provided the same is_ utilis¬ 
ed towards fresh capital expenditure, (b) The principle 
of tax-free replacement reserves should be given recog¬ 
nition. It should be open for every company to set 
aside a certain percentage of its profits as a reserve 
to be utilised for replacement purposes. In order that 
this provision may not be abused it should be provided 
that the amounts so set aside shall be brought to charge 
if they are not found to be utilised for the purpose for 
which they were intended 


therefore be instructed not to be unduly strict about the 
amounts spent under the above mentioned heads so long 
as they are satisfied that the amounts have been actually 
spent and no attempt was being continuously made to 
pass off personal expenses as business expenditure. In 
this connection it may be mentioned that the provision 
prevailing in certain countries of allowing as entertain¬ 
ment expenses a certain percentage of profits may be 
adopted. For example in U. S. A. entertainment 
expenses are allowed up to 10 per cent, of income on 
uniformly to all assesses. We have also to draw atten¬ 
tion to the discriminatory practice of Income-tax Officers 
in respect of allowance of motor car expenses as between 
limited companies and other assesses. In the case of 
companies, the officers are disposed to allow motor car 
expenses in full while in case of other assesses they 
disallow substantial amounts. We feel there is no justi¬ 
fication for this discrimination. 

Expenses of exploratory and development nature 
should be allowed in full because such expenditure 
would result in later years in additional income liable 
to taxation. 

The cost of making Income-tax appeals should be 
allowed in full. 

We further urge that the law should make it that 
all payments which have to be made under decisions 
of legal authorities should be allowed as a matter of 
course. Instances can be cited where the Tribunals 
appointed under Labour laws have awarded bonus cr 
gratuity and the Income-tax Officer has questioned such 
payments on the grounds of their being excessive and 
not relating to that period. 

Reply to Question No. 66 —- 

(c) The degree of progression in the existing rate 
is unsatisfactory. The rates of super tax are very steep 
for lower slabs and the maximum rate is applied at 
comparatively lower level of income. The Indian 
assessee on an income of Rs. 5 lakhs pays 76 per cent, 
tax while in U. S. A. an assessee on this income pays 
49 per cent, while in Canada he pays 57 per cent. 

(d) With a view to stimulate saving and make 
development capital available we suggest following 
table of super tax on individual income: — 

Super-tax 


Income upto 

Rs. 

30,000/ 



Nil 

,, Over 

Rs. 

30,000/ but upto 

Rs. 

50,000/ 

Rs. 0-1-0 

,, , , 

Rs. 

50,000/ 

Rs. 

75,000/ 

Rs. 0-«-0 

,, ,, 

Rs. 

75,000/ 

Rs. 

1,00,000/ 

Rs. 0-3-0 

>> ?» 

Rs. 1 

,00,000/ 

Rs. 

1,25,000/ 

Rs. 0-4-0 

» > f » 

Rs. 1 

,25,000/ 

Rs. 

1,50,000/ 

Rs. 0-5-0 


Reply to Question No. 62 — 

In view of the highly technical nature of the subject 
matter it is desirable that it is referred to an expert 
body like the Council of the Institute of Chartered 
Accountants of India. Changes should then be made 
in classification of assets for purposes of depreciations 
and rates of depreciation allowable in the light of re¬ 
commendations made by the expert body. 

Reply to Question No. 63 — 

We are in favour of giving special tax concessions 
for encouraging the development of mineral resources 
as the mining industries require proportionately larger 
amount of capital as compared to other industries. _ The 
need for such concession is indeed great. The provisions 
of the U. K. Act in this behalf may with advantage be 
incorporated in our Act. The English Act provides for 
two kinds of allowances as under: — 

(i) An initial allowance of 10 per cent, of the capital 

expenditure ; 

(ii) An annual allowance calculated by reference to 

output. 

Reply to Question No. 64 — 

A simple way of making a provision for family and 
personal allowance would be to increase the first slice 
of income to be exempted from Rs. 1,500 to Rs. 3,000. 

Reply to Question No. 65 — 

Section 10(2)(xv) provides that any expenditure not 
being in the nature of capital or personal expenditure 
which has been incurred wholly and exclusively for the 
purpose of business. The Income-tax Department 
not being well aware of business practices 
and business needs have again disallowed legiti¬ 
mate business expenditure particularly under the 
head of motor car expenses entertainment, travelling, 
etc This has considerably strained the relations be¬ 
tween the asseessee and the Department has been a 
source of dissatisfaction and resentment. It cannot be 
denied that in these days of competitive business such 
expenses have to bo incurred for retaining customers. 
Frequent travels have to be undertaken for ihe purpose 
of running business. The Income-tux Officer should. 


„ „ Rs. 1,50,000/ Rs. 0-6-0 

(e) We are not in favour of anything like a surcharge 
on income-tax rate. If at all a surcharge is levied in 
emergency, it should be on percentage basis o± the 
existing rate. 

Reply to Question No. 67 — 

Nil. 


Reply to Question No. 68 — 

(i) We are in favour of the distinction between earned 
and unearned inciome. Earned income represents the 
result of person exertion and initiative and should 
therefore be given a concessional treatment. 

(ii) The present definition of ‘ earned income ’ seems 
to us to be satisfactory. 

(iii) The quantum of relief now afforded seems to 
be adequate. 


leply to Question No. 69 —• 

We are in favour of stocks being valued at cost or 
narket rate whichever is lower. The method of valua- 
ion should be uniform and should be regulated by 
tccountancy principles. We suggest that the Institute 
if Chartered Accountants may be requested to go into 
he matter from point of view of accountancy principles 
rpmmmpnd formula for adoption. 


iply to Question No. 70— 

We have no change to suggest in the method of 
sessment of Hindu Undivided Family. We are in 
t-our of restoring the former higher exemption limit 
r super-tax. 

zply to Question No. 71 — 

Managing Agency commission voluntarily foregone 
holly or in part should not be brought to tax. This 
in fairness to the Agents who surrender their right 
the interests of Managed Company. No special sale- 
iard is necessary to prevent the misuse of this con- 
•ssion as the Managing Agents are not likely to sacrifice 
ie commission unless the financial position cf the 
anaged Company so demands, 


1 tec/55 
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Reply to Question No. 72 —- 

We are in favour of substituting a system of uni¬ 
lateral relief for the present arrangement of bilateral 
agreement for avoidance of double taxation. This 
would be convenient and advantageous for assesses and 
Government. The feasibility of having with other 
countries an agreement similar to Indo-Pak Agreement 
may also be examined. 

Reply to Question No. 73 — 

The provisions regarding taxation of property income 
are unsatisfactory and should therefore be entirely re¬ 
viewed. We strongly feel that the Municipal Taxes and 
Urban Immoveable Property Taxes should be allowed in 
entirely. These should categorically be included in the 
expression ‘ annual charge ’ and on that basis taken into 
account for purposes of determining liable to tax. 

There is at present no provision for' allowing depre¬ 
ciation on buildings on the income whereof is taxed 
under Section 9. All properties depreciate in value by 
wear and tear and therefore depreciation should be made 
one of the permissible deductions. We may also point 
out that in view of the considerably enhanced cost of 
repairs the present allowance of 1/Gth of the annual 
letting value is very meagre and should be considerably 
increased. 

Reply to Question No. 74 .— 

The Indian Income-tax (Amendment) Act of 1939 
gave to the Assessee for the first time a right to carry 
forward his business loss and set it off subsequent years 
profit. Tliis right has been hedged around with so many 
qualifications that it has lost much of its significance. 
One such qualification is that the loss carried forward 
can be set off against the profits of subsequent six years 
only. We feel that there should be no such time limit 
as new business enterprises are likely to make losses 
for the first few years. Another limitation existing 
under the present provisions is that the loss sustained in 
any business can be carried forward and set off against 
profits in subsequent years from the SAME business 
only. Apart from the difficulties and arbitrariness in¬ 
volved in the determination of the question whether two 
business are same or not, this limitation creates undue 
hardships and difficulties in practice. An assessee owing 
more than one business is very likely to discontinue that 
business which is making losses with the result that 
while he will not have the benefit of the carry forward 
provisions he will be called upon to pay tax on other 
business income. This is bound to seriously dislocate 
even those businesses of his which are yielding profits. 

Further the Finance Act, 1953 has introduced an 
amendment which violates all principles of equity and 
justices. It provides that speculation losses shall be 
set oil against speculation profits only. This artificial 
splitting up of present income into watertight and 
exclusive categories is both unjustifiable and unjust. 
It should not be forgotten that income-tax is a tax on 
income. For an assessee whose business profits have 
been wiped out by speculation losses, tax levied on 
.business profit without considering the losses would 
become in effect a charge on capital. The Govt, should 
make efforts to find out bogus losses rather than intro¬ 
duce a general provision which will result in great 
hardship and injustice to honest and law abiding 
nssessees. 

Reply to Question No. 75 — 

The provision relating to advance payment of tax 
was essentially a war time measure and was introduced 
for the purpose of countering inflationary forces. Now 
that more than seven years have passed after the cessa¬ 
tion of hostilities we feel that there is no longer any 
justification for continuing the system. Quite apart 
from this, the provision has very often placed business 
men in a difficult position particularly during periods of 
business recession and undertaken business conditions. 
It becomes virtually impossible to estimate accurately 
the business profits that are likely to accrue to them. 
They therefore find themselves on the horns of a 
dilemma. Either they have to pay as per the demand 
■of the officer or submit their own estimate and pay 
accordingly. While the first alternative would mean 
unnecessarily blocking up the much needed funds with 
the consequent financial strain, the second alternative 
will involve a risk of their estimate falling short of the 
final demand by more than the permissible margin and 
the consequent penalty proceedings. Another very un¬ 
desirable effect of this provision to which we must draw 
attention has been that Income-tax Officers having 
' secured advance payments of tax are very much disposed 
to keep the assessments pending for a very long time. 
The removal of the system will induce the department 
to expedite the assessment for meeting revenue needs 
of the Govt. If some form of advance payment is found 
desirable we suggest that the present provision may be 
substituted by providing for compulsory payment of tax 
within 3 months of submission of the return, the liability 
being determined on the basis of (he return. 

Reply to Question No. 76'— 

Under the present provisions the period of limitation 
for the reopening of past assessments is unduly long. 


The assessees are cbliged to maintain all their account¬ 
ing records of any one year for as long as eight years 
thereafter. Further for this long period the fear and 
anxiety of their assessment being reopened is on their 
heads. This creates undue hardships for businessmen 
both big and small. We therefore suggest that the period 
should be reduced from eight to four years in cases 
falling' under sub-section 1(a) and from four to two years 
in cases tailing under sub-section 1(b). Incidentally, we 
may suggest that for the same reason the period of 
limitation under Section 33B should be reduced from 
two to one year. 

Reply to Question No. 77—- 

We have to suggest the following measure for simpli¬ 
fication of the ass jssment procedure in order to reduce 
the cost of eompli nice with tax regulations. 

(1) Whenever .here is a transfer of an officer he 
should be given sufficient notice and asked to complete 
all the pending assessments on that date. He should 
also not be given fresh cases. 

At present what happens is that an Officer who has 
heard the case of an assessee leaves the same even at 
an advanced stage to a new Officer. The assessee is 
then required to bring all the papers again to satisfy 
the new officer on the same points as were dealt with 
the first officer. 

(2) When Notices under Sec. 22(4) and 23(2) are issued 
the same should be accompanied by a list of all the 
detailed requirements of the Officer so that the assessee 
may bring all the papers at one time. As far as possible 
a case should be completed in one or two sittings at a 
stretch. At present our experience is that many cases 
last for months together and change hands from one 
officer to the oth.'-r till the assessee is tired and gives 
up his real dues. 

(3) There should be proper sitting arrangements in 
every Income-tax Office for the assessee and their legal 
representatives. 

(4) The Tricon e-tax office should maintain a library 
for the use of t ic assessee as well as for their legal 
representatives. 

(5) The pronntion of an Income-tax Officer should 
not depend on the number of cases disposed off by him 
and the tax collections made by him. It should depend 
on the satisfaction he has been able to give to his 
assessee and the number of appeals decided in his favour. 

(6) When an ; ssessee desires to file an appeal against 
any order under Income-tax Act, except an order under 
Section 46, payment of tax may be stayed till the appeal 
is decided at the Tribunal Stage. This will prevent the 
Officers from making reckless assessments to fight for 
their rights wit! out the fear of the officer. In order, 
however, to discourage frivolous appeals it should be 
laid down that a.-i assessee who has lost his appeal will 
have to pay some penalty which will cover the cost to 
department rega -ding the said appeal. 

Reply to Question No. 78 — 

We are not in favour of giving the Tribunal powers 
to enhance assessments. The Department is free to go 
into appeal to tie Tribunal and therefore there is no 
case whatsoever for giving such powers to the Tribunal. 

Reply to Question No. 79 — 

We are not in favour of introducing an element of 
progression in Corporation Tax. 

Reply to Questic n No. 80 —• 

We do not advocate different rates for different types 
of corporate enterprises. We do however suggest that 
concessional treatment should be given to small indus¬ 
tries and cottage industries for encouraging their growth. 
With a view to assist small enterprises we urge exemp¬ 
tion from corporation tax of first Rs. one lac of 
Company’s income. Just as individuals are exempted 
from Super tax up to first Rs. 2,500 of the income so 
also companies should be exempted up to Rs. one lac 
of their income for Corporation tax so that the smaller 
units may specially benefit. 

Reply to Questi m No. 81 — 

It is a basic principle of sound and equitable tax 
system that same income should not be subjected to 
double taxation. We therefore suggest that the pro¬ 
visions of Sect: on 49B of the Income-tax Act should 
be extended tc cover Corporation tax. Every share¬ 
holder must gel credit for the Corporation tax paid by 
the company. Both Income-tax and Corporation tax 
are taxes on ircome therefore there should be no dis¬ 
crimination between them in the matter of giving relief 
in the shareholt ers. 

Reply to Questi m No. 82— 

We have no comments to offer. 

Reply to Quest on No. 83 — 

We are in favour of differentiation being made be¬ 
tween distributed and undistributed profits of companies 
for tax purposes. This is necessary for encouraging the 
companies to plough back profits which is so essentia 
both for expansion development and consolidation of 
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their financial position. The concessional treatment 
given to undistributed profits should be available to all 
industries. 

The provisions of Section 23A are far from satis¬ 
factory and they require to be completely reviewed. 

In the first place the question of liberalising the com¬ 
pulsory requirements of the section so as to allow 
sufficient freedom and initiative to the shareholders of 
private companies to conserve a portion of their profits 
for expansion purposes needs to be examined very care¬ 
fully. Private companies no less than public companies 
require funds for development. Private companies 
should not be obliged to borrow funds for this purpose 
when they could have ploughed back profits without any 
difficulty. Further sufficient flexibility should be intro¬ 
duced in the section to overcome difficulties in the 
practical working of the section. Due to the foreign 
exchange restrictions in many foreign countries private 
companies cannot remit the profits of their foreign 
branches. They cannot therefore with the requirements 
of the section. In such cases, foreign profits should be 
excluded for arriving at the amount to be distributed 
Similarly, public charges like Municipal taxes, cesses, 
etc., which the company is bound to pay should be allow¬ 
ed as legitimate deductions though they may not be 
permissible deductions for purposes of income-tax. 
Where by reason of an honest difference of opinion 
between the Company and the Officer the amount distri¬ 
buted by the company falls short of the required 
percentage the company should be given an opportunity 
to make up the required amount even the amount 
initially distributed is less than 55 per cent. The inspect¬ 
ing Assistant Commissioner should be empowered to 
withhold his consent for certain reasons even when he 
finds himself in agreement with the Income-tax Officer 
that the conditions prescribed by Sub-section (1) exist. 

Reply to Question No. 84 — 

As stated above there is all justification for giving 
credit to a shareholder in respect of Corporation tax 
paid by the company. If this is accepted their charging 
to super tax dividend income in the hands of the share¬ 
holders. In case the present position is continued the 
dividend income which has already borne Corporation 
tax should not be charged a super tax again. 

Reply to Question No. 85 — 

In recent years the State has _ been actively parti¬ 
cipating in industrial and commercial activities and has 
entered into competition with private enterprise. For 
the purpose of securing conditions of fair competition 
it is suggested that State enterprise should not be entitled 
to any concessional treatment. They should be obliged 
to pay the same taxes as private concerns it is neces¬ 
sary that State conducted enterprise should be put on a 
par with private enterprise in respect of payment of 
taxes and all other matters. 

Reply to Question No. 86 — 

It should be entirely left to the discretion of the 
assessees whether they should employ Chartered Ac¬ 
countants for handling their taxation matters. Where 
however, an assessee to enlist the services of a 
Chartered Accountant, the accounts submitted under his 
signature must be accepted by the Department as a 
matter of course. 

There should not be standardisation either in the 
matter of certificate to be submitted by Chartered Ac¬ 
countants or in the matter of lees payable to them for 
services rendered. 

Reply to Question No. 87— 

We have no suggestions to make. 

Reply to Question No. 88 — 

The punishment provided at present under the 
Income-tax Law for evasion of a tax is in our opinion, 
adequate. There is therefore no need for the vindictive 
measure of publishing the names of these persons who 
are penalised for concealment of income. 

Reply to Question No. 89 — 

Normal perquisits given to employees in the shape of 
allowances for specific purposes should be excluded for 
computing the tax liability of the employer unless the 
income-tax officer has reason to believe that they ore 
disproportionate and are given for the object of reducing 
tax liability. 

Reply to Question No. 90— 

We have no change to suggest. 

Reply to Question No. 91 —■ 

The powers which are at present vested in the officers 
of the Department are more than adequate. No new 
powers of any nature whatsoever should be conferred on 
them. 

Reply to Question No. 92- 

Several decisions of High Courts both in India and 
abroad have laid down that a citizen is perfectly entitl¬ 
ed to exercise his ingenuity in so arranging his financial 
affairs as to reduce his taxation liability. He may 
resort to any devices which are open to him within the 


framework of law. There is nothing immoral or anti¬ 
social about it. The use of penalty rates for minimising 
such practices is totally unjustified and unnecessary. 

Reply to Question No. 93 — 

Under the existing provisions the profits of a register¬ 
ed firm are not taxed in the hands of the firm but in the 
hands of the individual partners. The tax liability is 
therefor of partners individually. The unrealised tax 
of any defaulting partner should not therefore be re¬ 
covered either from the firm or other partners. 

Reply to Question No. 94 — 

The present arrangements relating to recovery of 
income-tax are adequate. No separate machinery for 
enforcing the recovery of arrears of tax is necessary. 

Reply to Question Nos. 95 & 96 — 

Nil. 

Reply to Question No. 97 — 

The absence of good relations between the assessees 
and the Department has been a source of much dis¬ 
satisfaction and bitterness. All efforts of the Depart¬ 
ment should by Iheir conduct show that they are not 
tax-grabbers but referees standing between the State 
on the one hand and the tux payer on the other with 
the sole idea and desire that both the parties get a 
square deal. It is than only that they will receive 
encouraging response from assessee. For small assessee 
a separate Department should be set up which would 
give them free advice,, explain them their rights and 
obligations under the Act, see that all their complaints 
are properly and expeditiously attended to. It should 
not be very difficult for them to meet superior officers. 
The Department’s attitude towards big assessees should 
also be drastically changed. The Officers should not look 
upon them with suspicion and distrust. Their request 
for extension of time for submission of return, instal¬ 
ments for payment of taxes, keeping the disputed portion 
of tax in abeyance should be sympathetically and 
favourably considered. 

The Income-tax Officer should plan their work well 
so that it may not be necessary for the assessees to wait 
for unduly long periods or attend the office a number 
of times. They should as far as possible keep the 
appointment except for certain unforeseen reasons it is 
not possible to do so. The assessee should be informed 
and alternative appointments given. 

Reply to Question No. 9S— 

(i) Issue of Notices. —Notices should state precisely 
the requirements. This would releive the assessee of 
much inconvenience. 

(ii) Simplification and filing of returns. —We have no 
changes to suggest. 

(iii) Levy of Penalties. —Penalties should not be im¬ 
posed out of spite and vindictiveness and for the pur¬ 
pose of agumenting the revenues. Penalties for offences 
of technical nature should generally be avoided. 

(iv) Headway of tax. —In the case of big demands 
facility of easy instalments should be granted as a 
matter of course. Disputed portion of the tax should 
be kept in abeyance unless the claim of the assessee is 
very frivolous. 

(v) Appellate Procedure. —In the interests of justice 
it is very desirable that Appellate Machinery should be 
completely separate from the administrative machinery. 
The Appellate Assistant Commissioners should be placed 
under the control of Income-tax Appellate Tribunal so 
they can discharge their functions without interference. 

Reply to Question No. 99 — 

There is a general complaint that undue delay occurs 
at present in the course of assessment proceedings. The 
frequent transfers of Income-tax officers, the undesir¬ 
able interference in day to day affairs by Inspecting 
Assistant Commissions the system of advance payment 
and unduly long limitation period of four years are the 
failures that are responsible for this sorry state of 
affairs. We have elsewhere suggested that system of 
advance payment should be discontinued and the limita¬ 
tion period should be reduced to two years. The Income- 
tax Officers should be given greater freedom and initia¬ 
tive and they should not look to Inspecting Assistant 
Commissioners for guidance in every case. Where there 
is a transfer of the officer, the new Income-tax Officer 
should pick up the case from where his predecessor 
had left. 

Reply to Question No. 100 — 

We have no suggestions to make. 

Reply to Question No. 101 — 

We have no suggestions to make. 

Reply to Question No. 102 — 

We have no suggestions to make. 

Special Note on Question No. 74 — 

Section 24. —We take the most serious objection to the 
Clause 3(2) of the Finance Bill, 1953 amending Section 
24 under which losses from “ speculation ” cannot be set 
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oil against other income of a person and are allowed 
as set off only against and up to profits from speculation 
if any. 

A highly arbitrary concept has thus brought in which 
seeks to devide personal income into two parts, viz., 
income from speculation and other income. Where there 
is profit from speculation it is added to other income 
for tax purposes, thus treating the two parts as single 
income. Where however there is loss from speculation 
it is not allowed to be set off against other income except 
to the extent of profit from speculation if any. 

The assessee is thus put to a most impossible situa¬ 
tion as having made an aggregate trading loss and yet 
being called upon to pay tax on his so-called other 
income. He has to meet trading loss in the market 
and at the same time he is assessed to taxation which 
he is in no condition to pay. The assessee may thus 
driven to bankruptcy on account of this tax provision 
which is grossly inequitable and has no parallel in the 
tax system of any other country. The inequity arises 
when a person has other income and makes losses in 
speculation which the tax law segregates as something 
distinct and disallowab'e against, other income. Asses- 
sees who lose in speculation take that risk because of 
other income and by dividing arbitrarily a person’s 
single income into two water-tight compartments of 
which one part is wrongly inflated by disallowed loss, 
he is made to pay higher taxes which he is no position 
to pay because of trading loss sustained. Not only will 
the assessee be driven to bankruptcy or made to pay 
higher taxation through arbitrary and unwarranted in¬ 
flation of his income but, incidentally, bulk of the 
normal trading on all forward markets would be put 
a stop to, thus compelling in due course the closure of 
all forward markets due to decline of trading activity 
which is already at a low ebb. If the Govt, desires 
closure of forward markets, even after recent legislation 
seeking to regulate forward markets this is a devious 
way of doing it. The present provision is a serious 
bar to all legitimate and normal risk taking in trading 
markets. 

Even when section 24 is amended by the Finance 
Bill 1953 so as to protect the “ investor ” as distinct from 
the “ trader ” discussed above, definition of “ specula¬ 
tion ” and the permission for hedging, etc., is creating 
great confusion and making it impossible even for tax 
authorities to assess individual cases justly and correct¬ 
ly. Though the amendment is recent it is already 
creating havoc in individual assessment and calls for its 
immediate repeal before it can do greater harm. 

Curiously enough where a person has income only 
from speculation this section does no harm, thus provid¬ 
ing that the pure speculation can go about freely but 
not the investor or investor-einn-trader. This is a 
measure of the inequity as well as futility of this 
amendment. 


The declared object of ending the practice of Hawala 
or fietious buying up of losses for reducing tax liability 
for which the amendment was brought cannot be achiev¬ 
ed by this amendment. On the other hand it imposes 
grossly unfair burden on innocent assessees and gives 
rise to much injustice in tax collection and may even 
put a stop to bulk of trading activity in all forward 
markets. 

PART V 

Reply to Question No. 163 — 

The History of Stamp Duty on Forward Market 
transactions dates back to years before 1932. On Stock 
Exchange Transactions, before 1932, the duty was 
As. 2 for every Rs 10,000. From April. 1932, it was 
raised to As. 2 fc r every Rs. 5,000. In year 1938, 
it was raised to As. 2 for every Rs. 2,500. On 1st April 
1944, a surcharge o50 per cent, was levied making it 
As. 3 for every Rs. ::,500. From 1st April 1950, the duty 
has been at As. -2- i lor every Rs. 2,500. 

This rate is theiefore 41 times of the rate at which 
the levy was starh d. Confining ourselves to the duty 
on the Stock Exchange alone, we would like to point out 
the effects of this stamp duty on the working of the 
forward markets. Starting at an yield of Rs. 10 lakhs 
to the revenue, the Bombay Stock Exchange alone 
gives Stamp Duty collection of Rs. 20 lakhs today. With 
300 active Members of the Association, this acts as a 
professional tax of Rs. 7,000 per broker to the members 
of the Stock Exchange. This tax is paid besides the 
usual payment of i icome-tax and other taxes and there¬ 
fore acts very ad\ ersely on the turnover of the Stock 
Exchange. There s also inequity in this tax that while 
on all other transactions stamp duty is payable once on 
the purchase and sale, the stamp duty on the Stock 
Exchange transactions is double in character because 
both the buyer and the seller pay the Stamp Duty. 
Again, Budli tran;aetions which are only giving effect 
to continuing the ;ame transactions for a further period 
bears also the same stamp duty as an ordinary transac¬ 
tion. Hence, budii transactions ought to be omitted for 
the purposes of stamp duty. Again jobbing transactions 
are also dealt with in the same way with the result 
that these transactions are unable to bear the present 
high rate of dutj and therefore liquidity on the Stock 
Exchange has ma.erially suffered. 

Again, the Stamp Duty is different in different States 
with the result t lat a transaction of the same type of 
share has to bt ar different stamp duty in different 
States,. In Bombay, a dealer in Indian Iron shares would 
pay higher duty taan what is paid in Calcutta or Madras 
with the result that there is an artificial transfer of 
business from one place to another. We therefore would 
suggest that there should be substantial reductions in 
the levy of stamp duty on the Stock Exchange transac¬ 
tions as pointed out above. 


FEDERATION OF ALL INDIA LOCAL AUTHORITIES, BOMBAY 

Reflies to the Questionnaire of the Taxation Enquiry Commission. 


part VI 

Questions 185 & 186 — 

We consider that the system of Local Taxation in 
India is far from satisfactory and the defect is of the 
frame work and is also operational. 

Local Government and Local Taxation in India have 
not had the free and natural growth they had in the 
countries of the west. The desire expressed in Lord 
Ripon’s famous Resolution of 18th May, 1882 that 
Provincial Governments should apply to their financial 
relations with Local Bodies the Principle of financial 
decentralization which Lord Mayo had introduced and 
which had worked satisfactorily between the Govern¬ 
ment of India and the Provinces, still remains unfulfilled 
and an ideal to be attained. The approach adopted by 
the Provincial Governments had been halting, suspicion- 
ridden, and step-motherly, and the Governments have 
progressively evolved a set up which is cramping, un¬ 
healthy and stifling for the free and Natural Develop¬ 
ment of Local Self-Government in India. With the 
impetous given by the Liberal Policy pursued by 
Lords Mayo and Rippon, and the background of the 
recommendations of the Royal Commission on decentrali¬ 
zation in 1907-08, accepted by the Government, the 
Montague-Chelmsford Report of 22nd April 1918, sug¬ 
gested that “ there should be complete popular central 
in Local Bodies, and the largest possible independence 
for them of outside central ” and this suggestion was 
accepted by the Government of India in its resolution of 
May 1918. Under the scheme of the Government of 
India Act, 1919, Local Government became a transferred 
subject and in implementation of the policies laid down 
in the Government of India Resolution of May 1918, 
several Acts have been passed by the Provincial Legisla¬ 
tive Councils giving full control over the institutions 
to elected representatives, and giving them a wide 


choice of levying and collecting taxes, etc. Under the 
“Schedule Taxis Rules”, the taxes which could be 
imposed by the Local Bodies were separated from those 
that could be lei ied by the Provincial Governments, and 
the way had been forged for transforming the illnurtur- 
ed Local Bodies into units of self-governing institutions 
with substantial powers and potential for development 
within the framework of the State superstructure. 

But all this had been undone by the Simon Com¬ 
mission Report of 27th May 1930, and the Government 
of India Act oi 1935 and the clock had been set back 
to the pre-1919 period, much to the prejudice of the 
orderly growth and development of local Government. 
Many Chairmer and members of the Municipal Councils 
had been in the forefront of the freedom-Movement 
launched under the leadership of Mahatma Gandhi, and 
the Galaxy of National Leaders that occupied the front 
ranks like Samar Patel, C. R. Dass, Pandit Jawaharlal 
Nehru, Subhas Chandra Bose had at sometime or other 
in the post “ 2) period, played a prominent role in the 
building up of Local Self-Governing institutions and had 
endeared thems elves to the people by their selfless service 
and their feaness resistance to the Beauracratic alien 
Government of the day. Though they boycotted the 
Legislative Councils constituted under the Reforms, they 
readily realised the potential strength under having the 
Local Bodies and were none too loath to snatch the 
opportunity presented to them, and by occupying posi¬ 
tions of vantage as heads and influential members of 
these bodies, gave more than one headache to the British 
Government and their henchmen in the provincial 
cabinets and Governments. They were also in the fore¬ 
front in organizing Hartals and black-flag demonstrations 
against the Simon Commission and the idea took root 
that unless the autonomous status and growth of the 
Local Bodies was effectively checked, they constituted a 
potential of grave danger to the British Government. 
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With this over-riding object in view, the Simon 
Commission had suggested the fastening of a death-grip 
over these institutions by the Governments and a series 
of enactments were passed by the Provincial Legisla¬ 
tures of the day, reducing the Local Bodies to the 
position of a more congregation of Yes-men without any 
control over the administration, and simultaneously 
developing a heirarchy of officials, not for the purpose 
of helping and guiding the elected bodies, but to serve 
as the eyes and ears of the Government in those 
bodies, with unlimited and over-riding powers over the 
administration. Thus had developed a system of 
beauraeracy in the domain of Local Government stifling 
all initiative, and cramping progress and growth ; and 
while the force of Governance by elected representatives 
had been retained and even liberalized, the substance 
of power had been withdrawn and concentrated in the 
hands of the Governments and their benchmen. Thus 
the Government of India Act of 1935 while granting 
Provincial Autonomy, had hung the deathnell of Local 
Self-Government in India and unfortunately for us, the 
position remains the same even today, in spite of the 
inauguration of a sovereign independant republic, and 
the framing of a most glorious constitution. The same 
enactments, and rules the same G. Os., and Circulars 
still hold the field aloft, and the Local Bodies have no 
place in the Polity of the Nation, except as orphans en¬ 
trusted to the benign care of the States. 

The question naturally arises ; Is this the set up we 
had fought for and sacrificed and which our Leaders had 
aimed at in framing the Constitution? 

The answer is an unhestitating “ No ”, The Police 
State under the British Rule is replaced by the welfare 
State and the Constitution Act recognizes Local Autho¬ 
rities as component units of the State (vide Arts. 12 
and 36) and aims at developing them by investing them 
“ with such powers and authority as may be necessary 
to enable them to function as units of Self-Government 
(Art. 40). We are confident that it is in the process of 
the fulfilment of this objective that the Government of 
India have constituted the “ Taxation Enquiry Commis¬ 
sion ” as the first step and an essential step, and that 
the commission has a historic and valuable role to play 
in shaping the new set-up of our Polity. 

The time has now arrived when we have to face the 
problems fairly and squarely and any hesitation, suspi¬ 
cion or fear in facing the problems will perpetuate the 
same evils that have cramped all growth and advance, 
these twenty years or more. 

Our President Shri R. R. Sidhwa, who has been 
member of the Constituent Assembly had suggested to 
the Assembly, when the constitution was being made, 
that there should be a separate list for local bodies like 
Union, concurrent, and State lists, so that the Local 
Bodies’ privelegcs, rights, responsibilities, duties and 
allocation of funds may be recognized. There was 
opposition from some State Governments and his sug¬ 
gestions were not accepted. We fully endorse the views 
of our President Sidhwa that the time has come that 
the change should be made under the circumstances. 
Unless a new list is added to the schedule mentioning 
the allocation of funds on the various heads, as suggest¬ 
ed by us in this report and also the grant-in-aid, we are 
quite sure, State Governments will not part with their 
finance on the ground of stock argument that their 
finances are under depleted condition. This kind _ of 
affairs namely low-funds of States are not going to im¬ 
prove and if the Local Bodies are to exist and the pro¬ 
gress of democracy is to depend on local bodies than 
in our opinion the solution suggested above is the only 
course. 

(1) We therefore urge that the Local Bodies should 
have a defined place in the constitution and if needs 
be, the constitution may be amended by including Local 
Authorities as units of the term “ State ” and apportion¬ 
ing the Taxable items between the three units afresh. 
In addition to the three lists a IVth List may be added 
to the Vllth Schedule, defining the “ Local Bodies ” 
powers of Taxation. This we are urging with our bitter 
experience during these two decades and more, and on 
the analogy of the “ Schedule Taxes Rules ” of the pre- 
1935 period. The Historical Development of the States 
themselves in the British period from being mere agents 
of the Central Government prior to the ’19 Act into 
fulfledged provinces with autonomous powers under the 
1935 Act, and their evolution as States of the post- 
Constitution Era. furnishes us with historical justifica¬ 
tion and re-enforces our Demand. 

(2) The elected councils and boards should have 
complete autonomy and power over administration and 
the office, and the interference and stifling control over 
the day-to-day work, forcing the elected bodies into a 
position of abject dependence on the State Government 
should be done away with. The commissioners and 
executive officers created during the post-’30 Era by 
the beauracratic Government and fastened on them as 
Agents of the Government should be relegated to the 
administrative field and should function as subordinates 
of the elected Heads of the respective bodies. The 
position they now occupy as one of the three component 


authorities constituting the Local Body, viz., the Council 
or Board, the Chairman or President and the Executive 
Authority, is a negation or Democracy and popular 
Government. Even the Decentralization Commission had 
recognized the justness of demand for control over the 
staff. 

(3) There should be a re-orientation of the approach 
to problems of (a) Health, (b) Education and (c) Housing 
which involve huge capital outlay and recurring expendi¬ 
ture. 

It is the primary duty of the State to improve Public 
Health (Art. 4 of the constitution) and to educate its 
citizens (Art. 45) and to shove the entire burden of this 
huge undertaking on the slender resources of the Local 
Bodies, is violating the spirit of the constitution. The 
term “ State ” in this context includes the Governments 
of the Union and States and the Local Authority (Art. 12) 
and to make the junior partner alone responsible for 
these tasks is in effect tantamount to denying for ever, 
fundamental amenities for the people like protected 
water supply, drainage, child and mother-care and 
education. These should be recognized as “ National ” 
services and not merely “ Local ” and a sense of thi« 
recognition has contributed to the building up of these 
services on an efficient and effective scale in the western 
countries, especially England. After the advent of the 
constitution it is no longer open to the Central Govern¬ 
ment to shirk this prime-responsibility on the plea that 
it is a provincial subject and in a way this responsibility 
has been recognized by the Planning Commission. But 
it is disappointing to note that the Report of the Plan¬ 
ning Commission does not envisage any improvement in 
urban areas, where l/6th of the total population of 
India is concentrated and it is hoped that the next Five 
Year Plan will be more comprehensive. But for the 
present it is suggested, that in addition to the percent¬ 
age grants made by the Provincial Governments for 
specific services, a divisible pool of Block Grants may 
be built up in each State with contributions made by the 
Centre and the State, to be allocated to backward 
Municipalities and Local Boards, to attain the minimum 
standard of efficiency and effectiveness. This is what 
is called “Equalization Grant ‘or’ New Money” in 
England, and the basis of “ weighted population ”, 
weighted by the factors of unemployment, area, and 
road-length compared to the density of population, etc., 
may be adopted for allocating these grants. Under the 
present set up, Rich Municipalities and Corporations 
alone can claim some percentage grants, the poorer 
bodies can scarcely maintain their service, even at the 
minimum standard of efficiency let alone stai’ting of new 
services. 

(4) Land Development should be the sole concern of 
the Local Bodies and Government waste or Nagul lands 
should be assigned to them for purposes of development. 
The Local Bodies may reclaim and develop these lands 
and after finalizing the layout, sell then in convenient 
parcels and thus supplement their slender resources for 
bettering their roads, etc. Better still, they may con¬ 
struct tenements and flats witli the aid of the Govern¬ 
ment and rent out the same on economic rents. The 
Policy obtaining in England may profitably be purchased 
in this connection. The establishment of Local Finance 
Corporations in each State with the assistance of the 
Union and State Governments and the Local Authorities 
in the State, for financing such and other remunerative 
schemes may be tried in one or two States at the outset. 

(5) The Loan Policy of the Local Bodies should be 
placed on a sound and scientific basis. As in England, 
the Government may float a consolidated loan every 
three or five years after consulting the Local Bodies 
about their capital requirements during the period as 
per approved plan. In approved cases, the Local Body 
may be permitted to float its loan, the Government 
Standing Guarantee as in the case of Land Mortgage 
and Co-operative Banks. The Present policy adopted 
by the various Governments of neither 1 2 advancing loans 
themselves, nor permitting local bodies to float their 
own loans for approved purposes, is futile, barren and 
inept and should be revised immediately. The success 
of Local Government in England is largely due to the 
liberal grants-in-aid and Loan Policy progressively 
adopted by the Government, and this fact should be 
appreciated. 

(6) The various Local Boards and District Municipal¬ 
ities Acts should immediately be revised, so as to have 
a Panchayat for every village or group of villages with 
2,000 to 5,000 population, a Major Panchayat for 5,000 
to 20,000 population and a Municipality for all towns 
with over 20,000 population. For towns with population 
under one lakh. The Borough Municipal Act may be 
applied and for towns with over one lakh population, 
the Corporation Act may be applied. But these should 
be a uniform Act for each of these categories. The 
Bombay and Madras Acts, being slightly progressive, 
they may be adopted with necessary alterations and 
additions. 

(7) The Local Bodies List of Taxable Items may 
comprise the items of taxation now embodied in the 
foregoing Acts with suitable additions. It may not be 
out of place to mention here that the items of taxation 
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that were exploited in Lord Rippon’s time, are still the 
major items that are now being exploited by the various 
Local Bodies. There are few more taxable items what 
can be added to the List, which at the same time, bear 
the qualities of Local Taxation. The cream of the items 
are appropriated solely by the Governments and the 
sediment that remains is neither elastic nor remunera¬ 
tive. I 11 England at one time, Probate Duty and later 
Estate Duty was considered sufficiently local in character 
to be alloted entirely to the Local Bodies. Under 
Art. 269 of the Constitution Act, the Central Government 
can levy and collect (a) Succession Duties, (b) Estate 
Duties, (e) Terminal Taxes, (d) Taxes on Railway fares 
and freights, (e) Taxes on stock-exchange and future 
markets and (/) Taxes on sale or purchase of news¬ 
papers and advertisement but should allocate the revenue 
to the States. It is submitted that all these duties are 
sufficiently local, indirect and elastic and can properly 
be allocated to the Local Bodies, earmarking them for 
purposes of Public Health and Education of the citizens 
for which prime responsibility is cast on the Government 
of India also. In addition, it is also submitted that a 
divisible pool may be created in each State consisting 
of the Sales Tax, Motor Vehicles Tax, Motor Spirit and 
Tobacco Tax and Electricity duties and Excise duties 
levied in the State, to be apportioned between the States 
and the Local Bodies in equal ratio. The bulk of sales 
tax is realised in urban areas and there is no justifica¬ 
tion in denying them a share in the revenues. On the 
same basis that the States claim a share in the income 
lax and Excise duties collected by the Government of 
India, a share in Sales Tax can be properly and justly 
claimed by the urban councils and corporations. 

The Finance Commission of 1952 observe in their 
report that though the provinces never had the right to 
levy income-tax, unlike their counter-parts in Australia 
and Canada, they were nevertheless assigned a share 
in the Revenue to establishment financial stability 
(pp. 67 to 71 of the report). The Local Bodies today are 
taking the stand that the Provincial Governments had 
taken in the twenties. The Central Government had 
retained complete control over provincial Revenues and 
expenditure and it was only gradually that devaluation 
of Financial Authority had progressively resulted. The 
financial resources of the Provinces were at first cm 
larged through fixed grants and later by transfer in 
whole or in part of specified heads of Revenue. The 
Montague-Chelmsford Report had sought to secure for 
the provinces a larger measure of financial autonomy, 
by abolishing what were known as “ Divided Heads of 
Revenue ” and by effecting a complete separation be¬ 
tween the Central and Provincial Heads of Revenue, 
and by further sub-dividing the Provincial Heads under 
the “ Schedule Tax Rules ” between the States and the 
Local Bodies. It was only in the 1935 Act that Con¬ 
stitutional Recognition was accorded to the exclusive 
right of provinces to exploit certain Tax Heads and 
they continue to enjoy the status under the Constitution 
Act. It is but the natural process of Evolution that 
Local Bodies should now seek similar constitutional 
status with financial and administrative autonomy, to 
enable them “ to function as units of Self-Government ” 
(Art. 40). 

In distributing the Divisible Pool between the various 
Local Bodies, the same principles applied for distribut¬ 
ing the income-tax pool between the provinces be appli¬ 
ed, viz., the needs of the different areas according to 
the various criteria adopted such as. area and sparesness 
of population, economic backwardness or the inverse 
relative of per capita income of each local area. Muni¬ 
cipalities contributing a longer part of the Revenue are 
in justness entitled to a larger share and it is suggested 
that 75 per cent, of the local bodies’ share may be 
distributed between the Municipalities, and the balance 
of 25 per cent, between the District Boards and 
Panchayats. 

In the case of Motor Vehicles Taxation, there is no 
justification for denying the proceeds, to the Local Bodies 
as the roads are mostly maintained by them. 

Entertainments Tax and surcharge on stamp duty 
may be levied and distributed to the Municipalities, as is 
being done by the Madras Government, but they should 
not be deduct anything over 21 per cent, of the Revenue 
towards collections charges. We are opposed to Octroi 
and we are in favour of Transferring terminal taxes from 
List I. 

Question IS 7— 

Municipalities and Corporations have been covered 
in the foregoing paragraphs exhaustively. In the case 
of District Boards, their main source of income is the 
land cess levied by them from the inception. 10 per 
cent, of the Sales Tax, etc., may be earmarked to the 
District Boards. The Madras Panchayats Act, 1950, 
allots 12' per cent, of the Land Revenue to the Pancha¬ 
yats, and we urge for adoption of the same Policy in 
other States and for an increase of the share to 15 per 
cent. We also subscribe to the recommendations of the 
Local Finance Enquiry Committee, with reference to 
Panchayats (Chap. XXIII, Recommendations 117 to 
120 ). 


Questions 1SS to 194 — 

Items 52 to 54, 57, 18, 60 and 62 be brought into the 
proposed Local Bodie: List. Entertainments Tax and 
Surcharge on Stamp Duty may be collected by Pro¬ 
vincial Governments a id paid over to Local Bodies, but 
deduction of 10 per cert, by the Madras Government is 
unjustifiable. A deduction of 21 per cent, is adequate 
to cover collection charges. There should be no exemp¬ 
tion of Government or Railway properties. Regarding 
Profession Tax we agree with L. F. E. C.’s recommenda¬ 
tions. 

Questions 195 and 196 — 

There are certain anomalies. Sales tax, Octroi, 
and Terminal Tax are of similar nature, and though 
they are indirect taxes, they are usually passed on to 
the consumer. One anomaly in this is that the Rich and 
the poor arc taxed alike, and that happens to be the 
defect inherent in ary indirect taxation. If our re¬ 
commendation about allotment of 50 per cent, of sales 
tax is accepted the lat er two taxes may be abolished. 

Similarly income-tax and profession-tax are similar 
in nature, and the la ter also taxes the lower income 
groups. But this cam: it be avoided in a country which 
can boast oi only 50,COO income-tax assessces, and the 
rates ol profession tax generally levied are far from 
being oppressive. The lower income groups have also 
a responsibility to the community which consists of a 
majority of people placed in a less fortunate position 
than even these group. 1 . 

Under a Federal Constitution there is bound to be 
overlapping as people are subjected to three types of 
taxation: (a) Central, ( 0 ) State and (c) Local. There 
is aiso bound to be duplication of machinery. But that 
can be avoided by Statutorily constituting a devisible 
pool as suggested in tl e lore-going paragraphs, while at 
the same time maintai ling a separate Local Bodies List 
of Tax items, since ihj latter does not involve duplica¬ 
tion of machinery. People subject to central taxation 
are few in number an l barring sales and other indirect 
taxes, the State Taxes do not overlap with Local Taxa¬ 
tion. 

Question 197 — 

( 1 ) 'The Tax-borne income of the Corporation of 
Madras is OS- 15 of 11k total income and works out to 
iis. 15-13-0 per head oi population compared to the total 
income of JRs. 29-0-7 p.>r head. In Bombay Corporation 
it works out to its. 8d-7-3 per head as against a total 
income of Rs. 44-6-7 per head and the proportion of tax 
borne income is 82-0-2 per cent. 

In. Calcutta Corporation the proportion of tax borne 
income is 57-90 per cent, and the tax incidence per head 
is Rs. 9-11-0 as against a total income of Rs. 16-12-7 
per head. 

The lax income for the District Municipalities in 
India lor the year 1941-48 worked out to 68-56 per cent, 
ot their total income and it is felt that the proportion 
is rather high. But this can be remedied by encourag¬ 
ing Local Bodies to undertake remunerative enterprises 
like the running of Public Transport services and the 
Distribution and Bale of Electricity. The Madras 
Government is trying ' o take over the Electricity Distri¬ 
buting concerns from its Municipalities, and we agree 
with the opinion of tb: L. F. E. C. that this is improper 
and retrograde. 

The Hotel Sanitation Committee appointed by the 
Government oi India had suggested the starting of 
Model Hotels and Res.aurants by the Municipalities on 
Hygenie lines, but we feel that the experiment may be 
tried initially in Corporations and Major Municipalities. 
Our suggestions about Land Development and Housing in 
Municipal areas may also be considered in this connec¬ 
tion. 

(ii) The income from giants is pitifully inadequate. 
In the Madras Stale is worked out to 121 per cent, of the 
total income of the IV: unicipalities in the year 1951-52. 
It is 110 better in otiie ■ States. 

The idea that grants are made by the Governments 
as a sort of Charity, or as assistance offered to back¬ 
ward classes should te eschewed, it should be appre¬ 
ciated that “ Grants-ii -aid ” are in the nature of com¬ 
pensation paid to the _,ocal Bodies for discharging some 
of the primary obligations imposed on the State. In 
an extensive country like India, the system of decentra¬ 
lized administration s the only effective method of 
serving the needs of c iverse areas and peoples, and for 
the fulfilment of the i teals of a welfare State. 

In this context and set-up, Grants-in-aid occupy an 
important role deserv ng a statutory recognition as in 
England, where the grants constitute on the average over 
40 per cent, of the tot; 1 income of the Borough Councils, 
as against the Statutory minimum of 221 per cent., and 
over 46 million pounds are distributed annually as 
Grants-in-aid. Hence we fell that Grants-in-aid in India 
should similarly be fixed statutorily and in view of the 
importance of the subject, a detailed reply has been 
furnished under Questions 18o and 186 dealing with 
structural alterations. We may further suggest _ that 
capital expenditure Cor water supply and drainage 



265 


schemes may be met entirely from Government grants 
for the next few years, till the finances of Local Bodies 
are placed on a sound footing. Similarly in the case 
of primary education, the State should compensate the 
Local Bodies in full, and should not make hair-splitting 
distinctions to avoid this obligation. The system of 
compulsory primary education should be enforced in 
all Municipal and Panchayat areas and the State should 
not stint or bargain over this important item of 1'Iational 
reconstruction. Regarding Secondary and University 
Education, we are of the opinion that it is entirely the 
province of private societies and associations, and the 
present policy may he continued in respect thereof, 
unless there is absolute need for the State or the Local 
Authority taking up the responsibility in a particular 
area otherwise unserved. 

Question 198 — 

This is an oft-repeated charity but by and large the 
Municipalities are exploiting their tax resources to the 
full. There may be re-calciterant bodies here and there, 
but they are few and far between. But the same may 
not be said with reference to Panchayats which have 
yet to develop a mature Civic Responsibility. 

But in either case we agree with the recommendation 
of the L. F. E. C. that statutory Rating Authorities con¬ 
sisting of experts in Rating and valuation should be 
constituted. The Elected Local Bodies should not be 
entrusted with fixing the valuation, though they should 
he entirely free to levy and collect taxes subject to a 
Statutory minimum or maximum. The Appeal should 
be provided to Small Causes Court, or to special 
Tribunals constituted for each district. In this con¬ 
nection, it may be interesting to note the analogy of 
income-tax assessment quoted by the L. F. E, C. 

Questio>i 199 — 

Exhaustively covered under the foregoing clauses. 
Question 200 — 

No State should be allowed to levy property tax in 
Local Body area, and the right should exclusively vest 
in the Municipality or Panchayat. Urban immoveable 
property tax levied for instance, by the Bombay State, 
is wrong in principle and should be discouraged and 
prevented. If that is done, there will be very little 
conflict or burden of multiple taxation, as comparatively 
few properties are subject to Central Taxation. 

The Rural value basis is usually adopted for rating 
residential buildings and the capital value basis for 
rating non-residential building. But they need not be 
mutually exclusive. 

Question 201 — 

We entirely agree with the L. F. E. C.'s recom¬ 
mendation. 

Question 202 — 

We are basically opposed to the idea of State levy¬ 
ing taxes which are propc-rly the sphere of Local Taxa¬ 
tion. As in the case of Madras District Municipalities 
Act, power can be taken by the Government to enhance 
an existing Tax if it is considered necessary or to 
compel a local body to levy property tax if it fails to 
do so, but any attempt on the part of State Government 
to levy and collect a tax is fundamentally wrong. 

Question 203 —- 

We would suggest exemption of tax for buildings 
assessed on annual Rental value of Rs. 50 in Major 
Municipalities and Rs. 30 in Minor Municipalities. 
Educational and charitable trusts should be charged 
l/4th the tax. But exemption should not cover rich 
societies like those started for constructing houses in 
Marine Drive, Bombay. 

For encouraging House building in congested cities. 
We recommend partial exception for a period of 10 
years, on a progressive basis, viz., Flats assessed on 
a Rental value of Rs. 25/- per month full exemption, be¬ 
tween 25 and 75/- per month, 1/2 Tax ; between 75 and 
150 per month, 1/4 Tax; and above Rs. 150/- No ex¬ 
emption. 

Question 204 — 

Property Tax should be progressive and based on 
slab-system, especially in cities and Major Municipalities. 

Question 205 —• 

It should be incumbent on all local bodies to levy 
property tax and the Statute should lay down the 
minimum and maximum. Within the limits so prescrib¬ 
ed the Local Body should be free to levy and collect 
tax as it deems just and necessary. 

Qnestio?i 206 — 

The present administrative machinery is satisfactory. 
But to reduce accumulation of arrears, we suggest that 
a proper incentive for prompt payment may be provid¬ 
ed by allowing a small rebate of say 21 per cent, if 
paid within a month of the due date imposing a penalty 
of 10 per cent., if paid beyond the grace period. 

If an assessee appeals against assessment, he should 
deposit the full tax while preferring the appeal. 


The right of destraint and prosecution should be 
available to Municipalities and Local Boards even for 
realization of rents and profits over their properties. 

Question 207 — 

The conception of “ Service Taxes ” as being justified 
strictly in proportion to the services rendered has no 
historical or legal basis, and they are not in the nature 
of license fees, which can be collected only to cover the 
expenses of Supervision and service rendered. It is 
therefore submitted that there is no justification for 
exempting any of the categories of property enumerat¬ 
ed in the question. Even if concession were to be shown 
in the case of these properties, they should maintain 
their services efficiently and completely ; otherwise they 
should be liable full taxation. 

Question 208 —- 

We entirely agree with the views expressed by the 
L. F. E. C. on this subject. We feel that the share of 
Land Revenue should be fixed at 15 per cent. 

Question 209 — 

Octroi is one of the oldest forms of taxation and has 
been in vogue from the Maharatta and Moghul Times. 
This happens to be a fertile source of Revenue for Local 
Bodies in some States and hence they are opposed to 
its abolition. They plead that it is levied on a very 
small scale and is a fruitful source of indirect taxation 
not felt by the consumer direct and they contend that 
it is no more iniquitions than the sales tax. 

But by and large it is a source of harassment at 
petty levels, and is liable for misuse and corruption and 
is beyond susceptibility of check. The federation has 
considered this tax as obnoxious and we stick to that 
opinion, after all is said in its favour. We invite atten¬ 
tion to the report of the Indian Taxation Enquiry Com¬ 
mittee appointed in 1924-25 under the Presidentship of 
Sir Josiah Stamp, who sums up his opinion as follows: 

“ In my judgement both theoretically and on the result 
of experience no country can be progressive that relies 
to an extent on Octroi which has nearly every vice ” 
(please vide paras 450 and 485). 

Question 210 — 

Terminal Taxes are not liable to the same abuse as 
Octroi and hence need not be eschewed. But if share in 
Sales Tax is allotted to the Municipalities, then terminal 
taxes may as well be eschewed. 

Terminal taxes are collected by the Railway generally 
by a surcharge over the ticketfare. It is a simple tax 
not capable of abuse. Even on goods carried by sand 
and water, the tax can be collected in a systematic 
manner. 

Questions 211 to 216 — 

We have no comment to make. 

Question 217 — 

Yes. Surcharge on the Railway Fare can be collect¬ 
ed for persons entering a town or city from prescribed 
distances. 

Question 218 — 

We are not in favour of “Poll Tax”. 

Question 219 —- 

Motor Vehicle Taxation should properly go to Muni¬ 
cipalities as the Roads are laid and maintained by them. 
A re-orientation of Policy is essential. 

Question 220 — 

We agree with the recommendation of L. F. E. C 
vide also answer to Questions 194 and 195. 

Question 221— 

If entertainment Tax is levied, we are not in favour 
of Theatre Tax also being levied. 

Question 222 — 

We are in favour of improving the outer road by 
acquisition of the portion of land or building at the 
cost of the owner of the property as is done in United 
Kingdom. 

rf Town improvement is an essential factor to remove 
slums, which we consider necessary, payment of com¬ 
pensation for acquisition will be a heavy drag and 
will never bring about the desired result. 

Questions 223 to 225 — 

We have given our views in the opening chapter 
under Questions 185 and 186. 

Question 227 — 

We are in broad agreement with the majority report 
Where we have differed we have mentioned our view¬ 
point. 

Question 228 — 

We welcome the suggestion to treat Manual labour as 
part-payment of tax. But proper standards should be 
fixed to avoid misuse. In undeveloped or underdevelop¬ 
ed areas, the contribution of Manual labour in lieu 
of taxes should be encouraged and utilized for building 
development projects or communications. 
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Annexure to Question No. 219 —• 

With regard to the motor taxation and the petrol 
duty, we may add that it is wrong in principle for the 
State Government to take away the income derived from 
these for themselves, where as roads in cities parti¬ 
cularly, are maintained by municipalities. Recently 
the Bombay Government passed an Act for increasing 
the motor tax rates and also duty or petrol. The 
Bombay Municipal Corporation legitimately demanded 
that they should be exempted from this additional taxa¬ 
tion, as roads are efficiently maintained from their funds, 
but the Bombay Government refused to do so. As the 
Commission is well aware that the roads are maintain¬ 
ed most efficiently by the Bombay Municipal Corpora¬ 
tion at huge costs, it would therefore be unfair that 
they should be asked to pay 7 lakhs of rupees as addi¬ 
tional tax which the B. E. S. T. company will be com¬ 
pelled to pay. To the credit of Municipal Corporation, 
despite this increase, they have not increased the bus 
fares. Had it been a private company, then surely the 
increase in fares would have levied and it would have 
been thus a burden to the passengers using this trans¬ 
port. It might be said here that the B. E. S. T. Company, 


as far as tramway; are concerned, are running under 
loss and that Joss is recouped by profit from the buses, 
so profit will now be reduced to hardly a lakh of rupees 
per annum. You will thus see how unfair the State 
Governments are towards the Local Bodies and their 
Municipalities. 

It may be mentioned that under the Five-Year Plan, 
a large amount is to be spent for better roads in the 
interior and villages. If transport is made prohibitive, 
then the very object of improved methods communica¬ 
tion will be defeated. 

Our Federation is definitely of the view that trans¬ 
port should ^>e as cheap as possible. It is therefore 
suggested that in the matter of motor vehicle taxation 
and petrol duties, the State should not be empowered 
to impose duty on their sweet will to replenish their 
depleted finances. There must be some scientific basis 
of levying taxes on items which can bear the burden 
by an average man. Unless this method is adopted, 
both in the matter of transport and sales tax, our Five- 
Year Plan relating to communication will not be in any 
way beneficial to ai average man. 



THE FEDERATION OF ELECTRICITY UNDERTAKINGS OF INDIA 


Answers to the Questionnaire of 

PART I.—THE TAX SYSTEM 
Question 17. — Do you think that the tax burden weighs 
particularly heavily on any individual industry or 
occupation ? If so, please furnish the Commission 
with the evidence on which you rely . 

The answer to this question is emphatically ‘ Yes ’ in 
the case of this industry. 

Firstly this Industry is the only one which, so far 
as is known,, is placed by conflicting legislation in the 
position of having to pay double taxation on its profits 
in certain circumstances. 

Secondly, the burden of Tax in the shape of Elec¬ 
tricity Duty weighs unduly upon the Electric Supply 
Industry. This impost is out of all proportion to taxes 
generally levied on the Sale or Purchase of other essen¬ 
tial commodities. 

Thirdly, the fact that certain State Governments and 
Local Authorities are apparently allowed to escape 
Income Taxes on profits they earn from supplying 
Electricity places the commercial suppliers of Electricity 
in an invidious position. These matters are elaborated 
upon in other places in this representation. 

Question 38.— What other new sources of taxation can 
you recommend ? 

All State and Local Authorities trading in Electric 
Supply and other trading ventures should be made defi¬ 
nitely liable to bear the same taxation, in all spheres, in 
respect of such trade, as is applicable to the trade of 
other elements of the commodity. See Answer to 
Question 85. 

Question 48.— Are there any receipts or gams ivhich are 
not taxed at present but which, in your opinion, 
should be taxed and vice versa ? In particular, what 
is your view regarding the taxing of Capital gains ? 

See answer to 38 and 85. Specially there should be 
no tax on capital gains arising from any business activity, 
as all such gains will be required by the owner to secure 
a corresponding return, in terms of true value, in equi¬ 
valent alternative activity after the original asset is 
sold away. 

PART II.—DIRECT TAXES. 

Allowances. 

Question 61.— (i) Do you favour the grant of larger de¬ 
preciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they be 
given- 

fa) by larger depreciation allowances on new assets ; 

(b) by revalorisation of existing assets ; 

(c) by treating the excess of replacement cost over 

original cost as revenue expenditure ; 

(d) by any other method ? 

(ii) What is the justification for assistance from public 
resources to certain classes of tax-payers only by way 
of covering partially the excess of replacement cost 
over original cost of old assets ? 

\iii) In case adequate justification exists for assistance by 
Government in the form of tax concession to meet 
the situation, what safeguards should be prescribed 
to see that the funds so made available are utilised 
for the purposes for ivhich they are intended ? 

This question is dealt with in the light of the peculiar 
problems faced by the Electric Supply Industry arising 
out of diverse provisions in the Income Tax Act and the 
Electricity (Supply) Act, 1948. 

The quantum of depreciation the Electric Supply 
Industry can actually sei aside in its books is governed 
by the Sixth and Seventh Schedules to the Electricity 
(Supply) Act, 1948. The lines prescribed in the Seventh 
Schedule, and the corresponding prescribed “ straight- 
line ” or “ compound interest ” write offs applied for 
determining the clear profit allowed to be earned by 
an Electric Supply Undertaking under the Sixth Schedule 
were evidently intended to ensure a relatively even 
spread of the cost of depreciation in this Industry, there¬ 
by avoiding a possible cause of undesirable fluctuation in 
charges for power. 

However the later introduction of Initial and Addi¬ 
tional Depreciation Allowances for Income Tax purposes, 
resulted in hugely widening the gap between an expand¬ 
ing Electricity Company’s current statutory book depre¬ 
ciation and its depreciation allowance for tax purposes. 

It will be realised that a gap already existed by virtue 
of the normal Income Tax allowances being based on the 
“ reducing balance ” method of write off (which is de¬ 
barred to Electricity Companies), and no additional 
allowances could legally be set aside in the books of the 
undertaking at all. 


the Taxation Enquiry Commission. 

There then emerged most serious problems relative 
to “ deferred tax liability ” on the one hand and “ double 
taxation ” of income on the other, and these have been 
set out and explained, together with suggested solutions, 
in the correspondence reproduced below. Up-to-date 
however no action has yet been taken by the Authorities 
concerned to relieve this gravely inequitable position, 
which is undoubtedly contributing materially to inhibit¬ 
ing the flow of essential development capital into the 
Electric Supply Industry by actually penalising expan¬ 
sion instead of assisting it as intended. 

1. The effect of deferred taxation. Proposed Amend¬ 
ment to Sixth Schedule, Paragraph XVII (2)( c)(ii). 

(Extracted from this Federation’s letter, dated 2nd April 
1951 to the Hon. Minister for Natural Resources & 
Scientific Research. New Delhi.) 

The effect and intention of the post-war taxation 
allowances was set out in a note which was handed to 
your officers during our visit. However, I would like to 
reiterate that these allowances do not effect any perma¬ 
nent reduction in taxation. They are nevertheless very 
likely to cause a temporary but extremely sharp infla¬ 
tion of profit and, where profit is limited by statute as 
it is in the Electricity Supply Industry, it will be evident 
that in order to maintain a proper economic balance, 
some provision must be made whereby the taxation which 
would have been paid can be retained in the business 
until tax payments again revert to a high level—a level 
considerably higher than that which would have been 
reached if these allowances had not been granted in the 
first place. The seriousness of the position can be 
gauged by the fact that unless radical steps are taken 
by the Centre, licensees in certain States may be forced 
to give rebates to consumers out of the tax not now 
payable, but payable in the future, and then when taxa¬ 
tion again becomes severe, they will have to effect really 
substantial increases in rates. It will be clear that this 
situation can be avoided if provision for deferred taxa¬ 
tion is now made. In effect then, we are merely asking 
permission to iron out the level of taxation in order to 
avoid severe rate fluctuations. This necessity has been 
appreciated by certain State Governments but, un¬ 
fortunately, there is at least one important exception. 

At our meetings with your officers, It was evident 
that our difficulty was appreciated although it appeared 
that some apprehension was felt that the setting aside 
of the deferred taxation liability might result in a 
reduction of profit to an extent which would permit rate 
increases to bring the profit level up to the statutory 
reasonable return. This is true, but it is essential not 
to overlook the fact that, but for these allowances, the 
full amount of tax would have been payable, and the 
burden of this would have been borne by the consumer. 

I hope therefore that all your officers are satisfied 
that our suggestion does not penalise the consumer. In 
this connection, it was voiced at one of our meetings 
that since it is the consumer who provides the appro¬ 
priation to pay the tax when it falls due, he should be 
credited with interest on the deferred taxation appro¬ 
priation on the grounds that he may be called upon to 
pay taxation in advance. This contention rather loses 
sight of the fact that the allowances were granted to 
encourage expansion and that the benefits conferred by 
them were intended to assist in off-setting the post-war 
increase in the cost of plant—an increase against which 
even the most prudent pre-war depreciation policy could 
only offer meagre relief. They are therefore really 
intended to offset the price enhancement of capital 
goods by reducing for a time the additional capital 
which industry needed to raise in the market, thus 
allowing the retention in the business of taxation moneys 
which would otherwise have had to be paid. 'Industry 
has therefore not had to raise quite so much capital as 
would otherwise have been necessary and in consequence 
has not had to pay quite so much interest on it. The 
argument that the interest on this loan from the Central 
Revenues should be given to the consumer is therefore 
hardly tenable. 

The issue of provision for taxation is of vital moment 
to the Industry and our suggestion for the proposed 
amendment reads as follows: — 

Sixth Schedule. 

Paragraph XVII(2)(c)(ii )— 

“ A sum not exceeding the estimated liability of 
the licensee in respect of taxes paid on or payable 
on the income of the year or which would have 
been payable had no allowances in respect of initial 
Depreciation or Additional Depreciation been made 
in computing the assessable income of the Company 
whether for that year or for any previous year 
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While amendment of the Act in accordance with the 
above draft would resolve a major difficulty, I must 
again mention that the issue is one of immediate urgency. 
To amend the Act is certainly necessary and desirable, 
but in the meantime I feel that irreparable harm may 
be done to the Industry and to its credit in financial 
circles if a more expeditious method of achieving the 
above object cannot be found. For this reason, I do 
most seriously urge that, if our recommendations meet 
with your approval as I believe they will do, State 
Governments should be advised of your views at a 
sufficiently high level to ensure that both interpretation 
and procedure on this point may be uniform throughout 
the country to the benefit of both the Industry and the 
consuming public as a whole. 

2. Double Taxation of Electric Supply Industry .— 
(Extracted from this Federation’s letter, dated 28th Janu¬ 
ary 1952 to the Secretary, Central Board of Revenue, 
New Delhi.) 

“ We write with reference to the discussion which 
took place last month between you and a delegation of 
the Federation of Electricity Undertakings of India in 
connection with the excess dividends tax provisions of 
the Finance Acts of 1948, 1949, 1950 and 1951 in relation 
to Electricity Supply Undertakings when you were good 
enough to indicate that you appreciated that electricity 
supply undertakings were placed in a peculiar position 
vis-d-vis the excess dividends tax and it was suggested 
that the Federation might put up concrete proposals as 
to the manner in which the problem might be tackled. 
Before we formulate our proposals, which we shall do 
later in this letter, we think it is advisable to set out 
by way of an aide-memoire the considerations on which 
our case is based. These considerations are as follows: — 

(1) Under the Sixth Schedule to the Electricity 
(Supply) Act, 1948, an electricity supply undertaking is 
required to adjust its rates for the sale of electricity by 
periodical revision so that, as far as possible, the “ clear 
profit ” shall not exceed the “ reasonable return 

“ Clear profit ” means, roughly speaking, profits available 
for distribution and “ reasonable return ” means a fixed 
percentage of the capital employed in the undertaking. 

(2) In order to arrive at the “ clear profit ” deprecia¬ 
tion is to be charged according to the methods and rates 
specified in the Electricity (Supply) Act. The rates of 
depreciation fixed under the Act are mandatory and 
cannot be varied. 

(3) By reason of the initial and additional deprecia¬ 
tion allowances granted for Income Tax purposes which 
have no counterpart in the Electricity (Supply) Act, the 
profits as computed for taxation purposes must normally, 
for expanding undertakings, and so long as these allow¬ 
ances are applicable to the undertakings, fall short of 
“ clear profit", 

(4) In view of the fact that the profits of electricity 
supply undertakings are limited by statute it is not 
practicable for such undertakings to reduce their 
dividends while the initial and additional depreciation 
allowances remain in force with a view to increasing 
dividends at a later date when these allowances have 
ceased to operate. In this connection it is also to be 
borne in mind that by reason of the limits placed on 
profits by the Electricity (Supply) Act, it is not possible 
for electric supply undertakings to take advantage of 
fluctuations in the price level which other commercial 
and industrial undertakings are able to do. Thus it 
follows, as a corollary to the proposition that the profits 
of electricity supply undertakings remain constant from 
year to year, that the proportion of book profits to be 
distributed by way of dividends must also remain more 
or less constant. 

(5) It will be readily appreciated that in the cir¬ 
cumstances mentioned above the excess dividends tax 
in the case of electricity supply undertakings is in effect 
a tax on the difference between the depreciation permit¬ 
ted to be charged under the provisions of the Electricity 
(Supply) Act and the depreciation allowable for Income 
Tax purposes and that unlike other commercial and 
industrial undertakings, electricity supply undertakings 
are unable to avoid the incidence of the tax. It will 
also be appreciated that since the depreciation allow¬ 
ances, both under the Electricity (Supply) Act and the 
Income Tax Act, cease to operate when the asset has 
received the full depreciation admissible the total 
allowances under the two acts will, in the long run, 
approximately equal each other. Ilf in the earlier years 
of any given period the “ Clear Profits ” are in excess 
of the taxable profits by reason of higher Income Tax 
depreciation allowances, the converse will occur in the 
later years, i.e., the taxable profits will exceed the ‘ Clear 
profits The latter, as has already been pointed out, 
remain more or less constant from year to year. In 
these circumstances it will be seen that the amounts 
treated as excess dividends in the earlier years will in 
effect form part of the taxable profits of later years and 
the tax levied in respect of the ‘ excess dividends ’ in 
the earlier years will amount to double taxation on the 
same profits. If the provisions allowing a rebate of 
income tax on undistributed profits remain in force the 


rebate will of course in these circumstances, be admis¬ 
sible in later years on amounts corresponding in total to 
the excess dividends of earlier years ; but since the 
rebate is admissible at the rate of only one anna in the 
rupee and since the excess dividends will have suffered 
additional tax at the rate of five annas in the rupee 
there will have been double taxation at the rate of 
4 annas in the rupee on the amounts corresponding to 
the excess dividends. 

As we have stated the root cause of the hardship is 
the fact that the depreciation allowances under the 
Electricity (Supply) Act and the Income Tax Act differ 
and we therefore consider that the hardship can only 
be removed by eliininating this difference for the pur¬ 
pose of applying the excess dividends tax provisions. 
We would therefore suggest that having computed the 
total income under the Income Tax Act in the ordinary 
way and also the oriinary Income Tax and Super Tax 
leviable thereon Inco ne Tax Officers should be instructed 
to substitute for the income Tax depreciation allowances 
the depreciation changed in the Company’s accounts for 
the purpose of detern lining the extent to which the excess 
dividends tax is exigible. In other words, while the 
ordinary Income Tax and Super Tax would be calculated 
with reference to tie total income as computed in the 
ordinary way, the excess dividends taxation provisions 
would be applied bv reference to a notional figure of 
income arrived at bv substituting the book depreciation 
for the Income Tax depreciation allowance. Consequent¬ 
ly with this suggestion we appreciate that where a rebate 
is admissible in respect of undistributed profits the 
rebate would have to be computed on the basis of a 
notional figure arrived at in the same way. 

Closely bound up with the question of excess 
dividends tax is tl e question of the extent to which 
grossing up of dividends in the hands of shareholders 
of electricity supp y undertakings is permissible. So 
long as a positive igure of income is computed in the 
ordinary way under the Income Tax Act shareholders 
are entitled to have their dividends grossed up. Where, 
however, a loss is computed for taxation purposes in the 
ordinary way shareholders are denied the right to gross 
up the dividends under Section 16(2). We would point 
out that where the loss for taxation purposes arises only 
by reason of the difference between the rates of depre¬ 
ciation under the ;wo Acts the denial of the right to 
gross up in the cas ? of shareholders of electricity supply 
undertakings involves precisely the same hardship as 
the charging of e> cess dividends tax on the difference 
between the deprei iation allowances under the two Acts 
We would therefoie urge that where after adding back 
the difference between the depreciation allowances under 
the two Acts the less computed for Income Tax purposes 
in the ordinary wiy is converted into a positive figure 
of notional income the shareholders of electricity supply 
undertakings shou d be entitled to have their dividends 
grossed up on the footing that the notional figure of 
income represents the total income of the Company 
for tiiis purpose. 

We would alsc urge that the suggestions made in 
this letter should be applied in relation to all assess¬ 
ments made on electricity supply undertakings under 
the Finance Acts of 1948, 1949, 1950 and 1951 and that 
instructions should be issued to Income Tax Officers to 
re-compute, if nei essary.” 

It will be clear from the foregoing that not only is 
the Electricity Supply Industry not receiving the value 
of existing concessions extended to other industries in 
the context of yoir Question 61, but it is instead being 
put to great emb; rrassment by the existing practice. 

Until these difficulties are resolved this Industry is 
therefore hardly in a position to visualise any other 
concessions of t re same nature dealt with in your 
question but it has applied to Government for permis¬ 
sion to set aside n its books (and charge as an expense 
in computing it s ‘ clear profit ’) an additional sum 
annually of I| p ir cent, of the defined “ Capital Base ” 
as a Reserve for Rehabilitation. 

Taxation of Companies and Shareholders. 

Question 83.—Do you think that differentiation should be 
made between distributed and undistributed profits 
of companies for tax purposes ? If so, on what 
grounds ? What change would you suggest in the 
present quat turn of differentiation in favour of un¬ 
distributed profits ? Should the concession in future 
be restricted to particular industries ? 

If the tax concession in favour of undistributed 
profits is allowei, to continue as at present or in a modi¬ 
fied form what measures would you suggest, to ensure : 

(a) that retained profits are not used as a device by 

shareholders of private limited companies tc 
evade super tax; 

(b) that retained profits are actually applied for pro¬ 

ductive purposes ? 

In particular; are the provisions of Section 23A oj 
the Income Tax Act satisfactory ? If not. what changet 
would you suggest ? 
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Certainly no differentiation whatever should be made 
in the case of Electric Supply Industry whose profits are 
already controlled by law. In this context please see 
Answer to Questions 61 and 100. 

Question 85 .—Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken by 
the Centre, the States and Local Bodies should be 
required to contribute, from their earnings in the 
way of income tax or in other -ways, to general 
revenues ? 

There is a general tendency to make uninformed 
comparisons between commercial undertakings and 
undertakings operated by State Authorities. It is thus 
not only unfair but damaging to the private sedtor if 
Government operated Undertakings do not pay tax. This 
advantage additionally constitutes a form of concealed 
subsidy by the general tax payer. If the economics of a 
public undertaking are to be adjudged in the proper 
perspective, it should enjoy no undue privilege as com¬ 
pared to similar undertakings in the private sector. 
Nor should be consumer, who ultimately pays the tax 
through the charges for energy, have any tax advantage 
arising only from the ownership of the Utility serving 
him. 

The principle that statutory Corporations should have 
no privilege in this matter has already been accepted 
in the Damodar Valley Corporation Act where it is laid 
down that the D. V. C. shall pay income tax on its profits. 
Also in the Electricity (Supply) Act which was enacted 
in 1948 the principle has been further extended by 
stipulating that for the purposes of the Indian Income 
Tax Act, all State Electricity Boards shall be deemed 
to be companies within the meaning of that Act. The 
fact that certain State and Local Authority Electric 
Supply undertakings do not pay tax at present may be 
one reason why a number of the States have not yet 
set up the much needed Electricity Boards above men¬ 
tioned, as the latter would pay tax on taking over the 
undertakings according to law. 

Special Business Taxes. 

Question 100.—What, in your opinion, would be the cir¬ 
cumstances which would justify the levy of Excess 
Profits Tax or Special Business Taxes ? 

The leading Chambers of Commerce will no doubt 
discuss the advisability or otherwise of levying Excess 
Profits Tax or Special Business Tax on Industry and 
business generally, but it is appropriate for this Federa¬ 
tion to refer to the special characteristics of the Electric- 
Supply Industry in this regard. 

The earnings of Electric Supply Undertakings are at 
present strictly controlled by the Electricity (Supply) 
Act. The upper limit laid down for the time being is 
related to 5 per cent, on the Capital Base. Such level 
of earning should not in any circumstances attract Excess 
Profits Tax. (Or Excess Dividends Tax—see Answer 
to Questions 61 and 83.) With the overall earnings 
being limited, to an extent which it is contended is even 
below the ruling cost of money, no form of Excess Profits 
Tax should apply to Electric Supply Undertakings. The 
practice in the U. S. A. is to exempt Utilities from the 
Excess Profits Tax, except to the extent that their 
earnings are above 6 per cent, on the rate base. If a 
country like U. S. A. where electric power development 
is in an advanced stage had thought it prudent to extend 
such concession to the equity investor in Utilities, India 
which is on the threshold of power development can 
hardly afford to discourage investments in this field. 


PART iff.—COMMODITY TAXES (CENTRAL AND 
STATES). 

CUSTOMS. 

Import Duties: 

Question 103.—Do you think that any changes are neces¬ 
sary in the Indian Customs tariff in respect of — 

(i) grouping of commodities ; and 
(ip) clarification in nomenclature and in units of 
measurement or weight ? 

Under items 72(a) to 72(e), 72(1) and 72(2) of 
the Customs Tariff Schedule, Plant and Machinery 
rank for Customs Duty @ 5| per cent, ad valorem. 
Under item 72(3) of the Tariff Schedule component parts 
of machinery falling under items 72, 72(1) and 72(2) 
“ which are essential for the working of the machinery 
and which have been given some special shape or quality 
not essential for their use for any other purpose ”, also 
rank for Duty @ 5 ; j per cent. Electricity Undertakings 
have to import such items as Electric Motors, Pumping 
Units, etc., which are meant for use as auxiliaries essen¬ 
tial for the operation of the Generating Plant, but which 
are not admitted as such by the Customs Authorities, 
presumably on the basis that they do not satisfy the 
qualification underlined above. This position is in¬ 
equitable, and it is recommended that the inequity be 
removed by a suitable alteration to the Tariff Schedule. 


Question 108.— What changes would you suggest in the 
mater of granting exemptions form, or reductions 
in, import duties especially in regard to : 

(1) Raw materials used for essential industries; 

(2) Materials used for scientific research ; 

(3) Materials imported for charitable and humani¬ 

tarian purposes ; 

(4) Materials imported for stimulating desirable acti¬ 

vities, such as agricultural development; and 

(5) Necessaries of life ; 

This question might have sought information as to 
whether any special concessions in import duties are 
necessary to accelerate electric power development. 
With the question worded as it is, an expression of 
opinion on the point raised will not be out of place. 

Both the Electricity (Supply) Act, 1948, and the Five 
Year Plan give an honoured place to schemes by the 
private sector in the country’s power development, and 
a sizeable programme of development is visualised in 
the private sector. Also undertakings in the private 
sector will be distributing the energy generated by the 
various State sponsored power projects. 

A concessional rate of duty of 5i per cent, is at 
present applied to certain items of Heavy Power Plant, 
and it is for consideration that this concession be extend¬ 
ed to all items of materials required to be imported for 
electric power projects (including those required for 
generation, transmission and distribution of electrical 
energy) and made applicable for 1 the next 10 years over 
which period heavy augmentation of productive capacity 
is required. A recommendation of this nature was, in 
fact, made in one of the Resolutions passed at the Power 
Engineers’ Conference held at New Delhi in February 
1949. It is even for consideration that import duty on 
all capital goods required for Electricity supply be totally 
withdrawn for the next 10 years period. 

Question 112(b).— Penalties.—Have you any suggestions 
to make regarding the administration of the Sea and 
Land Customs Acts especially in regard to — 

(b) penalties imposed under the Act and the appel¬ 
late procedure relating to them ? 

In this Industry, Heavy Plant is generally imported 
under lump sum contracts in a large number of part- 
shipments. On completion of imports statements of im¬ 
ports are submitted to Customs Authorities. Where the 
value of imports falls short of the contract value, the 
Customs Authorities are empowered to impose penalties. 
The penalty, which is evidently meant to prevent deli¬ 
berate undervaluation of imports, is generally imposed 
at a rate as high as 30 per cent., the explanation furnish¬ 
ed by the importer being often rejected. A provision 
requiring the Authorities to show deliberate undervalua¬ 
tion on the part of the importer before imposing the 
penalty, seems desirable. 


Taxes on the Sale or Purchase of Goods and on 
Advertisements. 

This section is dealt with in a general way with 
special reference to Question 130 (iii). 

Question 130 .—In relation to the particular system you 
advocate : 

(iii) which articles, if any shoidd be exempted alto¬ 
gether and why ? Please elaborate the prin¬ 
ciples which, in your opinion, should underlie 
exemptions. 

In States where a single point Sales Tax is in vogue, 
both electrical energy itself and all materials used for 
generation, transmission and distribution of energy are 
exempt from Sales Tax. In the States where a multi¬ 
point or two-point Sales Tax is prevalent, electrical 
energy itself is exempt from Sales Tax, but all materials 
used for generation, transmission and distribution of 
energy are subject to tax. 

The exemption of electrical energy in all the States, 
and of materials used by the Electric Supply Under¬ 
takings in some States may be due either to the recog¬ 
nition that electrical energy is a basic tool of production 
or that electrical energy is already subject to an electri¬ 
city duty. In either case, it is difficult to understand 
why Sales Tax should be applicable in some States in 
respect of materials used by Electric Supply Undertakings 
lor generation, transmission and distribution of electrical 
energy. 

It has been contended by one State that any Sales 
Tax relief to the Electric Supply Industry would con¬ 
stitute a concession to that Industry in relation to others, 
but this Federation can think of no other Industry in 
India whose end product is subject to so heavy a special 
tax as is the Electric Supply Industry by virtue of the 
Electricity Duty. 

Another relevant point in this connection is that the 
return permitted to the investor in the Electric Supply 
Industry is limited by the Electricity (Supply) Act, and 
any relief given to the Industry must reflect in lower 
charges for electric energy. 
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Question 132.— To what extent has any desirable uni¬ 
formity been achieved in regard to exemptions (in 
favour of “ goods essential for the life of the com¬ 
munity ”)—under Clause 3 of Article 286 of the Con¬ 
stitution ? What principles would you advocate for 
deciding the exemptions to be made under this provi¬ 
sion of the Constitution ? Do you consider that the 
scope of the provision contained in Clause (3) oj 
Article 286 should be extended also to “ essential 
articles ” which had been subject to sales tax before 
the relevant central enactment came into force 7 

Electricity, though not ‘ goods ’ should be regarded as 
an essential commodity and exempted from all taxation, 
for reasons more speciflcially given elsewhere in the re¬ 
presentation. The exemptions should certainly be ex¬ 
tended, in any case, to commodities considered essential 
even though such were taxed previously. Uniformity 
should be achieved by giving the Union Government the 
power to lay down the law. 

It will be seen that in the section dealing with 
Electricity Duty the Federation has strongly urged the 
need for a total withdrawal of the Electricity Duty and, 
if this suggestion is acceptable, then but only then and 
solely as the lesser of the two evils, no concession by 
way of Sales Tax may be given to Electric Supply 
Undertakings, except in respect of fuel from which 
electrical energy is directly derived and which should 
be totally exempted. Even a Sales Tax of, say, I anna 
per rupee on electric energy itself (which is now 
exempt) would be less onerous than the present duty on 
electrical energy, both where Lights and Fans and 
industrial consumption are concerned. 

Question 134.—Do you think that lack of uniformity be¬ 
tween the States as regards the rates of Sales Tax 
and the methods of applying it (single or multiple 
point) has the effect oj raising barriers in inler-State 
commerce or of inducing uneconomic diversions of 
trade ? If so, what measures would you suggest to 
rectify the position ? 

Yes, certainly. The Union Government should take 
powers and lay down one law for all. 

With electricity having come to be regarded as a 
basic tool of production and an important element in 
improving the standard of living, the ideal would, how¬ 
ever, be that all imposts which go to increase the cost of 
electrical energy should be abandoned. 

Land Revenue and Land Cesses. 

Question 151. —Are there any suggestions which you 
would make in regard to the assessment of — 

(i) agricultural land in rural areas, used for non- 

agricultural purposes; 

(ii) land classed as agricultural but now part of 

an urban area and used for non-agricultural 
purposes ; and 

(iii) land classed as non-agricultural, whether in 

rural areas or in urban areas, and used for 
non-agricultural purposes ? 

Electricity Undertakings, in common with other 
people, are much vexed at the way State Governments 
continue to levy non-agricultural taxes (at heavy rates 
based on arbitrarily assumed capital values) on proper¬ 
ties now under the sphere of urban bodies who also levy 
urban property taxes on annual letting values and the 
like. There should be only one consolidated tax on 
properties in any area, and it should be a reasonable 
fraction of fair annual letting value. 

PART V.—OTHER TAXES. 

Tax on the consumption or sale of Electricity. 
Question 176. —A tax on the consumption or sale of elec¬ 
tricity is levied in several States in India. Do you 
consider that this is a suitable tax and may be 
adopted by other States ? Would you restrict it to 
consumers of energy for domestic purposes or would 
you extend it to sales for industrial uses also ? 

This Federation records its strongest possible objection 
to the duty on consumption of electricity at present be¬ 
ing levied in some of the States. The note appearing 
below discusses in detail the incidence of the duty in 
the States concerned and refers to fundamental objec¬ 
tions to the continuance of the duty. The only criterion 
by which this tax may be at all thought “ suitable ” by 
some is the easiness with which it can be collected by 
the State Governments. The actual task of collecting 
the duty devolves upon the Electricity Supply Under¬ 
takings, who are paid meagre allowances for so doing. 
The prevalence of the duty in some States is bad enough, 
and any general adoption of this form of taxation will 
only extend the damage further afield. In other words 
the application of the tax in areas where development 
is still in its infancy will be still more harmful than it 
has already been in places where a greater measure of 
development has taken place. 

While the application of this duty at all classes of 
consumption is retrograde, the imposition of this tax in 


the case of industrial power sales is particularly so. 
A point which State Finance Ministers raise is that the 
general run of industry should not worry about (he 
electricity duty, as the cost of electricity is a minor item 
of production cost. A counter argument is, which is 
the better way, cheap and abundant electricity or cheap 
and abundant tax collection ? Surely, it is better to let 
electrical consumption develop unfettered by tax burden 
on the cost, so that its civilising process may produce 
more health and wealth, which, then, in turn, can con¬ 
tribute to the coffers of Government in other ways. To 
reverse the process as is now done, is, it is submitted, 
dissuading, if not killing, the proverbial goose of the 
golden eggs. 

Question 177.— In respect of domestic purposes — 

(a) Should a dist notion be drawn between the elec¬ 

trical energy consumed for light and fans and 
the energy consumed for other domestic pur¬ 
pose (frigidaires, heaters, radios, etc.) ? On 
what principles would you determine the rates 
of duty ? 

(b) What exemptions would you suggest and on what 

basis ? Weald you apply a lower rale of duty 
to small consumers ? 

The use of the term “ residential ” in place of 
“ domestic ” is preferable, as most of the Electric Supply 
Companies use the term “ domestic ” in a restricted 
sense to apply to energy consumed for such purposes 
as household heating, cooking, cleaning, refrigeration, 
etc. 

(a) A distinction between energy consumed for 
Lights and Fans on the one hand and other residential 
purposes on the other is necessary if duty is in the form 
of a certain sum, sav, Rs. 0-1-3 per unit. If, on the 
other hand, the duty is in the form of a percentage of 
the selling price of electricity, as is suggested if at all 
a duty on electrical energy is to be levied, then no 
distinction needs to te made. 

(b) The existing exemptions (a reference to which is 
made in the note appearing below) after removing the 
distinctions between erdinary persons and Governments, 
local bodies and Stale Railways for reasons given in 
answers to Questions 38 and 85 may be retained. Care 
should be taken to en ;ure that, if and where exemptions 
or concessions are gi/en for small consumers, no guil¬ 
lotine effect takes phee at any particular level of con¬ 
sumption. In other words tax should come upon only 
“ follow on ” element; after the exemptions or conces¬ 
sions, not on all elen ents if above a certain level (see 
examples in note belo.v). 

Question 178.— If you are in favour of a duty on energy 
used for industrial purposes on what principles 
would you determine the rates of duty ? What ex¬ 
emptions toould you provide for and on what basis ? 

The Federation is totally opposed to any form of 
duty being levied on e iergy used for industrial purposes. 
This form of duty is lantamount to a tax on “ an initial 
instrument of technological development”. 

This Federation is also totally opposed to any form 
of duty being leviec on energy used for residential 
purposes. This form of duty is tantamount to a tax on 
the “health, and eye-sight” of the people. 

If, on the other hand, a duty is to be imposed on 
either class of supply, it should be applied on a percent¬ 
age of selling price basis so that the various tariff forms 
with their promotions aspects are not unduly interfered 
with and double wiring need not be resorted to merely 
to meet tax requirem ?nts. The duty should in no case 
exceed the rate applic able upon an essential commodity 
under parallel Sales Tax laws. 

Exemption may be granted to factories which can 
show on the basis of audited statement that the cost of 
electricity consumed in the manufacturing process 
exceeds 10 per cent, af the total cost of production at 
the factory level. 

Question 179 (i) and ii). —How would you modify your 
suggestions in re rly to the foregoing questions if 
electrical energy-- 

(i) is entirely supplied by Government undertakings 

in a State ; 

(ii) is supplied by Government undertakings in some 

areas of a State and private undertakings in 
other areas ? 

A duty on electrical energy is intrinsically bad, and 
should not apply to ai y class of supply. If a duty is to 
be imposed at all, there should be no distinction between 
consumers taking sup dies from public undertakings or 
from investor-owner undertakings. It is the consumer 
who bears the burden of the impost and there cannot on 
the face of it be a distinction between the sources of 
power without giving rise to the inequities dealt with 
under Question 85. 

Question 180.— What degree of uniformity as between 
different States iv mid be desirable in regard to the 
levy of electricity duty ? How would you achieve 
it? 
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The data attached to the note below gives an indica¬ 
tion of the vagaries in the rate and incidence of the 
electricity duty levied by the various State Governments. 
Uniformity of principle in a basic national Industry is 
called for. The best way this could be achieved is to 
remove the powers of State Governments to impose a 
tax on the sale and consumption of electrical energy 
and to vest it in the Union. 

“ Electricity ” is now listed as Item 38 in the Con¬ 
current List (Seventh Schedule to the Constitution) and 
the concurrent powers of the States in respect of 
electricity policy will in no way be interfered with if 
an additional item is listed in the Union List, reading 
“ Taxes on sale purchase or consumption of electrical 
energy ”. 

Item 39 of the Concurrent List deals with “ News¬ 
papers, books and Printing Presses ” ; nevertheless 
“ Taxes on the sale or purchase of newspapers and on 
advertisements published therein ” finds a place in the 
Union List (Item 92). If a State taxation on dissemina¬ 
tion of news and incidental matters is barred, a taxa¬ 
tion on electrical energy—a prime tool of production—• 
should be equally so. At the same time Item 53 from 
the State List “ Taxes on the consumption or sales of 
electricity ” should be deleted. 

If for some reason or another this suggestion involv¬ 
ing an amendment of the Constitution proves difficult, 
uniformity could be obtained by the duty being levied 
by the States on the basis of a fixed percentage of the 
selling price of electricity. It must be borne in mind, 
however, that the selling price may in some areas be 
already high, which postulates that any general percent¬ 
age rate of tax should be basically low. In any case 
not higher than the rate applicable upon an essential 
commodity under parallel Sales Tax laws. 

NOTE ON ELECTRICITY DUTY. 

Pursuant to the powers vested in the Provinces under 
the Government of India Act, 1935, and subsequently in 
the States by the Constitution, certain State Governments 
are at present levying special duties on the sale or con¬ 
sumption of electrical energy. Conditions obtaining in 
this regard vary from State to State, and to indicate 
the vagaries of the various State Governments in the 
application of the tax, data is attached summarising the 
position as far as this Federation is aware. 

The Electric Supply (Industry has been noting with 
a sense of misgiving the increasing tendency of the 
State Governments to victimise the electricity consumer. 
Electricity plays an important part in the development 
of the nation and in conformity with the Five Year Plan 
a number of schemes for the extension of electricity to 
urban and rural areas have been, or are being, sponsored 
by the Central and various State Governments in con¬ 
sonance with the Centre’s proclaimed policy of extending 
the benefits of power at the cheapest possible cost. In 
this context a tax on electricity is contradictory. 

The Industry’s endeavours to combat this taxation 
have been sustained, and major attention has been 
directed to the taxation existing in the Bombay State— 
a State which has been in the forefront in applying this 
form of taxation. 

The attempts of State Governments to tax electricity 
consumption came in for criticism at the hands of the 
Power Engineers’ Conference which met in New Delhi 
in February, 1949, under the auspices of the Central 
Government when the Conference passed the following 
Resolution: — 

“ This Conference is of the opinion that electricity 
being essential for industrial and agricultural pro¬ 
duction, it is of the utmost importance that its 
consumption for such purposes be exempted from 
all forms of direct taxation including sales tax and 
octroi duties, especially as the cost of generating 
and distributing electrical energy will be substantial¬ 
ly higher in future due to the abnormally increased 
costs of all plants, materials and constructions.” 

The passage of time since the introduction of this tax 
has neither varied nor minimised the fundamental 
objections to the tax which can be briefly summarised 
as follows: — 

1. The tax is a bar to progress, for by penalising the 
use of electricity it retards the general appli¬ 
cation of what is universally regarded, and 
accepted, as an essential and important ele¬ 
ment in the modern standard of living. 


5. The existence of this tax increases the cost of the 

consumer’s installation and thereby the cost of 
service to consumers using electric refrigera¬ 
tors, cooking, water heating and other appli¬ 
ances in addition to lights and fans because 
in such cases a separate meter and complete 
wiring system has to be provided merely for 
the purpose of metering the lights and fans 
consumption so that the differing rate of 
Government Electricity Duty can be assessed. 

6. The tax inhibits supply companies from introduc¬ 

ing the modern “ all-in ” type tariff. 

When the Indian Constitution was on the anvil an 
attempt was made by the Federation in a representation 
to the Constituent Assembly, to have electricity trans¬ 
ferred from the Concurrent List to the Union List, so 
that if at all electrical energy was to be taxed it could 
be done by the Centre. This could have avoided the 
vagaries now prevailing in State taxation on electricity. 
If there was a case for taxation on newspaper advertise¬ 
ments to be transferred to the Union List, as was done 
the case for taxation on electrical energy being taken 
out of the State orbit was at least equally justifiable. 

The next stage when the matter was taken up with 
the Central Government was when the Essential Goods 
(Declaration and Regulation of Tax on Sale or Purchase) 
Bill, 1951, was under consideration by Parliament. The 
Bill, among other things, listed “ electrical energy, except 
energy intended for domestic use ” as an article essential 
for the life of the community. It was, then, suggested 

Government’s consideration that the scope of the 
Bill should be enlarged by stipulating that electrical 
energy used for all purposes should be declared as being 
essential for the life of the Community. “ 

When the Select Committee reported on the Bill a 
recommendation was made to omit electrical energy from 
the Schedule (listing essential goods) to the Act because 
the Committee was doubtful whether the expression 
goods in Article 286(3) of the Constitution includes 
electricity. 

When electrical energy was included originally in 
Item 8 of the Schedule to the Bill there was hope that 
the vagaries of State taxation on electrical energy would 
be regularised. 

principle that_ States should not be given a free 
hand in taxing electrical energy for industrial consump¬ 
tion having originally been accepted bv the Central 
Government, and only a technical difficulty having 
prevented Government from giving effect to this, should, 
it is thought, by itself be a strong argument against 
State Governments tapping this source of revenue. 

In their increasing need to find finances State 
Governments do not appear to have realised fully the 
adverse effects of the electricity tax on the future of 
electrical development as a tool of production and on 
the standard of living of the individual citizen. Elec¬ 
tricity has long ceased to be a luxury (which conception 
seems to be recognised increasingly) and the removal of 
the existing tax on electrical energy would be in con¬ 
formity with the policy of Government to reduce the 
cost of essential articles. 

While the ill-advised taxation on electrical energy for 
industrial and “ domestic ” purposes in some States is 
only a recent development, the impost on electrical 
energy for lights and fans consumption in homes is a 
^ on iLu* anc * ln ® grievance of the Electric Supply Industry 
and the consuming public. This tax is by its very nature 
a bar to progress for by penalising the use of electrical 
energy it retards the general application of what has 
come to be regarded, and accepted, as an essential and 
important element in the modern scheme of living. 

The general tendency in the rest of the world is to 
torgo this form of taxation. For instance an Electrical 
Energy Tax was in force in the U. S. A. against utilities 
up to 1st November, 1951. This consisted of a 3■ 1 / 3 per 
cent, tax of the total revenue from residential and com¬ 
mercial customers. Industrial consumers were exempt 
as also certain other specified groups. The tax was only 
applied to the investor-owned power companies and 
correspondingly applied to their consumers. The cus¬ 
tomers of rural Co-operatives and State and Municipally- 
owned systems were exempt. When Congress attempted 
to apply the tax universally there was so much objection 
from the Co-operatives and Municipals that this taxation 
was blocked. Congress then decided that in all fairness 
it should be eliminated from the private companies as 
well, and this was done. 


2. Consequently, it is an impost on the health, eye¬ 

sight and advancement of the people. 

3. The tax is inequitable and it singles out electri¬ 

city for a heavy and regressive form of taxa¬ 
tion. 

4. The ta/v bears most heavily on the man of 

moderate means and effectively discourages 
the poor man from availing himself of the 
manifold benefits which electric light and fans 
can provide. As applied to industrial con¬ 
sumption, it increases the cost of living by 
raising industrial costs. 


It will be appropriate to draw specific attention here 
to the incidence of tax (3-1/3 per cent) which prevailed 
in the U. S. A. while in Bombay, for example, the dutv 
on lights and fans consumption works out to 66-2/3 per 
cent, on the energy price, and in the case of industrial 
consumption to 32-5 per cent. 

Eminent Publicists and public men have underlined 
the importance of electrical energy in the nation’s 
economy. Shri G. L. Mehta, the present Indian Ambas¬ 
sador to U. S. A., and until lately Member. Planning 
Commission and Chairman, Tariff Commission, remarked 
in an article (Output May/July, 1952) in the Press that 
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“ there is no doubt that apart from the economic utilisa¬ 
tion of power electricity changes intimately and pro¬ 
foundly the way of life of a village or town. It is, in 
more sense than one, a source of light At the same 
time Shri A. D. Gorwala in another article (Output 
May/July, 1952) expressed in an even more forcible way 
the role of electricity in a country’s development— 

“ Electricity, it has been said, is civilisation. If 
you would civilize, in other words, create modern 
minds capable of dealing with the problem of the 
modern world, first supply electricity. It is the 
initial instrument of technological development. 
Without it the modern outlook cannot grow 
The existing tax on energy, therefore, particularly 
on industrial consumption, constitutes an impost on an 
“ initial instrument of technological development ”, 
whereas it is obvious that tax free electricity (making 
it cheaper) would engender greater prosperity with cor¬ 
responding increase in the standard of living, and the 
consequent raising of tax potential in other directions. 

Finally the tax is discriminatory and regressive as 
it is not, and could not be, applied to mechanical sources 
of power which are generally less efficient and con¬ 
venient. 


Electricity Duty as applied in various States 

Bombay. 

.The Bombay Finance Act, 1932, introduced an 
Electricity Duty (as a temporary measure) for the first 
time in Bombay State. The duty was applicable on 
consumption of energy for lights and fans in residential 
quarters and office premises. 

The rate of duty was \ anna per unit in respect of 
all consumption if the total consumption was 13 units 
and over per month. Consumption under 13 units was 
exempt. (Observe the guillotine effect at the 12th unit.) 

The Finance Act of 1932 was amended in 1938, 
whereby the duty was enhanced from \ anna to J anna 
per unit. The exemption on consumption of not more 
than 13 units was continued. 

The Act was again amended in 1939 whereby the 
total exemption to consumption of not more than 13 
units was modified. The scale of taxation (on Lights 
and Fans only) then prevailing—and which continues to 
prevail—in the various areas of the State is indicated 
in the attached Schedule. 


SCHEDULE 


The area of supply in which under the terms and 
conditions of a license granted under section 3 of the 
Indian Electricity Act, 1910, or any place in any 
other aroa in which under section 27 of the said Act 
a licensee holding any of the licenses mentioned is 
authorised to supply energy. 


For each unit of energy 
consumed for the use of 
a cinema house or 
theatre. 


For each unit of energy consumed for any 
other purpose 

( __A____ 

Where the total consump- Where the total consump¬ 
tion per mensem does not tion per mensem exceeds 
exceed 12 units. 12 units. 


( 1 ) 


<->) 


(3) 


( 1 ) 


(1) The Ahmedabad City Municipality and District Local J anna per unit. 


Board Electric License. 

(2) The Surat City Municipality and District Local do. 

Board Electric License. 

(2A) The Baroda City Municipality License ... do. 

(3) The Bombay Suburban Electric License . . do. 

(4) The Poona Electric License ..... do. 

(5) The Thana Electric License ..... do. 

(6) The Bhiwandi Electric License .... Jo. 

(7) The Bolgaum Electric License .... do. 

(8) The Kalyan Electric License .... do. 

(9) The Ahmednagar Electric License . . - 5 anna per unit. 

(10) Bander Electric Liconse ..... do. 

Other areas ....•••■ do. 


1 anna per itiit. 
do. 

do. 

i anna per unit. 
d<>. 

1 anna per unit. 
Nil 
Nil 

1 anna per unit, 
anna per unit. 

do. 

Nil 


li anna per unit. 

do. 

do. 

do. 

do. 

do. 

§ anna per unit, 
do. 

1J anna per unit. 

J anna per unit, 
do. 

1 anna per unit. 


Sombay No. 9326-A(3).—In exercise of the powers conferred 

finance Act, by clause (b) in the First Schedule to Part II of the 
932, Bombay Finance Act, 1932 (Bom. II of 1932), the Govern¬ 

ment of Bombay is pleased to prescribe the rates speci¬ 
fied in column 2 of the Schedule hereto appended for 
the lamps of the watts specified in column I of the said 
schedule as the rates at which the electricity duty shall 
be levied with effect from 1st April, 1939, on the said 
lamps in respect of all the premises not exempted under 
the proviso to section 5 of the Second Schedule, when 
fiat rates are charged by the licensee. 


SCHEDULE Annas per 

mensem. 

Every lamp of less than 30 watts ... 2 

Every lamp of 30 watts or more but less than 40 . 3 


The Act was further amended in 1949 and a duty on 
all electricity consumed, other than lights and fans, was 
imposed at i anna per 2 units. Lights and fans continu¬ 
ed to be taxed at the high rate as before. 

On representation from the Industry Government 
agreed to treat industrial lighting as forming part of 
industrial consumption charged at the lower rate of 
i anna per 2 units. 

The Act was further amended in 1951 whereby the 
duty on consumption for electrolytic purposes was reduc¬ 
ed from i anna per two units to i anna per 5 units with 
certain conditions regarding the rates of cost of energy 
consumed to total cost of production. The ratio set 
appears, however, to have been unsuitably high (30 per 
cent.) resulting in the relief being illusory. 

The Act at present provides for exemption in respect, 
of supplies to the following— 


Every lamp of 40 watts or more but less than 60 . 4 

Every lamp of 60 watts or more but not exceed¬ 
ing 100 . 0 

and 

For every additional 15 watts or fraction 

thereof in excess of 100 in any lamp . . 1 

. , No. 9326-A(4).—In exercise of the powers conferred 

, , by section 16 of the Bombay Finance Act, 1932 (Bom. II 
inance Act, Qf 1932 ) the Government of Bombay is pleased to direct 
• that Part V of the said Act shall extend to cities of 

Surat and Sholapur and all other urban areas in the 
Province of Bombay. 

In exercise of the powers conferred by section 17(c) 
of the said Act, the Government is further pleased to 
declare that the areas mentioned in the Schedule shall 
for the purposes of Part V of the said Act be included 
in the cities of Bombay, Surat and Sholapur respectively. 


(1) (The Crown), save in respect of premises used 

for residential purposes ; 

(2) a railway administration as defined in clause (6) 

of section (3) of the Indian Railways Act, 
1890, save in respect of premises for lesi- 
dential purposes ; 

(3) a local authority, save in respect of premises 

used for residential purposes ; 

(4) a tramway company, save in respect of premises 

used for residential and office purposes ; 

(5) a hospital or dispensary which is not maintained 

for private gain. 

The rate of duty in relation to power costs varies, 
but reaches maxima in the City of Bombay of 66-2/3 
per cent, in the case of Lights and Fans consumption, 
and 32-5 per cent, in the case of industrial consumption. 


SCHEDULE 

1. Bombay—The town and Island of Bombay. 

2. Surat—The limits of the Municipal Borough of 

Surat. 

3. Sholapur—The limits of the Municipal Borough 

of Sholapur. 


Bengal. 

A duty on electricity was imposed effective from 
1st July, 1935. 

The rates of duty applicable are— 

When the nett charge of the licensee for the supply 
of energy for the purpose of lights or fans or both does 
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not exceed 3 annas for each unit of energy consumed 
as follows, namely:—• 

In the case of a consumer whose consumption of 
energy during the month to which the calculation of 
duty relates— 

(i) does not exceed fifteen Nil. 

units .... 

(ii) exceeds fifteen units but Six pies for each unit 

does not exceed fifty units of energy consumed. 

(iii) exceeds fifty units . . One anna for each unit 

of energy consumed. 

(Observe the guillotine effect at the 15th and 50th 
units.) 

Exemptions — 

1. Any Government, save in respect of premises 

used for residential purposes. 

2. A railway administration, save in respect of 

premises used for residential purposes. 

3. A local authority, save in respect of premises 

used for residential purposes. 

4. A tramway company, save in respect of premises 

used for residential or office purposes. 

5. A mine, save in respect of premises used for 

residential or office purposes. 

G. An industrial undertaking, save in respect of 
premises used for residential or office pur¬ 
poses. 

7. A hospital or dispensary which is not maintained 

for private gain; place of public worship, 
public burial or burning ground or other 
place for the disposal of the dead ; premises 
declared by the Provincial Government to be 
used exclusively for purposes of public charity. 

8. Any consumer not using more than fifteen units 

in any one month. 

9. Any consumer, being a landlord, or other person 

who supplies energy to one-roomed or two- 
roomed shops or tenements in any one build¬ 
ing, in respect of the energy supplied to any 
such shop or tenement in which not more than 
fifteen units of energy have been used in any 
one month. 

The rate of duty in relation to total charges for 
electricity is of the order of 15 per cent. 

Uttar Pradesh. 

A duty on electrical energy has been imposed effective 
from 15th January, 1953. 

The incidence of duty is 25 per cent, of the rate 
charged for all consumption with certain exceptions, 
such as Government premises and the duty is modified 
if the duty together with the tariff charge exceeds 
9 annas per unit. 

The incidence of duty in relation to power costs varies 
from place to place, the lowest level being 9 per cent, 
and the highest 21-9 per cent. 

Madras. 

Here the liability to pay the duty is upon the sup¬ 
pliers who may recover it from consumers. (Elsewhere 
the liability is upon the consumers.) 

The duty was imposed in Madras in the year 1939, 
and the rate of duty at present is 4 anna per unit on ail 
consumption charges at more than 2 annas per unit, 
except sales to certain privileged consumers, such as 
the Central Government and Railways. 

Licensees are exempt from duty in any month if the 
total sales of energy effected by them in the previous 
month, at whatever price, does not exceed 18,606 units. 
However, if at the end of the financial year the total 
sales of energy effected by the licensee at whatever 
price are not less than 200,000 units the licensee is to 
pay the duty in respect of any month or months com¬ 
prised in such year in which the sales of energy effected 
by him did not exceed 18,666 units. 

The percentage of duty to the power costs vary from 
4-2 per cent, to 12 per cent. 

Bihar. 

A duty on electricity was imposed on Bihar from 
1st October 1948. The rate then was £ anna per unit on 
all energy sold except to certain classes of consumers, 
namely Government, Railway, Municipality, etc. This 
rate was increased to f anna per unit with effect from 
1st April 1053. 

The percentage of duty collected in relation to power 
costs ranges from 4} per cent, to 8J per cent. 

Madhya Pradesh. 

An electricity duty was first introduced in Madhya 
Pradesh in October, 1949, vide the C. P. & Berar Elec¬ 
tricity Duty Act. 

The rate of duty at present in force is Rs. 0-1-0 per 
unit of electrical energy sold for lights and fans or any 


other appliance connected to a lighting circuit, exclusive 
of the following classes of consumption for lights and 
fans, namely: — 

(a) Consumption for street lighting or consumption 

in market place or any other places of public 
resort, maintained by a local authority. 

( b ) Consumption for indicating lamps, pilot lamps 

and signal circuits using lamps for the pur¬ 
pose. 

(c) Consumption for purposes of the State Govern¬ 

ment, Union Government and Railways. 

(d) Consumption for industrial purposes, except 

energy consumed in the residence of an em¬ 
ployee of an industrial concern. 

(e) Any other class of consumption as may be 

specified by the State Government. 

The percentage of duty collected to total power costs 
works out between 11 and 12 per cent. 

As far as this Federation is aware, a tax on electrical 
energy exists in no other State. 

PART VI.—LOCAL TAXATION. 

In this section, the Federation is primarily concerned 
with octroi and terminal taxes on materials used by 
electric supply undertakings (in one case octroi is even 
being sought to be imposed on electrical energy itself), 
and with the basis of assessment of properties employed 
in Electric service. Some general remarks are also 
offered on the recommendations of the Local Finance 
Enquiry Committee. These points can be conveniently 
dealt with under, say, Questions 190, 195 (a), 201, 204, 
210 and 227. 

Question 190. — Is there failure to prevent the devolu¬ 
tion of unsuitable taxes ? In other words, are taxes 
allowed to be levied which are manifestly unsuit¬ 
able for levy by the particular category of local 
bodies ? Please give instances. 

The indiscriminate levy of octroi by Local Authori¬ 
ties has actually led to one Municipality to seek to 
impose an octroi duty on electrical energy itself. Such 
an impost is manifestly unsuitable. For one thing, it is 
doubtful whether electrical energy can at all be con¬ 
sidered ‘ goods ’ in the ordinary sense, and for another 
such a form of octroi would have all-India repercussions, 
and result in greater power costs. A Court case is now 
pending. A definite embargo should be placed on such 
octroi being levied. 

Question 195 (a).— Is there in your opinion defective co¬ 
ordination — fiscal, administrative or other—between 
particular local taxes and allied State or Central 
taxes ? Please give instances and point out the 
nature and order of the detrimental effect, if any, on 
the public or on trade, industry, etc. What remedies 
would you suggest ? 

Although an Electricity Duty is already in being in 
many States, the Electric Supply Undertakings are also 
subject to levy of octroi on materials used by them and 
which are imported into their area. With the end pro¬ 
duct already being subject to a heavy Electricity Duty 
it- is only appropriate that the Industry should obtain 
exemption from other forms of imports. 

The octroi is particularly onerous when applied to 
basic commodities like coal and fuel oil and also Mains 
materials used for distribution of energy. It is there¬ 
fore for consideration that, at least, such basic materials 
as fuel should be out of bounds of Local Authorities in 
levying' octroi. 

Question 201. — If the question of valuation was confined 
to the levy of urban immovable property tax by 
States and general property tax by local bodies 
what basis would you adopt: capital value or annual 
rental value ? Do you agree with the recommenda¬ 
tion of the Local Finance Enquiry Committee that 
“ there should be no change from the well-tried basis 
of rent to the more or less uncertain basis of capital 
value ”, but that where “ municipalities are actually 
adopting capital value as the basis and there is no 
complaint, that basis may continue ” ? 

While the question raises discussion on the merits 
and demerits of municipal assessment on rental 
value versus capital value, one Local Authority has 
endeavoured to assess the local Electric Supply Company 
on the basis of the profits earned. The method used is 
known in England as the “ profits method ”. The legality 
of this in India is being contested in Court. In any 
event this method of assessment appears irrational as it 
puts a premium on inefficiency, and at least on this score 
should be condemned outright. 

It is submitted that the proper basis of assessment is 
always on rental value. 

Question 204. —Should property tax be progressive ? if 
so, how and to what extent ? 

Property tax should not be progressive. For electric 
supply concerns this would mean that the more they 
expanded their service the greater the incidence of tax, 
i.e., a tax on progress. 
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Question 210 .—Does your examination lead to the con¬ 
clusion that both octroi and terminal taxes are un¬ 
suitable as forms of local taxation and should, there¬ 
fore be abolished ? If so, what substitutes would 
you recommend ? Do you consider the suggestion 
that local bodies should be allowed to levy sur¬ 
charges on sales tax feasible and desirable ? 

With the scope and functions of Local Authorities 
becoming increasingly wider, there would seem to be 
need for the existing system of municipal finances to 
be made more flexible so as to meet the needs of progres¬ 
sive communities. The modern tendency of Local Autho¬ 
rities’ finances is towards simplification and unification. 
This would involve the narrowing of the taxes levied 
by the Local Authorities and the consequent increase on 
their dependence on financial aid from Government. 
The method of augmenting the financial resources of 
Local Authorities by grants-in-aid has certain advan¬ 
tages over assigned revenues, as under this system it 
would be possible to adjust the grant of financial assis¬ 
tance suited to the needs of each Local Authority and 
also it would be possible to exert an overall control 
over their activities, thus preventing abuse. This 
method of financing could be buttressed by a share in 
the taxes of State Governments. 

Octroi Duty is now the backbone of Local Authority 
finance. This form of duty, however, has been very 
widely criticised as constituting a serious inconvenience 
and interference to trade and industry. The demand 
for the abolition of this form of taxation is therefore 
widespread. This form of taxation has ceased to be in 
operation in other progressive countries and public 
opinion in this country, too, is in favour of its abolition 
as being an antiquated and cumbersome levy. 

It is pertinent here to refer to Article 301 of the 
Constitution Act. This lays down that “ trade, com¬ 
merce and intercourse throughout the territory of India 
shall be free ”, Continuance of Octroi duties or terminal 
taxes constitutes interference with this freedom and 
thus nullifies the intentions of the framers of the Con¬ 
stitution, unless held ultra vires of the Constitution. 

If this form of taxation is objectionable as applied to 
Industry generally, its application to the Electric Supply 
Industry is more objectionable. It is the accepted policy 
of Government to make available a prime tool of produc¬ 
tion like electrical energy at as cheap a rate as possible 
and the Industry is no less eager to achieve this. 
Question 227 .—Have you any comments, not already 

covered by your answers, to make on the recommen¬ 
dations of the Local Finance Enquiry Committee in 

so far as they are relevant to local taxation ? 

The Local Finance Enquiry Committee was primarily 
constituted with a view to finding the wherewithal to 
meet the growing obligations of the Local Authorities. 
The majority of the Committee have, therefore, inter¬ 
preted their major task as one of discovering sources 
of income to meet the pressing needs of Local Authori¬ 
ties. If, with this background, the report is to be judged, 
the Committee have produced a comprehensive docu¬ 
ment. In doing so, however, they have not given ade¬ 
quate consideration to the harm the ever widening ten¬ 
tacles of octroi is doing in strengthening a barrier of 
free trade long since abolished in most civilized 
countries. 

There can be no two opinions about the need for 
securing substantial additions to local finance, but 
whether some of the methods suggested by the Com¬ 
mittee are best to meet this is a matter for doubt. 

Among the sources of revenue recommended by the 
Local Finance Enquiry Committee for relegation to Local 
Authorities, specific reference must be made to taxes on 
the consumption of electricity (State List—Item 53). 

The proposed transfer of taxes on the consumption 
or sale of electricity to Local Bodies is anathema to the 
Electric Supply Industry as if this, orginally temporary, 
form of impost on the basic and essential public service 
of electric supply is assigned to the Local Authorities 
it is likely to be perpetuated, and moreover in wide¬ 
spread and widely differing forms. This would do great 
disservice to users of a prime tool of production—which 
electricity is—and be likely to cause migration of 
industry. Electricity Duty when levied by State Govern¬ 
ments is bad enough, and if this source of revenue is to 
be transferred to Local Authorities, infinitely more harm 
will result to the fabric of a primary industry in the 
country. 

The Local Finance Enquiry Committee’s Report makes 
an interesting reference to the future of Local Autho¬ 
rities in the field of electric supply in the context of the 
Electricity (Supply) Act. 

Under the provisions of the Indian Electricity Act, 
1910, the first option to purchase of a licensee’s under¬ 
taking either on revocation of license or at the expiry 
of its period rested, generally, with the Local Authority. 
This right was transferred outright to the State Electri¬ 
city Boards, vide Section 71 of the Electricity (Supply) 
Act, 1948. The overall effect of this is that hereafter 
the electric supply undertakings will no longer auto¬ 


matically come into the possession of Local Authorities, 
The Committee have t xpressed the view that this limita¬ 
tion should not apply in regard to Local Authorities. 

It is felt that the Local Finance Enquiry Committee 
in commenting upon the question have not had the 
benefit of the same intimate knowledge of electric supply 
activities and problems, as had the Central Government 
when they made the considered change in the law under 
Section 71 of the 1948 Act. Any suggestion to revert 
the broad principles laid down in the Electricity (Supply) 
Act in favour of Local Authorities could only be with a 
view to enabling the latter to make greater profits out 
of Electric Supply than could the erstwhile owners, 
whose profits were controlled by the law. Since muni¬ 
cipal profits are not so controlled this would result in 
giving blessing to higher charges for electricity, and 
should be resisted. 

(Supplementary information by letter, dated 30th 
Se%tember 1053.) 

EU ctricity duty. 

Please refer to this Federation’s Memorandum, dated 
18th September, replying to certain parts of the Taxa¬ 
tion Enquiry Commiss on’s questionnaire. 

The Federation ha; since been advised that there 
exists an Electricity Duty in the case of one Licensee in 
PEPSU (the one operating in Bhatinda) in the form of 
a Royalty under his license of 3 pies per unit on Lights 
and Fans consumption and 3 per cent, of income from 
industrial and bulk load. Such royalty being a legacy 
from the days when the Electric License was given by 
a Princely State is a l anachronism, and whatever is 
decided in the case of electricity duties elsewhere should 
be applicable in lieu o:' royalty in this case also. 

(Supplementary information by letter , dated 19th 
November 1953.) 

In connection with the Federation’s Memorandum to 
the Commission, I hav: been endeavouring to ascertain 
the practice in vogue in other countries regarding duty 
on electricity. I enclose, for your information, an 
extract from a letter, dated 6th November received 
from the Electricity Supply Association of Australia.. 

“ There is no direct tax in any State of the Com¬ 
monwealth of Aust -alia on the sale of electricity nor 
has there been a si ggestion to my knowledge at any 
time that there should be. 

“In Australia elictricity supply is mainly in the 
hands of Governmental or Municipal (local govern¬ 
ment) Authorities, but in the more remote areas 
supply is frequently given under statutory authority 
by private enterpiise, but this represents a very 
minor proportion cnly. 

“In their operations, Governmental and Munici¬ 
pal electricity supply authorities are exempt from 
income taxation, tney do not pay municipal rates, 
they are exempt fiom payment of sales tax on the 
purchase of materi fls normally subject to sales tax. 
They are, however, subject to the general provisions 
of our Customs Tariffs in regard to imported 
materials, although not all plant and materials im- * 
ported are dutiab e, and they also pay to the 
Commonwealth in harmony with all employers 
whose weekly paj-roll exceeds £80 per week, a 
pay-roll tax of 2A per cent.” 

(Supplementary information by letter, dated 20th 
Not ember 1953.) 

Electricity Duty. 

Further to my lettei of 19th November reporting on 
the practice in Australia over taxation on electrical 
energy, I understand from the Hydro-Electric Power 
Commission of Ontario that electrical energy as such 
is not taxed in any f irm within that Province. The 
Commission are howeve r required to pay to the affected 
Dominion or Provincial controlling authority rentals for 
the use of water for the operation of their hydraulic 
Generating Stations, ba,;ed on kilowatts of production. 

(Supplementary information by letter, dated 19th 
April 1954.) 

Deffere i Tax Reserve. 

In this Federation’s Memorandum to your Commis¬ 
sion the problem of del erred tax liability which afflicts 
the Electric Supply Ind jstry was specially high lighted 
and this was fully gone into when representatives from 
the Federation gave evi ience before the Commission on 
9th February 1954. 

A similar problem in the United States has been 
dealt with by the U. S. Federal Power Commission in 
favour of the Electric Supply Industry there, and for 
your information (I enclose an extract from the Public 
Utilities Fortnightly of 4th March reporting the decision 
of the Federal Power Commission. 

It is hoped that this report may be of assistance to 
your Commission in m iking their recommendations to 
the Government of India. 
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(Extract from Public Utilities Fortnigthly of 4th March, 

1954.) 

Federal Power Commission Rules on Rate Consequences 
of Accelerated Amortization. 

The Federal Power Commission recently expressed 
its views on the treatment of accelerated amortization 
in rate cases. The accounting aspects of the situation, 
the commission said, would be treated in a later proceed¬ 
ing. 

No Rate Reduction .—One of the principal matters 
considered was whether a rate reduction should be 
required during the amortization period. The Com¬ 
mission ruled rates should not be reduced during the 
5-year period in which the defense facilities would be 
written off, notwithstanding the substantial tax savings 
experienced, because of the abnormal depreciation. 
Congress, the Commission slaid, did not forgive but 
merely deferred the taxes which would have become 
due during the 5-year period. Assuming that the tax 
rate will not change there would be no ultimate tax 
savings to the utility. 

Interest Free Loan .—Any other view, the Commission 
continued, would result in a cash donation to the Parti- 
cular persons who happened to be customers during the 
5-year period. The effect of the tax deferred was 
described as a “ grant by our government to a certificate 
holder of an interest-free loan 

The Commission did not consider that it had the 
authority to question the wisdom of the government 


agency which awarded the emergency certificate or t 
right to speculate on whether there would be a reductl 
in the income tax rate. The annual depreciation char 
for rate making would be related to the service life 
the property notwithstanding the fact that a differe 
basis would be used for tax purposes. 

Return on Tax-Savings.—Finally, the Commissic 
disposed of the question as to whether a return shou 
be allowed on the income tax savings accruing dunr 
the 5-year period. In answering this question in ti 
affirmative, the Commission overruled a contention th; 
these savings are customer contributions and said th; 
as long as the funds are invested in used and usefi 
plant, a return should be allowed. 

A strong dissenting opinion by Commissioner Dot 
challenged the majority’s reasoning on the deferre 
taxes. He contended that the accelerated amortizatio 
should be recognised in fixing rates. The tax saving; 
he said, “ has none of the characteristics of a loan, du 
date, amount certain, etc.”. 

The Commissioner gave his answer to the questioi 
in these words: 

To me, the problem would best be handled by thi 
allowance of accelerated depreciation expense and th; 
deduction of the resulting depreciation reserve from th< 
rate base in the fixing of just and reasonable rates. 

Re Treatment of Federal Income Taxes, Docke' 
No. R-126, Opinion No. 264, December 4, 1953. 


Federation of Motor Transport Associations, Bombay. 

Replies to the Questionnaire or the Taxation Enquiry Commission. 
Taxes on Motor and other Vehicles. 


Question No. 168.—Taking into account (a) the several 
taxes, Central, State and Local, which affect motor 
transport directly and business, trade, etc., indirect¬ 
ly, (b) the variation in some of these taxes from 
region to region and between different categories 
of vehicles, and (c) the relative financial needs of 
the different taxing authorities, both generally and, 
in particular, for the maintenance, improvement 
and extension of roads, what changes, if any, would 
you introduce in the present system of motor 
vehicle taxation ? 

Taxes on motor transport vehicles are not funda¬ 
mentally a tax on a commodity or article, but are rather 
a tax on transport, and thus constitute a levy on the 
goods, commodities or persons carried The cost of 
transport including the taxes levied on it thus directly 
affect the cost of living, the health, the education and 
well being of everyone of the nation s millions of 
citizens. 

We also feel that the present inadequacy °f trans- 
Dort is seriously curtailing the nation s development and 
preventing the raising of living standards In many 
regions, roads or other transport are nonexistent or so 
poor that transportation costs are prohibitive. Produc 
tion must then be on a very limited sectional scale which 
naturallv cuts down on the number of consumers. 
Millions of people living in those parts of the continent 
exist in closed circles barely producing what they them¬ 
selves can consume and are prevented from extending 
their field of operations. Their production of necessity 
must be matched to their wants even though the local 
productive facilities be unsuitable. They are prevented 
from utilising their productive facilities most efficiently 
due to lack of transport to move it to consuming areas. 
Thus we have the fishing industry in India practically 
undeveloped due to the restricted market which can be 
served from the country’s coast line, and fruit in 
Northern India being left to rot or used as fertilizer as 
cheap and efficient transport is not available for it to 
reach the other parts of India at a reasonable cost. 

We, therefore, urge that it is essential that all trans¬ 
port including motor transport and the taxes thereon be 
placed under the direct control of the Central Govern¬ 
ment. The present policy of allowing motor transport 
to be taxed not only by the Centre, but also the States, 
the Local Boards and Municipalities should be changed, 
and only taxation by the Centre permitted. All means 
of transport be it rail, air, water or road are equally 
important and essential to the country’s economy and 
the welfare of the people, and only the highest authority, 
viz., the Central Government should be empowered to 
co-ordinate, control, develop and levy taxes on it. 

Railways, airlines and shipping companies are already 
so run, and state or local taxes are not leviable on them. 
Port Trusts and airfields do make charges, but these 
are only for facilities provided and do not constitute 
taxation in any concept. We maintain that motor 
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transport being equally essential should be equally 
treated. 

What degree of uniformity do your suggestions involve ? 

As mentioned previously we feel that complete uni¬ 
formity is essential and in our opinion this can only be 
achieved by all taxation authority being concentrated 
in the Central Government. 

Instead of several taxes by different authorities, a con¬ 
solidated tax has been suggested; do you consider 
this feasible? 

We believe that a consolidated tax under the Central 
Government would present no unusual difficulties. rne 
various States and if necessary Municipalities could be 
called on to act as agents of the Central Government in 
tax collection particularly if as we suggest all proceeds 
from motor vehicle taxation be statutorily allocated. 

How would you apportion the proceeds among the 
different authorities concerned ? 

We recommend that the proceeds of motor vehicle 
taxation be allocated under only two heads . 

(a) A fair contribution, on the same basis as other 

essential industries, to general revenues. 

From such general revenues, towns and muni¬ 
cipalities may when necessary be given 
advances to compensate them for loss of 
revenue from municipal wheel taxes, octroi, 
and terminal taxes which we strongly recom¬ 
mend be eliminated. In this respect we agree 
completely with the findings and recommenda¬ 
tions of the M.V.T.E.C. 

(b) A revenue sufficient and specifically allocated 

to the development and expansion of the 
motor transport industry itself through the 
construction and maintenance of an adequate 
road system. Inland transport is grossly 
inadequate for the country’s needs and expan¬ 
sion of the railway network does not seem a 
practical solution as even the present track¬ 
age and facilities are not being used to the 
fullest extent due to lack of rolling stock, 
and modernization of their present trackage 
and facilities. Due to the capital investment 
required this will take a considerable period 
of time. Due to the greater flexibility and 
relatively lighter capital requirements motor 
transport can be rapidly expanded. 

Generally speaking we agree with the recommenda¬ 
tions of the M.V.T.E.C. regarding actual taxes to be 
levied. 

CENTRAL TAXES. 

1. Customs duty on motor spirit at 30 per cent, ad 
valorem to remain as at present. 

(Note, —This to be credited to general revenues.) 

36 
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2. We recommend that the Central Excise on motor 
spirit be reduced by annas two per gallon which is 
urgently needed to reduce operating costs and thus assist 
the expansion ot motor transport. In our opinion the 
expansion of the industry could better be encouraged 
by lowering the price of vehicles through a lowering of 
customs duty on motor vehicles, spare parts and 
accessories, but Government’s recently announced 
decision on the report of the Tariff Commission on the 
automobile industry apparently precludes this, so a 
reduction in running costs is the only alternative. 

3. We recommend that Central Excise on tyres be 
revised as follows : 


and collected by the Central Government or the States 
acting as agents of the Central Go vernment. 

Class of Motor (Maximum) yearly Remarks 

Vehicles tax 


A.—Vehicles using 
Motor spirit as fuel 
only. 

1. Motorcycles . Rs, is flat rate Note.—See B below 

for taxation of 
motor vehicles us¬ 
ing other fuels. 


(a) Cycle tyres and tubes. —As cycles provide the 

so-called poor man’s transport, we recommend 
that the present excise be reduced from 15 per 
cent, to a nominal 5 per cent. 

(b) Passenger tyres and tubes. —We agree that 

these remain as at present at 30 per cent. 


2. Motor cycle com- Rs. 24 flat rate 
binations (for 
private use). 


(c) Giant tyres and tubes. —To afford a reduction 

in running costs and thus eneburage the. 
expansion of the industry, we recommend 
that the Excise be reduced from the present 
rate of 30 per cent, to 20 per cent., which 
will also more nearly conform with the 
Customs duty levied on railway equipment. 

(d) (i) Farm Tractor and Implement tyres and 

tubes, 

(ii) Earthmoving and Off-the-Road tyres and 
tubes, 


3. Motor cars* 
(Private motor 
vehicles). 


(iii) Animal Drawn Vehicle, Hand Cart and 

Industrial tyres and tubes, 

(iv) Aero tyres and tubes. 

We _ recommend that no Excise be levied, as 
with the exception of Animal Drawn Vehicle 
and Hand Cart tyres and tubes which it is in 
the interest of the country to encourage the 
use of, the balance are not customarily used 
on roads, and are used in projects essential to 
the country’s development, 

(e) We recommend that all tyres supplied to manu¬ 
facturers for fitment on new vehicles be 
exempt from Excise Tax as being a practical 
way to lower present vehicle prices and so 
encourage their purchase and use. As all 
tyres are identifiable by serial numbers and 
supplies are made to vehicle manufacturers 
direct from the four Tyre Companies only, 
this should be very easy to control. 


4. Goods vehicles 
(Public and Pri¬ 
vate). 


(/) Retreaded Tyres. —During the past five years, 
the progress of retreading tyres has greatly 
increased which we think constitutes a desir¬ 
able saving in materials. At the same time 
there is a wide disparity between the price of 
a new tyre and the price of a retreaded tyre 
which we recommend be in some measure 
equalized by also levying an excise duty on 
retreaded passenger tyres of 10 per cent, and 
in the case of giant tyres 10 per cent., this 
tax to be levied on the then current price of 
a new tyre as * }lis is a constant value. As 
there are comparatively few retreading shops 
in operation, and as they are practically all 
located in large centres, collection of this 
£ Juu^' lorla l tax should not entail much 
difficulty. 


5. Public Passenger 
vehicle. 


Rs. 15 for every 
500 lbs. unladen 
weight or part 
thereof npto 2,500 
lbs. plus Rs. 25 
for every addi¬ 
tional 500 lbs. un¬ 
laden weight or 
part thereof, be¬ 
yond 2,500 ibs. 

I'pto 1,000 lbs. li¬ 
censed laden 
weight Rs. 100, 
1,000 lbs. to 4,000 
lbs. Rs. 100 plus 
Rs. 20 for every 
additional 500 lbs. 
or part thereof. 
Tax on 4,000 lbs. 
Rs. 220, 4.000 lbs. 
to 8,000 lbs. 
Rs. 220 plus 
Rs. 25 for every 
additional 500 lbs. 
or part thereof. 
Tax on 8,000 Ibs- 
Rs. 420, 8,000 lbs. 
to 18,000 lbs. 
Rs. 420 plus Rs.30 
for every addi¬ 
tional 500 lbs. 
or part thereof. 
Tax on 18,000 lbs. 
Rs. 1,020, 18,000 
lbs. and over 
Rs. 1,020 plus 
Rs. 100 for every 
additional 500 lbs. 
or part thereof. 

Licensed capacity 
including stand¬ 
ing passengers but 
excluding driver 
and conductor if 
shown in the li¬ 
cence : 


Motor cycle combi¬ 
nations, tri-cycles, 
tonga taxis, deli¬ 
very vans with 
these vehicles, and 
all two or three 
wheeled motor 
vehicles plying for 
hire or reward are 
to be taxed under 
items 4 and 5. 

*If licensed for use, 
for hire or reward 
these are to be 
taxed under items 
4 and 5. 


( 9 ) We recommend all Excise on new and retreaded 
tyres and tubes be credited to a non-lapsing 
Road Fund at the Centre. 

4. In our opinion Customs duty and Excise on motor 
vehicles, parts and accessories may be apportioned to 
central revenues. 


STATE TAXES. 

While the M.V.T.E.C. recommended two State taxe 
on motor transport, we recommend that these shouh 
both be levied by the Centre. 

agree with the recommendation of thi 
M.V.T.E.C that the States’ fuel tax should be fixed a 
present at 6 annas per gallon on motor spirit to replaci 
all existing sales taxes on motor spirit in the variou 
siates. 

2 ; ° f motor transport being actually a service 

we feel that the States’ sales tax on trucks and buse 
should be eliminated. The State’s sales tax on moto 
cycles, motor cycle combinations and motor cars fo 
private use may remain, but the rate should be set 01 
the same level as for other non-luxury goods. 

3. We recommend that the motor vehicle tai 
suggested by the M.V.T.E.C. be adopted, but as with al 
other taxes on motor transport it should be determine! 


(i) cabs (contract 3 to 4 persons Includes tonga taxis 

carriages). 3 wheelers Rs 200 & light cars not 

4 wheelers Rs 300 over 2,500 Ibs. un¬ 
laden weight. 

4 to 8 persons : Includes 4 seaters 
Rs. 400 plus Rs.50 over 2,500 lbs. 
for every addi- unladen weight, 
tional beyond 8. 

Tax for 8 sea ter 
cab Rs. 600. 

(ii) Buses (Stage 8 to 26 persons 

carriages) Rs. 600 plus Rs. 80 

for every additional 
person beyond 8. 

Tax for 26 seater 
bus Rs. 2,040. 

26 to 32 persons 
Rs. 2,040 plus 
Rs. 60 for every 
additional person 
beyond 26. Tax 
for 32 seater bus 
Rs. 2,400. 

32porsons and above 
Rs. 2,400 plus 
Rs. 40 for every 
additional person 
beyond 32. 
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Class of Motor (Maximum yearly 

Vehicles. tax. 


Remarks. 


/,'.— Vehicles using 
/ in Is other than 
Motor spirit 

1. Motor cycle No surcharge 

2. Motor cycle combinations ,, ,, 

3. Motor cars 

4. Goods vehicle (Public Taxes as in A, plus 

and Private crrricrs). a surcharge of 
Its. 500 per annum. 


transport, generally formulate standards and provide 
research, a central boaid should be set up comparable 
to the Bureau of Public Roads in the U.S.A. and the 
Railway Board in India to be assisted by a Transport 
Advisory Board comprising of business, transport and 
producers’ interests. The Roads Organisation of the 
Ministry of Transport should be transferred to this 
Board and function with it. 

We may add that in our opinion the construction 
of new roads, as with construction of railway lines and 
port trusts cannot adequately be financed out of revenue 
but should if possible be financed out of road loans. 


5. Passenger vehicles: 

(i) Cabs No sur -barge. 

(ii) Buses (Stage Taxes as in A, pins 

carriages). a surcharge of 

Rs. SOU per annum. 


We recommend that the Fuel Tax of 6 annas a 
gallon and the motor vehicle tax should be paid into the 
various States Road Funds which in our opinion should 
be made non-lapsible. 

LOCAL TAXES. 

We heartily concur with the recommendations of the 
M.V.T.E.C. that all local, octroi terminal and other local 
taxes be abolished. They are completely inconsistent, 
irrational and definitely harmful to the free How of 
trade. The delays caused to commercial traffic at 
octroi posts are even more harmful than the tuxes 
themselves, evasions are common and the cost of collec¬ 
tion high. 

Although their development has not yet started in 
India, we believe the principal behind the construction 
of toll roads and toll bridges should be recognised, and 
we would recommend that a standard contract be drawn 
up governing such construction and limiting the toll 
charges to investment recovery, necessary expenses, and 
a reasonable and somewhat attractive return of say 
C per cent, on the invested capital. 

Question No. 169 .—To what exient and in what manner, 
in your view, should the proceeds from motor 
vehicles taxation be earmarked for road mainic- 
nance and development. 

We have in our reply co Question 133 made sugges¬ 
tions as to the apportionment of motor vehicle transport 
tax proceeds among the different authorities concerned. 
In our opinion, all proceeds except the contributions to 
Central revenues from customs duty on petrol and 
customs duty and excise on motor vehicles, parts and 
accessories excluding excise on tyres and tubes should 
be specifically earmarked for road maintenance and 
development. Non-lapsing road funds should be created 
in each of the various states and at the Centre. To 
administer and allocate these funds, to control motor 


Question No. 170 .— Have you any specific comments to 
11 talcs on the main recommendations of the Motor 
Vehicles Taxation Enquiry Committee, 1950 ? 

1- We agree that a further amount of 4J annas per 
gallon in addition to the present 21 annas per gallon 
out of the customs and excise duty on motor spirit 
should be cruuitcd to non lapsible road funds. 

2. We agree with the principle that motor spirit 
prices should be tile same throughout India but we feel 
that this levelling should be done by the Oil Companies 
themselves rather than by the levying of a “ transport 
cess ” of 11 annas per gallon on motor spirit by the 
Centre, with these proceeds being used to pay the cost 
of transporta.ion. We believe that the Oil Companies 
couid accomplish this most efficiently and at least cost 
by incorporating me transport charges into their normal 
distributing expenses, and they should be asked to do 
this and be permitted to adjust their prices to provide 
for the additional cost. 

Question No. 17i. - -Have you any suggestion to make 
i'."u ,the extension of taxation to, or increase 
°J fit esc m Uu-t, turn on, users of roads other than 
motor vcii.vies ? 

}■ We reconinie, :<i that taxation be extended to 
Animal Drawn Vehicles as they use roads extensively 
and bullock carts m particular are responsible for much 
road damage.^ We agree with the recommendations of 
the M.V.T.E.C. that carts plying in or near towns should 
be reasonably taxed, and we consider that Rs. 120 per 
year could be entirely justified. The use of rubber tyres 
on carts should be encouraged by a rebate on this taxa¬ 
tion and we would recommend a rebate in amount of 
Rs. 84 lowering the tax on a rubber tyred cart to Rs 36 
per year. 

2. We also agree with the M.V.T.E.C. that cultivators’ 
carts,should no. be taxed, but a road cess of one anna 
in the rupye on land revenue should be imposed for 
roaa use and availability. 

3. yVe would recommend that the taxing authorities 
on .ammat drawn vehicles be the towns and munici¬ 
palities and tnat the proceeds should be paid into non- 
lapsing road funds. 


Indian Banks Association* 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


Question No. 69, read with Questions 18 and 33. 

Reply.—Under the recently amended Section 49D, 
banking profits of foreign branches will be liable to the' 
highei of the two taxes payable in the foreign country 
concerned and in India. If there is no income-tax in 
roe . ei § n country concerned, Indian tax will be pay¬ 
able in full. This amendment, however, does not go 
far enough to encourage banks to develop their over¬ 
seas banking business. Foreign profits of Indian bank¬ 
ing companies ought to be fully exempt from the Indian 
" lth u V1 ! w to encouraging them to establish 
branches abroad, as this will enable them to obtain 
foreign capital for financing new industries in this 
country In this connection, it may be pointed out 
that banks s.and on a difierent footing from other busi- 
, fo . rei gn branches, as banks deal in money 

canit^ fL a °n ; m '- rade 18 Q° ney itself ’ which Provides 
capital for all businesses. At this juncture, when it is 

^eved that India itself has not money enough to pro- 

conditffin/ 1 ^ 1 !! ne6ds 31ld schemes for betterment of 
°* th , e passes, every encouragement should 
wn.mT 3 - 11 t0 ban Ji s . to establish overseas branches, which 
would increase their resources and enable them to lend 
to J arge and small-scale industries. Establishing 
is S branches is a costly business and unless there 

com S rn e ; . ndUCemen to ?° ln for them ’ most banking 
oSe m this m coLtry. V6ntUre l ° their businass 

Question No. 82(a), read with Questions 15, 86 and 99. 

Reply.—Banks are experiencing a very difficult time 
at preseent. With the Industrial Tribunals on the one 
hand, the inquisitorial methods of the Income-tax 
Department on the other and the diminishing sense of 
discipline and devotion to duty among the staff in addi¬ 
tion, the Management has to waste every day a good 


ueal of its time on fruitless, unremunerative work, 
itiere are cases in which Income-tax assessment pro¬ 
ceedings oi public banking companies have been dragged 
on for nearly two years and assessments for four or five 
years remain undisposed of. This enormous delay in 
ot a bank’s assessment is unfair and 
>auoes hardship as, unlike other assessees, large bank- 
■n r !“ r 3 ' wiuch support Government by holding 
M L nfSlI rupuea woGh of Government of 
bodies Loans and loans issued by public 

oans loklfs w i llle arawin S interest on these 

mfri laiLhs ot rupees by way of income-tax 

’SO i;,i-h« e i i i\ anCe pay j?- eats which may amount to over 
finni I case of a Iar S e banking company, need 

irv adjust T iU as eaily 33 Possible. It is very neces- 
oaffies ^® m P ,ete the assessments of public banking com- 
■oncer'nod tav a poss - 1 i? ,e * wUhin the assessment year 
n omo n .’, t bo<au3e with a very nearly 50 per cent 

to"be iii a^osiUon n 6 ' r Pr0f !u S '- these com Panies ought 
ij dc in a posiuon ,o Know their exact state of affairs 

as early as possible. This delay in assessment results 
Irorn the unnecessary, inquisitorial methods adopted by 
the assessing officers who ought to be instructed to rely 
cn auiy audited accounts of public banking companies 
without wasting ,ime on requisitions for a list of 
hundreds or thousands of persons whose debts have 
been wnt.en oh, with all details about the circumstance! 
ll-in'k ' 1 ’ 1 the 1 P ai5: ' ! were granted and written off Big 
banks nave a large number of branches and years can 
be easily wasted and are wasted, in fact, in calling for 
I his and similar kinds of information, which has to be 
collected from the branches concerned Details of 
expenses of all kinds, such as those for opening new 
branches, are called for and time is wasted on Th! 
principle of requiring proofs for everything Strict in 
structions ought to be issued to assessing offices To 
deal with assessments of public banking companies as 

26 4 
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expeditiously as possible, accepting their returns of 
income and calling for only such information as is 
absolutely necessary. There can be no reason to doubt 
writing olf of bad debts by such companies and to waste 
time in calling for details of all kinds. With an advance 
deduction of tax at source of about 50 lakhs, if assess¬ 
ments for four years are kept pending, two crores of 
profits are locked up and, especially in adverse times, 
when losses are sulfered, big banks are financially badly 
hit, if such large amounts are kept back from them for 
such long periods. Unfortunately, it is generally when 
losses are suffered that assessment proceedings are 
allowed to drag on. The Income-tax Officers ought to 
be instructed to make use of Section 23(1) of the Income- 
tax Act as far as possible in assessing banking com¬ 
panies, barring exceptional cases. 

Attention is also invited to the fact that the Income- 
tax Officers have been allowing bad debts only after 
calling tor elaborate proof that they are irrecoverable 
and very often compel banks to institute court proceed¬ 
ings and incur avoidable expenses to prove to the 
Income-tax Officers that the debts in fact have been 
irrecoverable, even where the banks are satisfied that 
the borrowers have absolutely no means to pay and 


change in its Income-tax Law. The point to bear in 
mind in this connection is that there is, really speaking, 
no sacrifice of Government revenue, the collection of 
which is merely postponed for a time. Just as there 
are advance payments of Income-tax, this is merely an 
advance allowance for anticipated losses on account of 
bad debts, but its eifec: on banking business will be 
most salubrious and wi 1, at times, save many banks 
and their depositors, crjditors and shareholders from 
ruin. 

The U.S.A. provisions need not be adopted here in 
toto and they may be simplified by cutting down the 
period of 20 years to 10 or the number of years a bank 
has been already in existence, if it is less than 10. The 
ceiling and the percentage as fixed in the U.S.A., how¬ 
ever, seem reasonable and suitable for this country also. 
A necessary adoitionai piovision will be to allow a Bank 
to claim the actual loss sulfered in a year in case it 
exceeds the available reserve to the extent of the excess 
over the reserve already allowed. 

II may be noted that the percentage and the ceiling 
will not be constant but will vary each year and will 
have to be computed a id fixed at the time of each 
assessment. 


that incurring further court expenses would mean 
throwing away good money after bad. 

Attention is invited to the special provisions of the 
Income-tax laws of the United States of America for 
Banking Institutions, with the object of encouraging 
them to build up rapidly special reserves to meet all 
emergencies and particularly losses which arise on a 
large scale in the case of such national calamities as 
betook India in 1946 and 1947 during the pre-parti¬ 
tion and ante-partition periods. The communal riots in 
those days meant very widespread destruction of pro¬ 
perty, on the security of which Banks had advanced 
large sums of money for trade purposes, in the course 
of their ordinary banking business. Several Banks sus¬ 
tained tremendous losses on this account to the tune of 
several crores of rupees. Again, only a few months 
ago, when the Government raised through the Reserve 
Bank the Bank Rate from 3 to 3i per cent, and, in con¬ 
sequence, prices of Government securities slumped pre¬ 
cipitously overnight, Banks, especially those which had 
a very large holding of several crores of rupees in the 
3 per cent. Government Conversion Loan, incurred 
colossal losses to the tune of crores of rupees. Banking 
institutions everywhere and more particularly in this 
country, are subject to such periodic waves of heavy 
losses. Even the admittedly prosperous and economi¬ 
cally most advanced United States of America was not 
free from such mishaps to the highly organised Banking 
system in that country and about five years ago, as a 
result of repeated representations made by Banking 
institutions there to the Government, special reserves to 
meet bad debts arising in such emergencies were by law 
made allowable as an item of expenditure for Income- 
tax purposes. 

The United States of America Federal Income-Tax 
Law since December 1947 allows banks to build up a 
special reserve for bad debts allowable for income-tax 
purposes as under :— 

The average percentage of bad debts suffered during 
the accounting year and 19 preceding years to the aver¬ 
age of loans advanced during the said period of 20 years 
is to be taken and special reserves to the extent of that 
percentage on the loans outstanding at the end of the 
accounting year is to be allowed as a bad debt reserve 
thus, if the accounting year is say 1950. and the per- 
centage of bad debts suffered to the average of loans 
for the years 1931 to 1950 is say 1 per cent., the reserve 
permissible for 1950 on outstanding loans on 31st Decem- 
ber ot say 200 million dollars, would be two million 
dollars, this allowance is subject to a ceiling of three 
times the percentage arrived at as above on the year 
end loans. Thus, if for the three years 1950, 51 and 
tn 7 ? e r .®f. ervc \ s allowed for income-tax purposes totalled 

' 2 , 10n dollars and if the percentage arrived at for 

her“mri Pei ' l ' ent o a ,a d °^? tandin £ loans on 31st Decem- 
hf r qnn nnn e /n y 230 T“ 10n dollars - the filing would 
°i°o d 1 ° HarS and lf the total reserves up to and 
he, T g 1951 c ° me t0 5.000,000 dollars after deducting 
no' O 100 non CU ? 7 suffered - only 1,900.000 dollars and 
Horno £’£’ 009 j dollars would be permissible. All bad 
debts suffered are to be debited to the said reserve. 

Li our Income-tax Act, only bad and doubtful debts 
actually written off as irrecoverable are permissible and 
banks have no incentive and encouragement to lay by 
f.Hylnmg for a rainy day and when faced with heavy 
V?ci cs such - as illose tha t occurred in 1946-47 and in 
1951 as explained above, there is all likelihood of a 
crash involving financial ruin to thousands of depositors 

the TT h < 5 .. When ? u 1 ch an advanced country like 
the L.S.A. thinks it essential to make a special provision 
in its Income-ffix Law, viz., the Internal Revenue Code 
to encourage Banking institutions there to be prepared 
to meet such contingencies, for a country like India 
where banking failures have been many, there is no 
necessity to make out a case specially for a simila? 


The following matier also, in our opinion, deserves 
the attention of the Commission. Banks are treated as 
dealers in shares and securities under the Privy Council 
decision in the case of :he Punjab Co-operative Bank 
Ltd. A very large amc unt of money deposited with 
banks is held by them invested in Government of India 
and other securities as r art of their stock-in-trade and 
interest and other profit earned by them by dealing in 
them is their business irofit. Recently, however, the 
Calcutta High Court lias, in the ease of the United 
Commercial Bank Ltd., held that the gross receipts of 
banks by way of interest on securities is to be treated as 
their income taxable under Section 8 of the Income-tax 
Act, distinct from their < ther business income and that 
any business loss which is carried forward, cannot be 
set olf against the sad income from interest on 
securities. This decision nost adversely affects all banks 
and if the law requires amendment, it should be amended 
so as to allow interest on securities earned by dealers in 
securities to be treated as business income as is the case 
IP. V-.K. (vide the recent decision of the King’s Bench 
Division in the case of Owen (Inspector of 'faxes) vs. 
Sassoon). It is of paramount importance that banks 
should support Governn ent by investing in Govern- 
ment securities a very substantial part of the money at 
their disposal and nothin z should be done to discourage 
this practice in the least. 

,„.9 n , * r structions in the Income-tax 

Manual, 10th Edition, under Section 8. instructions are 
given by Government 1 1 the effect that no part of 
interest paid by banks in respect of borrowed money 
■should be disallowed on any such ground that a part 
thereof has been invests d in tax-free securities The 
above decision of the Ca cutta High Court further lays 
down, contrary to the above instructions, that interest 
payable by a bank in re: pect of funds invested in tax- 
tree securities is not to be allowed. It is, therefore 
necessary to see that ord irs are issued again to ensure 
mat the existing practice is not interfered with. 

Questions 1(b) and 101. 

Reply.—One of the objectives of a sound taxing 
policy ought to be encouragement of incentives to work, 
to save and to invest. Banking companies are depend¬ 
ent substantially on the incentive to. save and invest. 
Unfortunately, the present taxing policy tends to dis¬ 
courage, instead of encouraging, incentives to save and 
invest as well as to work. The very high rates of 
income-tax do not leave any substantial savings with 
those who have the bes. opportunities and means to 
save. The present era oi high rates of income-taxation 
Si.ar.ed abou, 12 years ago and its effects are gradually 
now beginning to show themselves. One effect has been 
a substantial fall in de losits of banks. It is to be 
feared that the proposed levy of an Estate Duty will 
\v oi sen tiie situation and that in about 10 or 15 years 
more, the high direct taxation of incomes, coupled with 
disappearance of past sa dngs through the levy of the 
Estate Duty, will leave w th honest persons hardly any¬ 
thing to save and invest In our opinion, the levy of 
income-taxation at anything over 50 per cent, at the most 
tends to destroy the incentives to save and invest. We 
are afi aid that ffie combi: led effect of high income-taxa¬ 
tion and Estate Duty will be the drying up of the source 
of revenue of Governmen itself in 15 or 20 years more, 
ihe banking community would most welcome modera¬ 
tion in the rates of income taxation and of Estate Duty 
as its stock-in-trade depends a good deal on incentives 
to save and invest. 

The present taxation policy tends to destroy also 
the incentive to work. As far as human nature is con¬ 
cerned. the major incent ve to work is gain. If from 
a rupee earned, 13J annss are taken away by Govern¬ 
ment, few would care to run the risk of earning 2 h annas 
only, coupled with the da lger of losing a rupee. " 
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idian Banks Association’s Note on the necessity of 
giving tax concessions to banking companies on 
account of their special position. 

In its replies to some questions contained in the 
lestionnaire of the Taxation Enquiry Commission, the 
idian Banks Association suggested that certain tax 
ncessions might be granted to banking companies, 
t the oral evidence given by the representatives of the 
ssociation before the Commission on 26th March 1954, 
member of the Commission expressed the view that the 
x concessions demanded by the Association for bank- 
g companies, if granted to them, would have to be 
Tended to all other joint-stock companies, unless the 
inking companies could show that they held a special 
isition, which was not held by other joint-stock com¬ 
mies and which justified the grant of tax concessions 
banking companies only. The representatives of the 
ssociation stated that banking companies did hold a 
ecial position. Thereupon, the member of the Com¬ 
ission requested that a note explaining the special 
isition might be submitted to the Commission. The 
bowing note gives the desired explanation. 

While each of other joint-stock companies confines 
ielf to a particular activity, banking companies, being 
edit institutions, perform the national service of pro- 
ding a part of the finance required by agriculture, 
ide, commerce and industries, which are carried on 
• individuals, partnership firms and/or joint-stock com- 
nies. Without such finance, all these sectors of the 
tion’s economy would be unable to pursue their respec- 
re activities to the same- extent. Thus, whereas the 
ick-in-trade of other joint-stock companies consists of 
rticular kinds of» goods, the stock-in-trade of banking 
mpanies is money, which is needed by all joint-stock 
mpanies for pursuing their respective activities. This 
seen from the fact mentioned in an article entitled 
Bank Advances : June 1953 ” prepared by the Research 
ipartment of the Reserve Bank of India and published 
the October 1953 issue of the Reserve Bank Bulletin, 
at, on 30 ih June 1953, the total advances of scheduled 
nks amounted to Rs. 544-87 crores, out of which 
vances to industrial concerns amounted to Rs. 188-98 
ires ; the advances made to the cotton industry, jute 
.iustry, other textiles, engineering, sugar, vegetable oil 
lustrv and chemicals and dyes were Rs. 50-76 crores, 

. 11-92 crores, Rs. 12-47 crores, Rs. 14-58 crores, 
32-74 crores, Rs. 8-65 crores and Rs. 8-44 crores 
spectively ; t.he total advances of non-seheduled banks 
rounted to Rs. 41 crores, out of which advances to 
iustrial concerns amounted to Rs. 6-05 crores. The 
ecial position of banking companies and the service 
lich they are rendering to all other joint-stock com- 
nies have been recognised by the Planning Commission, 
■cording to the Five Year Plan, banking companies 
3 expected to make Rs. 150 crores more in the form of 
irking capital available to industrial companies in the 
ivate sector, which has been assigned an important 
le in the Plan. 

Further, the terms of reference of the Committee 
-ently appointed by the Reserve Bank of India, with 
; approval of the Government of India, under the 
airmanship of Mr. A. D. Shroff, bring out the special 
sition of banking companies. The terms are “to 
amine how increased finance, particularly bank 
ance, can be made available to the private sector, 
ough sources other than those which are under the 
isideration of the Taxation Enquiry Commission ”. 
The special position of banking companies is again 
licated by the fact that, while other joint-stock eom- 
nies are subject only to the provisions of the Indian 
mpanies Act, banking companies are subject not only 
the provisions of the Indian Companies Act, but also 
the much stricter provisions of the Banking Com- 
nies Act. Further, additional provisions were incor- 
rated into the latter Act in 1953. so as to impose 
:cial responsibilities, which are very onerous, upon 
: directors of banking companies. Directors of other 
nt-stock companies are free from such responsibilities, 
e more important special responsibilities imposed 
on directors of banking companies, which are in 
uidation, are as follows :—- 

1. The depositions made by directors in their 
examination before a High Court can be used 
in evidence against them in all proceedings, 
civil or criminal. 


2. When a prima facie case is made against a 

Director, the High Court can make an order 
against him to repay and restore the money 
or property, unless he proves that he is not 
liable to make the repayment or restoration 
either wholly or in part. 

3. There is no period of limitation for the recovery 

of arrears of calls from any director of a bank 
which is being wound up or for the enforce¬ 
ment by the bank against any of its directors 
of any claim based on a contract, express or 
implied ; and in respect of all other claims 
by the bank against its directors, the period 
is 12 years from the date of accrual of such 
claims. 

Furthermore, banking companies are performing the 
very important function of collecting money from the 
people of the country and making it available to the 
Central and Slate Governments for economic develop¬ 
ment in the public sector by investing it in Government 
securities. This is seen from the fact, mentioned in an 
article entitled “ Investments of Banks : June 1953 ” pre¬ 
pared by the Research Department of the Reserve Bank 
and published in the September 1953 issue of the 
Reserve Bank Bulletin, that, in June 1953, the invest¬ 
ments of scheduled and non-scheduled banks in Govern¬ 
ment securities amounted to Rs. 321-06 crores and 
Rs. 10-50 crores respectively. 

Indian banking companies have a special position as 
regards their foreign branches also. Indian traders 
have done business’ in foreign countries for centuries but, 
until recently, the finance of foreign trade was in the 
hands of non-Indiap banks. Indian trading firms and 
companies have had branches all over the world for a 
long time, but it is only recently that Indian banks have 
opened branches abroad. This is an innovation greatly 
to be desired, as it is much to the benefit of Indian 
bamung and trade, but it costs a lot of money for 
Indian banks to establish and maintain foreign branches. 
Hence, there is a good case for giving special encourage¬ 
ment co Indian banks to do so, until they become 
established abroad on something like the scale of foreign 
banks. 

Indian companies and firms are different from banks. 
They are already established abroad and there is no need 
for a policy of giving encouragement to them. Their 
overhead charges need not be anything like those of a 
bank and they cannot only establish branches without 
great cost., but also close branches without difficulty, if 
such blanches cease to pay. A bank cannot close a 
brunch abroad, without, at least, loss of prestige and it 
is not the policy of a bank to close a foreign branch 
because of a temporary period of bad trade. With a 
trading firm or company, such considerations would not 
matter much. 

Taxation on bank profits is onerous and where a 
foreign branch of an Indian bank is established in a 
country where taxation is higher than in India, the bank 
has to pay the higher taxation of the country and gets 
no relief from it in India. If taxation is lower in the 
country, in which the branch is established, than in 
India, the bank is required to pay in addition in India 
the difference between the foreign rate and the Indian 
rate. 

The best method of assisting Indian banks having 
foreign branches would be to allow each foreign branch 
to pay the tax levied in the country in which the branch 
is established, no additional Indian taxation being levied 
if the rate of the foreign tax is lower than that of the 
Indian tax. This is not much for Indian banks with 
foreign branches to ask. It is a benefit which Indian 
firms and companies trading abroad substantially receive 
at present, by establishing a separate firm or company 
in the foreign city. This method is not open to a bank, 
because a small separate banking company established 
in the foreign city would not have the resources of, or 
command the confidence in, the parent bank and would, 
perforce, have to do less business and make lower pro¬ 
fits. 

Thus, it becomes clear that if banking companies are 
enabled to strengthen themselves by the grant of tax 
reliefs or concessions to them, they will be able to give 
larger financial assistance to agriculture, trade, com¬ 
merce and industries of the country. 



The Millowners* Association, Bombay. 

Replies to the Questionnaire of the Taxation Enquiry Commission. 


PART I—THE TAX SYSTEM. 

General. 

Question 1. — What, in your opinion, should be the objec¬ 
tive of a sound tax policy? What should be the place 
in such a policy of the following objectives :— 

(a) reduction in inequalities of income and wealth ; 

(b) encouragement of incentives to work, to save 

and to invest; 

(c) countering of inflationary and deflationary tend¬ 

encies ; and 

(d) maintenance of the external balance of the 

economy ? 

In what directions would you suggest modification 
of the Indian tax system having regard to 
these objectives ? 

The objective of a sound tax policy should be to dis¬ 
tribute the burden of taxation as equitably as possible 
over all sections of the community, bearing in mind the 
capacity to pay and the state of the economy of the 
country. India is in a relatively early stage of develop¬ 
ment in all spheres, i.e., agricultural, industrial, etc., 
and in its present position and in view of the intention 
to develop, the tax policy should give primary import¬ 
ance to (b), viz., encouragement of incentives to work, 
to save and to invest. With this end in view there 
is scope for reduction in certain direct taxes to provide 
the necessary encouragement. We concede, however, 
that in an extreme emergency, tax policy may have the 
objective indicated in (c) and (d), but that should be 
limited only to a temporary period, i.e., as iong as the 
emergency lasts. In our opinion, the objective of a 
sound tax policy should never be the reduction of in¬ 
equalities in income and wealth by taxation, which 
would result merely in levelling down of incomes with¬ 
out any material benefit to the community. 

Question 2 .—What criteria would you suggest for deter¬ 
mining the equity of a tax system ? How far is it 
■possible to secure it in the Indian tax system ? 

The equity of a tax. system must be linked with the 
sharing of the burden and the equitable distribution of 
taxes. At the same time in a democratic state 
encouragement must be given to individual effort. 

Question 3.—Docs the Indian tax system conform ade¬ 
quately to the principle of ability to pay or do you 
think an extension of this principle is desirable and 
practicable ? If so, in what ways ? 

and 

Question 4.—Differing views have been expressed on 
the extent to which the taxable capacity of various 
sections of the community has been used by the 
Indian tax system. What is your view on the 
subject ? 

We feel that the present system of taxation might be 
modified to ensure that all sections of the community 
bear an equitable share of the tax burden, by levelling 
taxes wherever possible and by devising indirect taxes 
like salt tax, levy of a surcharge on land revenue, levy 
of betterment charges and other similar forms of taxa¬ 
tion, which are capable of securing a high revenue yield 
and at the same time spread the burden over all sec¬ 
tions of the population. Such taxes would be relatively 
easy to collect with the existing machinery. 

Question 5.—The proportion of tax revenue to national 
income in India is considered small relatively to 
several oter countries. Do you think P is propor¬ 
tion can be raised, and, if so, what tax changes 
would you suggest for the purpose ? 

We consider this comparison misleading on account 
of India’s enormous population and low individual re¬ 
sources which put 99 per cent, or more of the popula¬ 
tion below the level of direct taxation. We do not feel 
that existing tax-payers can reasonably carry a heavier 
direct burden, and we think the only scope for raising 
the national proportion is by the imposition of certain 
indirect taxation indicated by us elsewhere. Please see 
also our answer to Question 4. 

Question 6.—Do you think that the relative place of 
direct and indirect taxes in the Indian tax system is 
satisfactory ? 

We consider that the relative place of direct and in¬ 
direct taxes in the Indian tax system is not satisfactory. 

Question 7.—Do you consider that non-tax revenues are 
likely, in future, to occupy a more important place 
than hitherto in the public revenues of India ? If 
so, please state the sources of non-tax revenue you 


have in inew md indicate to what extent they m> 
be expected to contribute to the public excheque\ 
If by the expression “ non-tax revenues ” the Coi 
mission mean income from such institutions as Po; 
& Telegraphs, Mint, Railways and establishments n 
by the State, then the answer is that it all depends < 
the extent to which Government intend to proceed wi 
nationalisation of trade and industry. 

Question 8. —Do you agree with the view that receif 
from particul ir taxes should not, as a rule, be fun 
ed or earmarked for specific purposes ? 

We do not af ree in principle with particular tax 
being levied, collected or funded for specific purpose: 
Question 9. —Do you think that it is desirable, und 
certain conditions, to levy cesses for spec, 
purposes ? 

The answer generally is in the negative, but whe 
a cess is levied, the proceeds should be earmarked f 
the direct benefit of the industry or trade which pa 
the levy. 

Question 10.—Slate undertakings, commercial, indi 
trial, etc., are coming to play an increasing 
important port in the economy of the country. Ha 
you, from the point of view of their significance 
a source of revenue, actual or potential, any coi 
ments or suggestions to make on matters such 
the further extension of State undertakings a 
their policit s in regard to pricing, in so far as the 
may be reh vant to tax policy ? 

We are opposed to any extension of nationalisati 
of trade and industry. 

In the case of trade and industry already taken ov 
and run by the State, such industries should be requir 
according to commercial usage and practice, to pay < 
expenses and out-goings, provide for depreciation, p 
income-tax anc super tax according to the commerei 
scale, make allocations for replacements and rehabilil 
tion, hand ovei to Government an amount equivalent 
a reasonable d vidend on capital invested, and fund t 
balance agains: a future emergency. In the matter 
prices, we are against State-managed trade and indust 
competing aga nst private-owned industry either in t 
home or expor. markets, but in the case of Governmei 
managed utili’y industries, we suggest they should 
run on a non-j rofit basis after providing for depreciati 
and interest. 

Question 11Would you suggest that the net surpl 
earned b% State owned undertakings should accr 
to general revenues or be carried to a fund 1 
financing projects of development or be re-invest 
in the undertakings concerned ? 

We have ; lready answered this question in the pi 
ceding paragraph. 

Incidence of taxation. 

Question 12 —-In examining the incidence of taxation 
various < lasses of people, which of the followi 
factors, : ingly or in combination, would you si 
gest as t le basis of differentiation — 

(a) income, 

(b) occupation, 

(c) rural or urban residence ? 

Is there any other basis which may be considered 
We are cf the opinion that the basis of different, 
tion for the purpose of taxation should be income. 
Question 13. -Do you think that the burden of the p; 
sent tax system — Central, State and Local—is fail 
distribul ed among — 

(a) various classes of people ? 

(b) diffi rent States ? 

(a) No. 

(b) No 

Question 14—Have shifts in the distribution of incoi 
in the community in recent years, altered the re. 
live incidence of taxation on various classes 
people If so, to what extent ? 

We think there have been shifts in the distributi 
of income in the community in recent years. F 
example, w; think that agricultural income, particulai 
income of c ultivators of economic holdings and eamin 
of industrial workers, have gone up appreciably ev 
in terms oE real income. We do not think, howev» 
that this has altered the relative incidence of taxati 
on various classes of people as the classes whose incor 
has increased did not and generally still do not p 
taxes. 
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iuestion 15.—Do you think that the cost of compliance 
with tax regulations adds materially to the burden 
of taxation ? If so, in respect of what taxes ? Please 
give details. 

The question is not very clear to us, but we presume 
hat the Commission desire to find out whether and if 
;o to what extent, taxation imposes any further conse¬ 
quential burdens on us. If so, our answer is in the 
iffirmative. This is wholly and solely due to the over- 
ilaboration which prevails in the collection of all taxes 
lirect or indirect and the staff which has to be retained 
'or maintaining the various registers, returns, etc., etc. 
for instance, the cumulative effect of all taxes, whether 
hey be Central, State or municipal, on a company 
jngaged in the manufacture of cotton spinning and 
weaving, is very considerable. In addition to the statu¬ 
tory registers and returns which have to be maintained 
and submitted to the various authorities, information 
an a variety of points has to be supplied every time an 
assessment is made or a duty is paid. It is not a 
question of a mill company answering the information 
required in connection with its own assessment, but it 
has to supply information regarding the assessment of 
other mills also. We have income-tax, sales tax, octroi, 
customs, excise duties, and particularly the last mention¬ 
ed, which entail clerical work quite out of proportion 
to the taxes which have to be paid. Further, the com¬ 
plicated nature of the statutes and absence of clear cut 
rulings or instructions entail considerable delay, waste 
of time and money in appeals and counter appeals. 

Question 16.—Do the benefits accruing from public ex¬ 
penditure have a bearing on a consideration of the 
burden of taxation ? If so, how would you take this 
into account in considering the burden of Indian 
taxation ? 

The benefits accruing from public expenditure should 
have a bearing on the burden of taxation to be imposed. 
Recently, increased expenditure is being incurred in 
conferring benefits particularly on certain sections of the 
population, and it is thought that the classes which 
stand to benefit by these measures should make a cor¬ 
respondingly higher contribution to the national 
revenues. 

Question 17.—Do you think that the tax burden weighs 
particularly heavily on any individual industry or 
occupation ? If so, please furnish the Commission 
with the evidence on which you rely. 

Reference is invited to the enclosed booklet publish¬ 
ed by the Association towards the end of 1952. 

Taxation and Economic. Development. 

Question 18.—What role would you assign to taxation 
vis-a-vis various types of borrowing in finding the 
additional resources required for the development 
programme of the country ? 

We would prefer Government borrowing as far as 
they can out of institutional savings and savings by 
individuals, and if the amount thus raised is not suffi¬ 
cient, the balance may be secured by means of indirect 
taxation such as salt duty, etc. In this connection, the 
point must be made that the ability to save is linked 
with the rate of tax which has to be paid by the sources 
from which Government can borrow, in the sense that 
high rates of direct taxes will make saving and invest¬ 
ment impossible. 

Question 19.—In maximising the resources required for 
the financing of development, robot degree of 
importance would you assign to :— 

(a) economy and rationalisation in expenditure, 

(b) prevention of tax avoidance and tax evasion, 

(c) higher rates of existing taxes, 

(d) fresh taxes, 

(e) development of non-tax revenues ? 

We would allot the first place to economy and ration¬ 
alisation in state expenditure, and the second place to 

(b) prevention of tax avoidance and tax evasion. We 
do not think that there is any scope for higher rates 
of existing taxes or fresh taxes, certainly in the case 
of direct taxes. We are opposed to the development of 
non-tax revenues, if the reference is as we understand 
to the income which the State may derive by a further 
extention of nationalisation of trade and industry. 

Question 20.—Under the Five-Year Plan, the public 
sector is expected to undertake a larger investment ; 
an important place is also assigned to the private 
sector in the development programme. How would 
you devise a tax policy suitable to the development 
programme of the country in both sectors ? 
and 

Question 21. —What part can tax policy play in stimula¬ 
ting capital formation in the private sector con¬ 
sistently with the needs of the public sector ? 
Investment whether it be in the public sector or the 
private sector, requires as a condition precedent to its 
success, the ability to save by the population in the 


case of public borrowing, and inducement to industry 
in the private sector to save and plough back in industry 
itself a reasonable share of the profits for future 
development, expansion, rehabilitation, etc. 

Question 22. —(i) Is there evidence for the view that the 
rate of private capital formation in the community 
has been lower in the last few years as compared 
to the pre-war period ? What factors, in your 
opinion, account for the decline ? 

(ii) Has there been a shift in recent years in the 
sources of capital formation in the private 
sector as between individuals, corporations 
and other institutions ? 

(i) We do not consider that pre-war affords a satis¬ 
factory basis for comparison for the purpose which this 
question has in view, in view of the fact that the rupee 
before the war was worth about four times its present 
value. 

In our view, the proper basis of comparison would 
be after the separation of India, say, 1947, and in our 
opinion, the ability to save today is less than in 1947 
and very much less than what it was in 1938-39. 

(ii) Yes ; there has been a shift from individuals to 
corporations and institutions. 

Question 23. —Do you think that tax relief in respect of 
persons in the middle-income group would assist the 
growth of savings or mainly promote consumption '! 
We think it would assist in the growth of savings. 

Question 24.—The Planning Commission have given an 
estimate of the rate of progress in regard to 
national income and consumption standards on the 
assumption of 50 per cent, of the additional output 
going into investment each year after 1956-57. What 
measures in the field of taxation are necessary if 
this assumption is to be realised ? 

We do not agree with the estimate of the Planning 
Commission. In our opinion, the estimates given by 
them are very high. 

Question 25. — Do you accept the view that some regula¬ 
tion of consumption standards is desirable as a 
means of releasing larger resources for develop¬ 
ment ? If so, what part, in xjour view, can tax policy 
play in this process and what should be the rela¬ 
tive role of direct and indirect taxes in achieving the 
purpose ? 

Consumption standards are already very low in this 
country, and any regulation would result in a still lower 
standard and would, therefore, be undesirable. 

Question 26.—How far can tax policy help to promote 
the efficiency of the productive system ? Do you 
think that multiplicity of taxes in India in respect 
of the same commodities and their lack of uniform¬ 
ity from State to State affect the allocation of re¬ 
sources in the community and hence the efficiency 
of the economy ? Have you any suggestions for the 
rationalisation of the country’s tax structure in 
these respects ? 

We consider simplification of the tax system would 
add to the efficiency of the productive system. Also we 
think that the capital equipment required by industry 
and all the stores and raw materials required in the 
course of manufacture should be allowed free of import 
duty, octroi duty, sales tax and other impositions by the 
centre, state, municipal authorities and so on. 

With regard to the second part of the question, we 
believe that taxes like sales tax do affect the resources 
of the community, in the sense that the same tax has 
to be paid on the same goods in different parts of India, 
from the point at which the goods leave the factory in 
one state and go into consumption in another state, re¬ 
sulting in the ultimate consumer being mulcted in the 
sum total of the taxes paid at all stages. We suggest 
that in order to get over all these difficulties, such taxes 
should be centralised, and on collection, the Union Gov¬ 
ernment should distribute the proceeds in such propor¬ 
tion as they may decide. 

Question 27.—How far in your view could the tax 
system be used to secure any order of priorities in 
the development programme in the private sector ? 
We are opposed to the tax system being used to 
secure priorities in the development programme in the 
private sector. 

Question 28.—What are the possibilities and limitations 
of tax policy as an instrument for economic develop¬ 
ment :— 

(a) by influencing over-all demand, 

(b) by reducing consumption and unessential in¬ 

vestment, 

(c) by positive inducements for desirable invest¬ 

ments, 

(d) by redistribution of incomes, 

(e) in other ways ? 

Please see our answers to Question 27. 
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Question 29.—How would you assess the scope and effi¬ 
ciency of tax policy as compared to monetary policy 
and direct controls as an instrument of planned 
economic development in India ? 

In the present and probable future economic climate, 
we consider the economic development of India more 
likely to respond to incentives in the form of tax con¬ 
cessions where possible, and that if enabling measures 
have to’be introduced, beneficial results are more likely 
to be achieved by monetary policy than by the imposi¬ 
tion of controls or other specific compulsions. 

Question 30 .— Do you think that the present tax system 
in India makes for a reduction in inequalities of in¬ 
come and 'wealth ? 

Yes. 

Question 31 .—What modifications in the tax system 
would you suggest for securing a larger degree of 
economic equality, consistently with maintaining the 
incentives to capital formation and higher produc¬ 
tion ? 

There is no scope for modification in the present 
tax system consistently with maintaining the incentive 
to capital formation. 

Question 32.—What place loould you assign to public 
expenditure as compared with the tax system in 
achieving a greater measure of equality of income ? 

This question, we understand means the equalization 
of incomes either by raising the level of income by 
public expenditure or lowering the level of income by 
higher taxes. If this is so, the answer is that taxation 
in the case of incomes, particularly higher incomes, has 
already gone too far, and there is, so far as we are 
aware, no scope for its increase as a means of reducing 
inequality of income. 

If Government really desire to secure a certain 
measure of comparability between various income 
groups, then that should be aimed at by increasing 
public expenditure on behalf of those sections whose 
incomes in Government’s opinion are low, and public 
expenditure should, as far as possible, be on produc¬ 
tive work. The resources and capacity of the country 
must not be forgotten in this context. 

Question 33 .—Have you any changes to recommend in 
tax policy in relation to the investment of foreign 
capital in India ? 

We feel that so far as tax policy is concerned, there 
should be no discrimination between foreign and indi¬ 
genous capital. 

Question 34.—Article 269 of the Constitution enumerates 
the following taxes which may be levied and collect¬ 
ed by the Union but the proceeds of which are to be 
assigned to the States : 

(a) duties in respect of succession to property other 

than agricultural land ; 

(b) estate duty in respect of property other than 

agricultural land ; 

(c) terminal taxes on goods or passengers carried 

by railway, sea or air; 

(d) taxes on railway fares and freights ; 

(e) taxes other than stamp duties on transactions in 

stock exchanges and futures markets ; 

(f) taxes on the sale or purchase of newspapers and 

on advertisements published therein. 

How do you assess the possibilities of adding to the 
country's tax resources in respect of the above 
items ? 

and 

Question 39 .—To what extent and as regards what 
v taxes should the valuers of the Centre to impose 
surcharges under Article 271 of the Constitution be 
used ? 

We have no comments to make, except to point out 
that taxes are already very heavy. 

Question 35.—Other possible ways of adding to tax re¬ 
ceipts which have been suggested are taxes on 
capital , reintroduction of the salt duty, surcharges 
on* land revenue, betterment levies, agricultural in¬ 
come-tax, social security taxes and modification of 
the policy of vrohibition having regard to the direc¬ 
tive principles of the Constitution. What are your 
views regarding the desirability and the probable 
scope of each of these forms of taxation ? 

Our views are as under: — 

Taxes on capital.—We are opposed. 

Salt duty.—We are in favour of re-imposition of salt 
duty. 

Surcharge on land revenue, Betterment levy. 
Agricultural income-tax.—There is scope for increase in 


land revenue, the imposition of a betterment levy anc 
also agricultural income-tax. 

Social security t; xes — If the intention is that these 
taxes should come out of employers, then we draw atten 
tion to the heavy i repositions already in existence; i: 
the tax is to come from employees, then we have nc 
objection. 

Modification of policy of prohibition.—We are ir 
favour from the rex enue point of view. 

Question 36.—Do yin consider it desirable and feasible 
to levy a tax on unearned increments in value o j 
land and other property as a result of public pro¬ 
jects of development ? 

We do not consider it desirable or feasible. 

Question 37.—What measures would you suggest for in¬ 
creasing the receipts from existing sources oj 
revenue ? , 

By simplification of existing systems of collection and 
adoption of more e.Iicient methods of tax collection. 

Question 38.—What other new sources of taxation can 
you recommeni ? 

Please see our answers to Question 35. 

Question 39. —Already answered along with question 
34. 

Taxation and inflationary and Deflationary Situations. 

Question 40.—Whai are the scope and limitations of 
tax policy as t n instrument for dealing with infla¬ 
tionary or defationary situations in Indian condi¬ 
tions ? 

Question 41.—In countering inflationary or deflationary 
conditions in the economy, what part would you 
assign to changes in the following :— 

(a) direct taxes, 

(b) indirect taxes — 

(i) import luties, 

(ii) export luties, 

(Hi) excise duties, 

(iv) sales tax ? 

Question 42.—To what extent is it possible to increase 
the inherent capacity of the tax system to counter¬ 
act inflationai y or deflationary conditions in the 
economy ? 

Question 43.—Whc t are your views in regard to the re¬ 
lative importance of public expenditure policies in 
moderating the forces of inflation and deflation in 
Indian conditions ? 

Question 44.—Apart from using tax policy to counter in¬ 
flation or defk tion in the economy as a v:hole, would 
you suggest tax changes for dealing with the e ffects 
of rising or falling prices on particular groups of 
tax-payers or sectors of the economy 7 

Question 45.— Horn do you assess the present situation 
in regard to the strength of inflationary or defla¬ 
tionary influences, and what adjustments, if any, 
in taxation are indicated in the light of your views ? 

We agree to the application of these forces, due 
regard being hac to the conditions prevalent at any 
given moment, bu t we cannot say what the effect of such 
application will i e in particular circumstances ; in any 
event, their effect on the Industry should receive special 
attention before ihey are applied. 


PAHT II—DIRECT TAXES. 

Income-Tax. 

Residence. 

Question 46.—Do the provisions of the Income-tax Act 
l Sections 4A and 4B) regarding the determination 
or residence of various assessees, viz., individual, 
Hindu undiv ded family, firm, association of persons 
and companv, require any modification ? In parti¬ 
cular, what is your view regarding the retention 
of the category described as “not ordinarily resi¬ 
dent ” ? 

There might be three classifications as residents, non¬ 
residents, and temporary residents, the last-named re¬ 
placing mjt ord narily resident ”. 

It is further suggested that in Section 4A(c), the 
sole test of a ccmpany’s residence in the taxable terri¬ 
tories in any yet r should be with reference to the situa¬ 
tion of the control and management of its affairs. In 
other words, the other test, namely, the income arising 
in taxable territories exceeding the income arising with¬ 
out should be emitted. 
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Income. 

Question 47.—Does the definition of “ income ” ( Sec¬ 
tion 2(GC)) require any modification. 

Where as a result of the sale of any building, 
rachinery or plant, the amount realised exceeds the 
/ritten down value thereof, then such part of the realis- 
d value as exceeds the written down value and unu> 
he original cost, is at present being treated as the profit 
1 the year in which the sale has taken place and 
ssessed to tax at the rate applicable to that year, it 
; suggested that such excess be spread over a period 
£ at least three years for purposes of assessment. !i 
ic sale of machinery results in a loss, such loss should 
e allowed as an expense in the year in which the 
lachinery was sold. 

Where as a result of tire or other catastrophe, corn- 
ensation moneys are received from insurance com- 
anies in respect of any building, machinery or plant, 
Inch has been discarded or demolished or destroyed 
i a result of such fire or other catastrophe and the 
mount so realised is less than the written down value 
sereof, the position at present is that the difference is 
mated ns a loss in the year concerned for purposes of 
sxation. 

Where, however, the moneys so received exceed the 
ritten down value, the position at present is that the 
.fl'erence between the original cost and the income-tax 
ritten down value is treated as profit in the year of 
'c-eipt and is subject to taxation. This may mean an 
dual cash shortage so far as actual machinery or build- 
g replacements are concerned. It is suggested that 
ich receipts on account of insurance should not be 
tbject to tax, and that as a quid pro quo, the value 
the assets for income-tax purposes, for calculation of 
;preciaiion. should be the cost of the assets as re- 
aced less the income-tax depredation already allowed 
i the machinery destroyed. 

west ion -IS.—Are there any receipts or gains which ore 
not taxed at present but which, in your opinion, 
should be taxed and vice versa? In particular, what 
is your view regarding the taxing of capital gains ? 
First part.—No. 

Second Part.— We are opposed to capital gains tax. 

isstion 49.—Have you any comments on the present 
position regarding taxation of profits, which accrue 
or arise abroad, on their repatriation to India ? 

In the general interests of the country, repatriation 
profits accruing or arising abroad should lie encourag- 
, both in respect of companies and individuals, and 
is should be borne in mind in devising taxation. 

( estion 50. —What change, if any, is called for in the 
definition of " dividend ” Section 2(6A)) ; e g., in 
relation to “bonus shares”? 

We are opposed to any change in the definition of 
/idend, which would result in the bonus shares being 
fined as dividends. 

■estion 51.—Do the provisions of the Income-tax Act 
relating to the taxability of non-residents through 
their business connections in India in respect of in¬ 
come deemed to accrue or arise within the taxable 
territories (Sections 42 and 43 of the Income-tax Act) 
affect adversely the interests of persons engaged in 
foreign trade ? If so, what modification would you 
suggest in these sections ? 

Yes, there should be clear distinction between what 
istitutes trading in India and what constitutes trading 
th India ; in particular, where the agent is not con¬ 
ned with payment, he should not be held liable for 

■ tax of his principal. We suggest that existing sec- 
ns 42 and 43 of the Income-tax Act should be deleted 
l relevant sections of the U.K. Act be incorporated in 

■ Indian Act. 

estion 52.—What modification would you suggest in 
the definition of “ agricultural income ” (Sec¬ 
tion 2(1)) to avoid the contingency of the same in¬ 
come being taxed by the Central Government as 
well as the Stale Governments, e.g., in respect of 
income from forests, dividends from agricultural 
companies, etc.? 

estion 53.—Are you in favour of integrating agricul¬ 
tural income with non-agricultural income for rate 
purposes ? If so, which of the following methods 
would yon advocate :— 

(i) Aggregation of agricultural and non-agri cul¬ 

tural incomes only under the State Acts; 

(ii) Aggregation of agricultural and non-agricnl- 

tural incomes only under the Central Act; 

(iii) Aggregation of agricultural and non-agricul- 

taral incomes both under the State and the 
Central Acts ? 

1 TEC/55 


Please discuss the administrative, constitutional an 
other problems that are likely to arise if an 
of the above alternatives is adopted. 

Question 54.—Would you recommend the abolition, by 
suitable amendment of the Constitution, of th 
distinction between agricultural and non-agricul 
tural incomes and the taxation of both types of in 
come, aggregately under a Central Act ? 

We have no suggestions to put forward, but we con 
sider that the agricultural population should pay ar 
adequate share of taxes in one form or another. 

Question 55.—Is the treatment given to irregular and 
fluctuating income in the present law satisfactory ? 
In particular, should any changes be introduced — 

(i) to average income over a number of years where 

receipts are irregular and fluctuating ; 

(ii) to spread lump sum receipts over a number of 

years ? 

The treatment given to irregular and fluctuating in¬ 
come in the present law is not satisfactory. 

(i) Yes. 

(ii) Yes. 

Exemptions 

Question 56.—Do you think the present provisions re¬ 
garding exemption of charitable and religious trusts 
need any modification ? If so, in what respects ? 

No comments. 

Question 57. —(i) Should the business profits of co-opera¬ 
tive enterprises, which are now exempt, be 
charged to income-tax and super-tax ? If so, 
s’ ould co-operative societies be treated as 
companies or should a lighter levy be 
imposed ? In case the exemption is continu¬ 
ed, should it be restricted to certain cate¬ 
gories of co-operative enterprises ? 

(ii) Do you agree with the view that the income 

derived by co-operative housing societies by 
way of rent shoidd not be treated as income 
from property assessable to income-tax’ ? 
Would you, in this respect, differentiate 
between tenant co-partnership housing 
societies and other types of housing societies? 

(iii) It has been suggested that there are divergent 

decisions by different income-tax authorities 
in respect of assessment of income of co¬ 
operative societies from sources other than 
business. If this is so, please indicate such 
decisions and the measures you would suggest 
to secure uniformity in assessment. 

(i) We suggest that the present privileged position of 
co-operative societies should be accorded only to those 
societies which cater only for their members. All other 
cases should be treated on the same footing as joint 
stock companies for purposes of taxation. 

(ii) & (iii) No comments. 

Question 58.—Are you in favour of continuing the con¬ 
cessions given to new industrial undertakings under 
section 15C of the Income-tax Act ? Have initial and 
extra depreciation allowances made the concessions 
practically infractuous ? If so, what are the direc¬ 
tions in which the provisions of this sect ion should 
be modified ? 

We are in favour of continuing the concession given 
to new industrial undertakings under Section 15C of the 
Income-tax Act, but we suggest that this extension 
should be both in respect of the percentage of permis¬ 
sible allowances and the period of time. In regard to 
the latter, we suggest that the time limit should be five 
years from the time the new industries begin to make 
taxable profits. 

Question 59.—A suggestion has been made that banking 
profits of foreign branches of Indian banks should 
be given concessional treatment for tax purposes in 
order to encourage the opening of branches abroad. 
What are your views ? 

We agree with this suggestion. Such concession 
should, however, be reviewed from time to time, as 
there is the possibility of similar concessions being ask¬ 
ed for by other assessees in India. We would suggest 
that such concessional treatment should extend for a 
period of three years so as t,o enable Indian banks to 
develop their branches abroad. 

Question 60.—Should any liberalisation be made in the 
present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds ? 

No comments. 


37 
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Allowances. 

Question No. 61. —(i) Do you favour the grant of larger 
depreciation allowances to assist industry to 
finance the considerably increased costs of replace¬ 
ment of assets ? If so, how and in what form 
should they be given — 

(a) by larger depreciation allowances on new 

assets ; 

(b) by revalorisation of existing assets ; 

(<’) by treating the excess of replacement cost 
over original cost as revenue expenditure ; 

(d) by any other method ? 

(ii) What is the justification for assistance from 
public resources to certain classes of tax-payers 
only by way of covering partially the excess of re¬ 
placement cost over original cost of old assets ? 

(iii) In case adequate justification exists for 
assistance by Government in the form of tax con¬ 
cessions to meet the situation, what safeguards 
should be prescribed to see that the funds so made 
available are utilised for the purposes for which 
they sre intended ? 

(i) Yes ; we are in favour of (b), i.e.. revalorisation 
of existing assets. In the case of new assets, the pre¬ 
sent rates of depreciation allowances are adequate and 
should be continued. 

(ii) If by “ public resources ”, tax concessions are 
visualised, then we think there is justification for such 
concessions, but if actual disbursements of public funds 
is contemplated, then wc can only visualise justification 
in exceptional cases, e g., public utility concerns. 

(iii) Any concessions so allowed should be permitted 
1o be spent on the specific purpose of rehabilitation, 
subject to such control which Government might choose 
to exercise. 

Question No. 62.—Are any changes called for in the 
classification of assets for purposes of depreciation, 
rates of depreciation and methods of computing the 
allowances ? 

. We iiave no changes to suggest so far as classifica¬ 
tions arc concerned. 

regards rates, we suggest that factory buildings 
be raced at 7-1/2 per cent, and non-factory buildings 
at 5 per cent. 

As regards method of computing depreciation, we 
suggest reversion to the original straightline method. 


Question No. 64 .—In what form would you provide for 
personal and family alio ; ances— 

(i) exempting the first slice of income front tax; 

or 

(ii) providing specific allaimmces for family and 

dependents ? 

(i) Income-tax : 


On 

the 

first 

Rs. 1,500 

of 

total 

income 

On 

the 

next 

Rs. 3,500 

of 

total 

income 

On 

the 

next 

Rs. 5,000 

of 

total 

income 

On 

the 

next 

Rs. 5,000 

of 

total 

income 

On 

the 

next 

Rs. 5,000 

of 

total 

income 

On 

the 

next 

Rs. 5,000 

of 

lotal 

income 

On 

the 

balance of total 

income . 


Super-tax 






On 

the 

first 

Rs. 25,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

next 

Rs. 15,000 

of 

total 

income 

On 

the 

balance of total 

income . 



The rates of income-tax and super-tax we have 
given are only illustrative. In our opinion, the total 
incidence of tax is too high, and even these rates are 
such that private investment in the country will soon 
dry up altogether. 

To encourage investment in new industry, we sug¬ 
gest that a portion of such investment should be free 
of tax. 

(e) No. 

Question No. 67. —Have you any change to suggest in 
the exemption limit for individuals (Rs. 4,200) and 
for Hindu undivided families (Rs. 8,400)? 

No comments. 


In the case of (i) do you consider that the first 
slice--Rs. 1-1,500--should be revised? In the case 
of (ii) what treatment would, you give to the Hindi 
undivided family ? 

No comments. 

Question No. 65.—Should the present law regardini 
admissible exper ses (section 10(2)) be altered? I 
so, please indicate, with reasons, the items of e.r 
peases (i) which are not now admissible but, it 
your view, shou d be admissible and (ii) which a r 
now admissible but, in your view, should not bi 
admissible ? 

The following expenses should be allowed unde 
Section 10(2): — 

(a) cost incurred by an assessoe in a successful ta: 

appeal; 

(b) expenditure incurred by an assessee in safe 

guarding the reputation of his busine.s 
whether it be in civil or criminal proceed 
ings ; 

(c) furniture aid other assets should be _brougl: 

within the scope of Section 10(2)(vii) ; 

(d) Section 10< 2)(xv) was recently amended, laj 

ing down that, what cannot be classified unde 
any of the clauses (i) to (xiv), _ cannot b 
claimed under clause (xv). This is very ur 
fair to the assesses, for the reason that a 
exnendit ;re which, though incurred wholl 
and exclusively far the purpose of the bus 
ness pro 'ession or vocation, stands disallows 
simply because it does not conform to th 
allowance envisaged in clauses (i) to (xiv 
It is, tl erefore, suggested that the origin: 
clause snouid be restored. 

(e) The wore “ current ” occurring in Sectic 

10(2)(v) should be deleted. 

Question No. 66.- (a) Are you in favour of combinir 
income-tax and super-tax into a consolidated levy 

(b) What a e the merits or demerits of such 
step from the point of view of (i) a.ssessees (i 
administration ? 

(<■) Arc yoi satisfied with the degree of progre 
sion in the yesent rate structure (both income-U 
and super-tas) especially in regard to Us cconom 
effects ? 

(,!) In case you consider a change is necessar 
what alterna ive rate structure would you recor 
mend. ? 

(e) Should the rate of surcharge levied mid 
Article 271 cf the Constitution also be graduated 

(a) No. 

(!>) In the case of the assessee, it may mean t! 
perpetuation of the present high rates of taxes ai 
might make taxes less flexible. 

(c) No. We consider that the degree of progress! 
in the present rrites structure is excessively steep. 

(d) Taking the present rates as a guide, our sugge 
tion is as follow s : — 


Nil 

. 9 ps. in the rupee. 

1 as. 2 ps. in the rupee. 

1 as. 9 ps. in the rupee. 

. 2 as. 3 ps. in the rupee. 



. 3 

as. 

in the 

rupee. 


. 4 

as 

in the 

rupee. 




Nil 



. 2 

as 

in the 

rupee. 


. 3 

as. 

in the 

rupee. 


. 4 

as. 

in the 

rupee. 


. 5 

a i . 

in the 

rupee. 


. G 

a:. 

in the 

rupee. 


. 7 

a:.. 

in the 

rupee. 


. i~ 

1/2 

as. in 

the rupee. 


O 

a 

in the 

rupee. 


Differentiation. 


Question No. 6 >.—(a) Are you in favour of a distinct 
being mad : between earned and unearned incom< 
Whet is the economic justification for such a c 
tincrion ? 

(b) Is tl e present definition of “ earned incom 
in section 2(6AA) of the Income-tax Act adeqiu 
in this respect or would you suggest any modifi 
tion ? 

(c) Shoulc the quantum of relief now afforded 
extended or reduced ? If so, to lohat extent 
(a) The present distinction between earned and 
earned income should be continued, because an allc 


Question No. 62.—Should any tax concessions be given 
to encourage development of mineral resources ? 
If so, what form should, they take ? In particular, 
should depletion allowance on wasting assets be 
allowed? How should it be computed for different 
kinds of assets you have in view ? 
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nice in the case of earned income is in the nature of 
:i depreciation allowance to the person earning the in- 
■ome through his own efforts. 

(b) No. We suggest that the definition of the ex¬ 
pression “ earned income ” in Section 2(6AA) be 
enlarged so as to include income derived from invest¬ 
ment of provident fund moneys, gratuity funds payable 
on retirement, on the analogy of the pension being 
included in salaries fox- purposes of computing earned 
income relief. 

(c) We consider that the quantum of relief now 
afforded should be extended. The ceiling of Rs. 4,000 
on earned income allowance should be increased to one- 
fifth of the total income or Es. 0,000 whichever is less. 
There should also be other allowances such as personal 
allowance, allowance lor wife (one only) children and 
dependants. 

Miscellaneous. 

Question No. 09.—Have you any changes to suggest 
regarding the pr'n.v'rples followed in valuing stocks 
of a business for assessment purposes ? 

So long as the company follows the method of stock 
valuation consistently and regularly, it should be 
accepted for tax purposes, whether it is cost or market 
value, or cost or market value whichever is lower. If 
the method followed by the company is cost or market 
value whichever is tower, then the assessee should be 
entitled to value each item of the slock on the basis 
of cost or market value whichever is lower, instead of 
valuing all the stock at cost and then at market value 
and taking cost or market value whichever is lower 
in the aggregate as the basis of stock valuation. Any 
stock which has depreciated or has become obsolete, 
should be aliowee. to be written down to its market 
value in any of the methods of stock valuation followed 
by the assessee. 

Question No. 70. —Do you consider that any change is 
called for in the method of assessment of the Hindu 
undivided family? If so, in what respects? 

Mo comments. 

Question No. 71. — Should exemption from income-tax 
be allowed in respect of voluntary surrender by 
managing agents of the whole or a part of manag¬ 
ing agency commission ? What safeguards should 
be laid down against misuse of such a provision ? 
Yes; but if it is given up. the managing agents 
should not bo entitled to claim it again at a later date. 

Question No. 72.—On wlutl basis would yon suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 

The double income-tax avoidance relief should be 
based on the lines of the agreement entered into between 
India and Pakistan, namely, that each country should 
subject to tax. income which accrues or arises in that 
country, making no attempt to tax income arising 
abroad. This will avoid the assessee having to claim 
relief at both ends to the extent of half the country’s 
rate. 

Question No. 73.— Is the present law relating to deter¬ 
mination of “ bona tide annual value ” of property 
and deductions allowed from it satisfactory ? If 
not, please give any alternative proposals you have 
in this respect. 

We do not consider that the present deductions 
allowed in the assessment of income from property are 
satisfactory, with the result tuat an assessee is made 
to pay taxes on income which is on an artificial basis 
unci which he has never received. The allowance of 
one-sixth for repaiis against the bond fide annual 
value of property, based on pre-war rate, has no rela¬ 
tion to the present cost of repairs which has gone up 
by 300 to 400 per cent, since 1939. Similarly, out¬ 
goings in the nature of municipal taxes should be 
allowed in full as against the present practice of allow¬ 
ing only one-half of the amount of such taxes. At 
present, the urban immovable property tax is not allow¬ 
ed on the ground that it is not a tax levied by the 
local authority but a tax levied by the State Govern¬ 
ment and collected by the local authority on behalf 
of the State Government. All taxes on property with 
the exception of income-tax on the property incomes 
should be allowed as deductions in the assessment 
under Section 9. Such deductions are allowed in the 
assessment of business income under Section 10 of the 
Act and the effect of not allowing them under Section 9 
is to assess income which has never been received by 
an assessee. 

We, therefore, suggest that the assessment of pro¬ 
perty under Section 9 should be based on actual rent 
receivable less the expenditure incurred for the pur¬ 
pose of earning that income. The artificial basis of 
“ bond fide annual value ” should be deleted, except 
where the premises are occuped by the owner. 

Another suggestion that we have to make in this 
connection is that where an employer provides cheap 
housing for his workers, he should be allowed at the 


time of assessment of his business not only all the out¬ 
goings in respect of such residential accommodation, 
but also a reasonable amount of depreciation which 
would enable him to replace the structure at the appro¬ 
priate time. 

Question No. 74.—Is any change required in respect of 
provisions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
wards in ease of cessation of business ? 

A change is required in respect of provisions relat¬ 
ing to carry forward ol losses in the case of cessation 
of business, and we suggest that where a business is 
discontinued, unabsorbed losses should be allowed to 
lie carried backwards for a period of two years and 
allowed to be set off against any profits made in those 
years. 

We would further suggest that even in the case of 
a going concern, the loss should be allowed to be carried 
backwards for a period of two years immediately pre¬ 
ceding the year of assessment, in which case, the carry 
forward may he restricted to four years for the balance 
of the losses which are not absorbed by cany back to 
such two immediately preceding years. 

Another amendment that we would like to make is 
that the word “same” occurring in section 24(2) should 
be deleted. 

Question No. 75.—Do the provisions relating to the pay¬ 
ment of advance tax under section ISA of the 
Income-tax Act need any modification ? 

Ii is suggested that dividend income should not be 
subjected to advance payment of tax under Section 18A 
except kn ee the dividend is actually received. We 
suggest, therefore, that dividend income should be sub¬ 
jected to the same treatment as Managing Agency com¬ 
mission under Section 18A(4). 

We also suggest that he practice of allowing credit 
inter..-: I on advance payments should be re-introduced, 
it is wrong, in our opinion, to charge penal interest on 
deterred payments and not allow interest on advance 
payments. 

Question No. 70.—Do the principles underlying the 
assessment under section 34 of the Income-tax Act 
need any modification ? 

Where the Income-tax Officer re-opens an assess¬ 
ment made under Section 34, on the ground that some 
income has escaped assessment, then he should be 
entitled to revise the figure of assessment within a 
period of four years where an assessee has not deli¬ 
berately avoided the tax, but it is necessary to provide 
that where as a result of the enquiry, the Income-tax 
Officer comes to know that l'ar from there being an 
under-assessment, there is an obvious over-assessment, 
then he should bo empowered to give relief instead 
of the present practice of dropping the proceedings 
against the assessee. 

Question No. 77.— What 'measures would you suggest 
for 'simplifying the procedure for assessment in 
order to reduce the cost of compliance with tax 
regulations ? 

We suggest that the transfer of officers during the 
pendency of an assessment proceedings should be 
avoided. 

The number of questions asked in connection with 
the assessment proceedings so far as the cotton textile 
industry is concerned, is increasing every year and has 
already assumed unreasonable proportions. It is sug¬ 
gested that the number of questions be reduced and 
confined to matters strictly relevant to the assessment 
in question. There is also an increasing tendency on 
the part of the Income-tax Department to summon 
mills to compile information which they propose to use 
with reference to the assessment proceedings of other 
mills. This, in our opinion, should be discouraged in 
view of the fact that compliance with the Income-tax 
Officer's summons entails enormous amount of work on 
the mills concerned. 

Question No. 78.—It has been suggested that the Appel¬ 
late Tribunal should have powers to enhance assess¬ 
ments in the same manner as Appellate Assistant 
Commissioners have. What is your opinion ? 

No ; we would also suggest that the powers at pre¬ 
sent conferred on the Appellate Assistant Commissioners 
should be withdrawn since these powers are already 
vested in the Commissioner of Income-tax. 

Taxation of Companies and Shareholders. 

Question No. 79.—Do you recommend that an element 
of progression should be introduced in the corpora¬ 
tion tax ? 

Question No. 80.—V</ould you advocate different types 
of corporate enterprises, e.g., 

(i) small industries; 

(ii) cottage industries ; 

(iii) private limited companies or what may be 

termed proprietary companies ; 
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(iv) •holding companies ? 

No. 

Question No. 81.—There is a demand for the exemption 
of inter-corporate dividends from corporation lax. 
Do you consider this justified and, if so, ivhy '! 

As far as corporation tax is concerned, dividends in 
the case of holding companies constitute double taxa¬ 
tion ; not only the various units forming the inter-cor¬ 
porate ring but also the ultimate shareholders will be 
liable to super-tax. 

Question No. 82. —Do you think that any special provi¬ 
sions are necessary for the assessment of — 

(a) banks ; and 

(b) investment companies ? 

Do existing rules relating to assessment of in¬ 
surance companies, especially mutual insurance 
associations, require any change ? If so, in what 
respect ? 

No comments. 

Question No. 83.—Do you think that differentiation 
should be made between distributed and undistri¬ 
buted profits of companies for tax purposes ? If 
so, on what grounds ? What change would you 
suggest in the present quantum of differentiation 
in favour of undistributed profits ? Should the 
concession in future be restricted to particular 
industries '/ 

if the tax concession in favour of undistributed 
profits is allowed to continue as at present or in a 
modified form, what measures would you suggest 
to ensure : 

(a) that retained profits are not used as a device 

by share-holders of private limited com¬ 
panies to evade super-tax; 

(b) that retained profits are actually applied for 

productive purposes ? 

In particular, are the provisions of Section 23A 
of the Income-tax Act satisfactory ? If not, what 
changes would you suggest ? 

First para—The answer is yes ; on the ground that 
the industry can plough back the profit into the business 
and use it for productive purposes, a process which 
should be encouraged. 

As regards the quantum, the present quantum is not 
sufficient ; it should be increased to all'ord greater in¬ 
vestment and might be fixed at two annas in the rupee. 
The concession should not be restricted to particular 
industries. 

Second para—-The present powers of the Income-tax 
Officers under Section 23A are sufficiently wide. The 
definition of the expression “ dividend ” in section 2(a) 
of the Act is sufficiently adequate to prevent misuse of 
the concession. 

Third para—Some discretion might be vested in 
the hands of the assessment officers in so far as the 
quantum of dividend under Section 23A is concerned. 
It should not be compulsory for any private limited 
company to declare dividend at GO per cent, provided 
such amount is invested in productive channels. As 
regards the safeguard to ensure that fhe retained pro¬ 
fits are utilised in productive it.annuls, A iiiou.d no., 
be difficult to lay down that only such portion of the 
profits will be exempted from the operation of this 
section as will be actually employed in the productive 
channels to the complete satisiaction of the Income-tax 
Officer. Any amount invested otherwise may be liable 
to the operation of this section. 

If the Officer is satisfied that the section should be 
applied, then the assessee should be given an oppor¬ 
tunity to declare upto the statutory percentage. 

Question No. 84. — Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

Income-tax is levied on the company on its total 
income. Corporation-tax is levied on the company, 
not on the income, but on its corporate existence 
although the same is measured by the total income of 
the company. If corporation tax is levied on the com¬ 
pany. not on fhe income but on account of its corporate 
existence, it is reasonable that corporation tax like any 
other tax should be allowed to be deducted as a charge 
against the profits of the company. If, however, it is 
held that corporation tax is in the nature of super-tax, 
i.e,, an additional income-tax, then there is no reason 
why the shareholders should not be given credit not 
only for income-tax but also for super-tax. 

The present practice of adding back super-tax to 
the company’s income and not allowing credit to the 
shareholders is very inconsistent. 

Question No. 85.—Would you consider that industrial, 
commercial and similar other enterprises under¬ 
taken by the Centre, the States and Local Bodies 


should be required to contribute, from their earn¬ 
ings in the way of income-tax or in other ways, to 
general revenues ? 

Yes, where such undertakings compete with ordinary 
commercial undertakings. 

Evasion and Avoidance of Tax 

Question No. 86.—Wliuc measures would you suggest for 
the greater use of the services of Chartered 
Accountants for assisting in the determination of 
luc taxable incl ine of assessees ? What obligations 
should be placed on a Chartered Accountant when 
he certifies a statement of accounts of an assessee 
lor purposes o, income-tax’ assessment ? In parti¬ 
cular, with amS iew to minimising evasion of tax, 
would you ret ommend that the certificate of a 
Chartered Accountant should invariably accompany 
the return for business income over a certain limit 2 
If so, would you suggest that a form of certificate 
should bt prescribed indicating the scope of the 
check that she aid be exercised by Chartered Ac¬ 
countants whe render the certificate mentioned 
above. Do you agree that fees payable by assessees 
to Chartered Accountants for such certificates 
should be restricted to a schedule to be prescribed 
by Goverainen-■ ? 

Assessees sboul.1 be free to decide whether or not. 
to avail themselves of the services of a Chartered 
Accountant for as acting in the determination of their 
taxable income. The empsloyment of a Chartered 
Accountant should be on the basis of agreement between 
him and his client and the Department should not seek 
to enlarge the functions for which the client has em¬ 
ployed a Charterc t Accountant. We do not agree that 
the certificate of i Chartered Accountant is invariably 
necessary in the 'ase of a Return of business income 
over a certain limit, nor do we agree that a form of 
eertifi ate should ie prescribed, indicating the scope of 
check that should be exercised by a Chartered Account¬ 
ant. i'he fees payable to a Chartered Accountant should 
be a natter of arrangement between him and his client 
and should not be restricted to a Schedule to be pres¬ 
cribed by the Gc verument. When an assessee selects 
a Chartered Accountant, he makes his choice of his 
own tree will as to the best person in his opinion to 
handle his work, and therefore, the fees to be charged, 
as in the case of an attorney should be left to be set¬ 
tled between the client and the Chartered Accountant. 

Question No. 87.--What changes would you suggest in 
the presen: aw relating to the representation of 
assessees before Income-tax authorities (section 61) 
in order to e i.sure — 

(i) effective representation of assessees at reu- 

sotui >le fees ; 

(ii) a minimum level of proficiency on the part. 

of representatives regarding the subject of 
incoi le-Uix law, rules and regulations ? 

No change. 

Question No. 88. —Will it assist in checking evasion if 
the names tf the persons who a re penalised for 
concealment of income are published, ? 

No comments 

Question No. 89.—Do you think that the present prac¬ 
tice of exch ding, from taxable profits, perquisites 
given to employees of business undertakings results 
in considerable loss of revenue ? If so, please state 
the perquisites you have in mind, and how they 
should be d tall with for the purposes of taxation. 
No. We arc in favour of continuing the present 
basis. 

The first proviso to Section 7 covers the point, and 
Section 10(2)(xi/) covers the point so far as the per¬ 
sons providing perquisites are concerned. 

Question No. 90.—In the case of a company under liqui¬ 
dation, what steps, if any, would you suggest for 
safeguarding payment of tax dues before any pay¬ 
ments are made to shareholders ? 

No comment >. 

Question No. 91.—Do you think that, in order to mini¬ 
mise evasion and avoidance of tax, there is a case 
fur conferring larger powers on income-tax autho¬ 
rities ? If to, what further powers should be given 
to them ? In particular, should powers to search 
premises ai d seize documents and books of accounts 
be given to Income-tax authorities ? If so, what is 
the lowest grade of officer on whom you would 
confer these powers ? 

We consider that the present powers are adequate. 

Question No. 92.—What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity—a t’ust or a private limited company or a 
partnership, especially family partnership—either 
for avoidin'] payment of income-tax or for fraction¬ 
ing of incc me io escape higher rates ? Would you 
recommenc the -use of penalty rates of tax to mini¬ 
mise such practices ? 
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The present safeguards are sufficient and further 
expansion would lead to hardship in genuine cases. 

Recovery. 

Question No. 93 .—in the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

No. 

Question No. 91. — Are present arrangements relating to 
recovery of income-tax adequate ? Would you 
advocate the Income-tax- Department having a sepa¬ 
rate machinery for enforcing the recovery oj 

nr rears of tax 

The present powers under Section 46 of the Act are 
sufficient. 

Question No. 95.—What provisions should be made to 
ensure timely collection of tax from private limited 
com panics ? Do you consider that liability for 
payment of lax in such cases should be placed upon 
shareholders of the company in proportion to their 
shareholdings ? 

No additional provisions seem to be necessary. We 
oo not consider that the responsibility should be placed 
upon shareholders. 

Question No. 90. — If income from any property is in¬ 
cluded for assessment purposes in the hands of a 
person other than the ostensible owner, would you 
agree to the tax so assessed being also made re¬ 
coverable from such property 
No comments. 

General. 

Question No. 97. What concrete measures should be 
taken to improve the relations of the Income-tax 
Department with assessees especially in regard to — 

(i) provision of free advice to small a ssessee on the 

following points : 

(a) maintenance of accounts in a form acceptable 
to the Income-tax Department ; and 
(b> mutters such as filing returns of income, 
claiming refunds, facilities for tax pay¬ 
ment, expeditions disposal of assessments, 
etc.; 

(ii) provision of information on various matters 

relating to assessment proceedings, such as 
disposal of refund applications, adjournment 
applications, examination of records, etc.; 

(iii) arrangement of work so as to obviate the 

necessity of assessecs or their representatives 
having to wail in Income-tax Offices for un- 
du’y long periods; and 

(iv) securing the largest measure of agreement on 

facts between the assessee and the depart¬ 
ment at Income-tax Officer level? 

The relation between the Income-tax Department 
and the taxpayers is likely to be improved considerably 
if the following steps are taken: 

(1) A liaison officer is appointed to give free advice 
to small assessees as regards maintenance of accounts 
in the form acceptable to the Income-tax Department 
and matters such as tilling returns of income, claiming 
refunds, facilities for tax payment, expeditious disposal 
of assessments, etc. 

(2) There must be an officer attached to the Enquiry 
Department specially empowered to give information 
on various matters relating to assessment proceedings, 
such as disposal of refund applications, adjournment 
applications, examination of records, etc., to a large 
number of taxpaying public, who are ignorant of these 
proceedings and who cannot afford to employ the 
services of an expert. 

(U) The work in the office should be so arranged in 
prior consultation with the experts handling a number 
of cases before the same Income-tax Officer or with the 
taxpayers’ accountants who undertake to appear on 
behalf of the assessee. 

(4) If the Income-tax Officer is not able to take up 
the assessee’s matter on the date appointed and at the 
time iixecl, he should not ask the taxpayer or his re¬ 
presentative to wait, but should give immediately a 
tresh appointment. The convenience of the taxpayer 
as regards production of books, payment of tax, giving 
information, etc., should be closely and sympathetically 
studied. 

(5) The Department is likely to secure the largest 
measure of agreement on facts, if it develops an attitude 
of. trust and sympathy instead of distrust and assump¬ 
tion. The Income-tax Officer should not suspect the 
assessee, unless he has some definite evidence—direct 
or circumstantial—for forming an adverse opinion. 

(6) The cases of the assessee should be promptly 
disposed of and the Income-tax Officers should not 
meticulously scrutinise the accounts every year where 
the records ot the assessee are otherwise clean. 


(7) Information should be called for only on the 
pom is relevant to the assessee and not information 
which would enable the Income-tax Officers to trace and 
check other people’s assessments. 

(8) Penalty should not be imposed for technical 
offences and defaults. It should ba levied only with 
a view to punishing recalcitrant and troublesome 
assessees. The law:; should be simple and sympatheti¬ 
cally administered and not as now administered with 
the primary purpose to get as large a revenue as possi¬ 
ble, either through over-assessment, extravagant esti¬ 
mation or heavy penalties for technical offences or mis¬ 
statements. 

(>)) Close departmental supervision over the work 
of assessment officers in respect of issue of assessment 
notices, calling for supph-mentary returns and informa¬ 
tion. hearing ol the assessecs’ cases, final assessment, 
together w'lh refund proceedings, if any, is calculated 
not only to facilitate and accelerate matters, but will 
also avoid development of practices which are none loo 
healthy bo h from the paint of view of Government 
and the asses: ee. 

Question No. 98. —What changes would you. suggest In 

the existing arrangements relating to : 

(i) issue of notices : 

(ii) simplification and filing of returns; 

(iii) levy of penalties ; 

(iv) recovery of lax; and 

(v) appellate procedure, and machinery, parti¬ 

cularly with reference to administrative 
control over Appellate Assistant Commis¬ 
sioners ? 

(i) The practice of issuing notices on the assessees 
on lire register should continue as hithertofore. 

(ii) The form of return should not be very elaborate 
and complicated but simple and intelligible. One sug¬ 
gestion is that an assessee carrying on business should 
be allowed to return his aggregate income from busi¬ 
ness under Sec.ion it) and not under separate heads of 
income as provided under Section 6. AH the assets in¬ 
cluding investments are held by him in course of busi¬ 
ness and arising as a consequence of his carrying on 
the business. And, therefore, it would be reasonable 
to treat it as income arising from one source. 

(iii) i'ei ally should not be levied for technical 
offences. It must tie levied only as a deterrent and a 
punishment for deliberate infringement of law, e.g., 
concealment, deliberate omissions or making false state¬ 
ments. 1 should not be imposed with an eye on 
revenue. 

(iv) It is very difficult U> make any definite sugges¬ 
tion except perhaps to point out that the authorities 
should take into consideration the special circumstances 
obtaining in the case oil each assessee, and in genuine 
cases penal interest should not be levied on instalment 
payments, it occiu s to us that if recovery of taxes 
were entrusted to a special department, it might reduce 
the work of the present assessment department and also 
speed up assessment work. 

(v) We have two suggestions to make under this, 
namely, the appellate machinery should be absolutely 
independent of the department, and secondly, the 
powers of enhancement of the taxes should be taken 
away from the Appellate Assistant Commissioner as 
the same are at present vested in the Income-tax 
Commissioner. 

Question No. 99.-— (a) Do you think that undue delay 
occurs at present in the course of assessment pro¬ 
ceedings ? If so, what do you attribute this to and 
what are your suggestions for remedying this ? 

(b) in order that delays of the kind mentioned 
above do not appreciably affect collection of a sub¬ 
stantial portion of the tax due, should any special 
concessions be provided to assessees to induce them 
to make advance payment of tax ? 

(a) We do think that undue delay occurs for the 
reason that returns and the information asked for have 
become over-elaborate leading to wasteful repetition. 
We, therefore, advocate simplification of the returns 
and avoid transfer of assessing officers during the 
pendency of assessment proceedings. 

(b) Our experience is that advance payment of tax 
tends to result in the Income-tax Officer delaying final 
assessment. 

Special Business Taxes 

Question No. 100. — What, in your opinion, should be 
the circumstances which would justify the levy of 
Excess Profits Tax or special business taxes ? 

E.P.T. should only be considered in a highly infla 
lionary situation, usually associated with war. 

Death Duties. 

Question No. 101.—What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 
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Question A o. 10?..—Would you in the matter of rates of 
levy differentiate between self-acquired property 
forming the estimate of a deceased and property 
inherited by him ? 

No comments. 

Part III--Commodity Taxes (Central & State) 
Customs 

import Duties. 

Question No. 103 .—Do you think that any changes are 
necessary in the Indian Customs Tariff in respect 

OJ — 

(i) grouping of commodities; 

(ii> additions to and alterations in tariff items; 

(iii) correlation with the Import Trade Control 

Schedule ; 

(iv) clarification in nomenclature and in units oj 

measurement or weight ? 

We consider that the Indian Customs Tarill' should, 
in the interests of all concerned, satisfy the Hollowing 
propositions: — 

(a) be closely correlated with the I.T.C. Schedule, 

and is exact co-ordination oi commodities is 
not possible, at least the general grouping in 
each should follow the same lines ; 

( b ) be kept up-to-date to meet the changing pattern 

of the country's importing needs ; 

(c) be such that an importer can ascertain clearly 

and in advance the category into which his 
prospective imports fall both as regards 
admission into the country and rate of duty. 

Question 104 .—(i) What considerations should govern 
the fixation of rates of import duties for different 
groups or sub-groups of commodities or for special 
tariff_ items ? 

(ii) Have you any modification to propose in the 
present rates of duties in the light of the considera¬ 
tions suggested by you ? 

(iii) Do you consider that import duties sitoitld be 
reduced in respect of any specific commodities in 
order to reduce the scope for smugling '! 

(iv) Are there any cases within your knowledge 
inhere ditties on the constituent parts arc higher 
than on the finished product? Is there adequate 
justification, in your opinion, for this differentiation? 

(v) Do you think that owing to high rates of duties 
the yield on any commodity has reached the point of 
diminishing returns ? 

(i) The prime considerations which arise in fixing the 
quantum of import duties are («) whether they arc lor 
revenue purposes ; and ( b ) whether they arc intended to 
protect an Indian industry against foreign competition. 
If the duty is levied for revenue purposes, then the 
quantum should be regulated with reference to the im¬ 
portance of the commodity charged in relation to the 
national economy, but if the duty is levied for protective 
purposes, then it should in no event exceed the duty re¬ 
commended for the purpose by the Tariff Commission. 
We deprecate the practice of Government invoking the 
special import control powers for the purpose oi granting 
additional protection to an Indian industry over and 
above the level of import duties recommended by the 
Tariff Commission, by banning or otherwise restricting 
the imports of certain manufactures. 

(ii) The wholesale banning of the imports of certain 
manufactured goods as a sort of protection to the Indian 
industry over and above the quantum ot duties recom¬ 
mended by the Tariff Commission is a disadvantage in 
the sense that it will leave no incentive to the Indian 
industry to improve its standard with due regard to the 
technical developments which take place in the foreign 
countries which compete with India. 

(iii) It is hardly our business to advise Government 
on such aspects of affairs, but we suggest that where 
wide-spread smuggling is credibly understood to take 
place, it is probable that the duty is more than the goods 
or the consumer can reasonably stand, and that the 
advisability of downward revision should at least be 
examined. 

(iv) No comments. 

(v) No comments. 

Question 105.—It the relative use of ad valorem and 
specific duties in the Indian Customs Tariff satisfac¬ 
tory ? If not, in what respects would you enlarge or 
restrict the scope of application of cither, whether 
used singly or in combination? 

No comments. 

Question 106. — (I) In what circumstances would you con¬ 
sider “ tariff values ” a satisfactory basis for assess¬ 
ment of import duties ? (section 22 of the Seu 
Customs Act). 

(ii) Are there any commodities to which you would 
extend the application of “ tariff values ”? 


(iii) What change:, if any, should be made in the 
procedure for determining “ tariff values "? 

We advocate fixation of tariff values only in cases of 
those commodities whose prices are fairly stable through¬ 
out the year. 

Tariff values should re fixed in consultation with the 
trade and industry so that the possibilities of values 
fixed being out of parity with market prices, can be 
avoided. 

Question 107 .—(i) What changes in your opinion are 
necessary in the present provision (sec. 30 of the Sea 
Customs Act) regarding the determination of “ real 
value ” and ivhy ? 

(ii) Would you mggest any specific measures to 
counter the evasio i of import duties through deli¬ 
berate under-valuation ? 

(iii) Have the methods of valuation in the Sea 
Customs Act proved satisfactory in relation to trade 
through the land customs border, especially on the 
Indo-Fukislan border? If not, have you any specific 
suggestions to mat c in this regard ? 

No comments. 

Question 108.-—What changes would you suggest in the 
matter of granting exemptions from, or reductions hi, 
import duties especially in regard to : 

U) rate materials used for essential industries ; 

(2) materials used for scientific research : 

(3) materials imiorted for charitable and humani¬ 

tarian purposes ; 

(•/) materials imp tried for stimulating desirable acti¬ 
vities, such as agricultural development; and 
(5) necessaries of life ? 

We are ot the view that all the materials listed in 
the question should be exempt from duties. Plant and 
Machinery required t y industry should also be excluded 
from the scope of tie duty, but if assessed to duty, it 
should be the lowest. 

Question 109.—To _ what extent do you think revenue 
might 6c sacrifi % ed in the interests of bilateral or 
multilateral fiscal arrangements such as GATT or 
the preferences n favour of certain Commonwealth 
countries ? 

The Fiscal Comn ission considered this question, and 
were unable to made any estimate on account of the 
changing times. 'they, however, suggested that the 
general revenues may be sacrificed in the interests of the 
development ot trade and economy of the country, if that 
was necessary. We are unable, however, to make any 
estimates, but we agree that the country should be pre¬ 
pared to make sacrifices in the interest of trade develop¬ 
ment. 

Question lit). IJidcr what circumstances should 
customs duties he used in preference to import quotas 
as a means of restricting imports? 

In our view, ci -cumstam.es ot each individual case 
should decide the issue as to whether custom:- duties or 
import quotas should be used as a means of restricting 
imports. As has b< en pointed out by us in our answer to 
question 104(i), the primary considerations which should 
govern the fixation of rates of duty are (a) revenue, and 
(6) protective. Wfere protective purpose is sought to lx; 
achieved, import quotas as a means of restricting imports 
of the protected e munodity should be resorted to only 
when specifically recommended bv the Tariff Commission 
after due equiry, end that too only to the extent and for 
the period which may be recommended by the Commis¬ 
sion. Where no such recommendation is made, Govern¬ 
ment should not r 'sort to import control to ban imports 
as is being done at present in certain cases. 

Question 111.—In what respects should the present law 
regarding “ < rawbacks ” and ‘’warehousing" be 
altered in order to assist the export trade in manu¬ 
factured good, which involve the use of imported new 
materials ? 

The present 1 jw regarding “ drawback ’’ should be 
extended to cover all exports of manufactured articles in 
which imported raw material was used. 

Question 112.—Heve you any suggestion to make regard¬ 
ing the administration of the Sea and Land Customs 
Acts, especia ly in regard to — 

(a) facilities for settlement of disputes arising out 

of appraisement; 

(b) penalties imposed under the Act. and the appel¬ 

late procedure relating to them? 

The facilities at present provided for the settlement 
of disputes arisii g out of appraisement are not satisfac¬ 
tory. First, ther ' is no statutory provision lor the settle¬ 
ment of these d.sputes. Secondly, there is no right of 
appeal from an c rder of the Chief customs authority, but 
instead Governn ent is vested with discretion under Sec¬ 
tion 191 of the Act. This state of affairs requires a 
thorough overha.il and we suggest that independent judi¬ 
cial machinery should be set up to deal with and settle 
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disputes. In this connection, it may be pointed out that 
Article X of the GATT to which India is a party lays 
down that judicial, arbitral or administrative tribunals 
should be set up for the purpose of the prompt, review 
and correction of administrative action relating to 
customs matters. 

Export Duties 

Question 113.—Under what circumstances, in your 
opinion, should export duties he imposed ? 

This Association is opposed to the levy of export 
duties except either as an anti-inflationary measure or in 
order to retain essential materials in the country. Ex¬ 
port duties which, in no case, should be imposed for 
revenue purposes should be most cautiously applied, and 
further, in order to prevent heavy and unexpected loss 
falling either on the exporter or the foreign buyer, 
exemption must be given to contracts placed before an 
export duty is applied or enhanced. 

Nothing is more calculated to annoy foreign customers 
or to disrupt the course of export trade than the retros¬ 
pective application of export duties, and the fear of such 
a possibility. It is equally detrimental to the handling 
of commodities by merchants and others whose business 
it is to carry slocks and generally assist in the marketing 
of production. 

Question 114.—What measures mould you suggest to 
achieve greater flexibility in the rales of duties to 
accord with the changing conditions of export 
markets ? 

Our experience has been that Government are not as 
prompt in withdrawing or reducing the duties as in im¬ 
posing them. Instances are not lacking to show that 
Government’s action has been belated and relief has 
come in only after the export trade has been seriously 
damaged by the duties in question. We would, therefore, 
suggest that when once a duty is imposed, Government 
must be vigilant in assessing the impact of the duty on 
the country’s foreign trade by consulting the interests 
concerned,'and should riot hesitate to withdraw or reduce 
the duty as promptly as it was imposed. 

Question 1 IS.—Would you suggest that the whole or a 
part of the receipts from certain export duties should 
be funded for financing schemes for promoting long 
range development of the export trade, subject to 
the obligations under GATT? 

We are opposed to the imposition of export duties ns 
we have stated in reply to question 113. Where, how¬ 
ever, such duties are imposed, we consider that the whole 
or part of receipts therefrom should be funded for financ¬ 
ing schemes for promoting long range development of the 
export trade, provided they are exclusively used for the 
benefit of the trade concerned wiih the commodity on 
which the duty is imposed. 

Question 116 .—Would you, in the interests of revenue or 
from any other point of view, recommend increased 
participation by the State in import and export 
trade ? If so, lohat form do you think should such 
participation take ? 

We would not recommend from any point of view any 
participation by Government in import and export trade, 
except in a national emergency. 

Central Excises. 

Question 117.—Do you regard as satisfactory the present 
selection of commodities for purposes of levying 
excise duties ? If not. what changes would you 
suggest and why ? 

and 

Question 113. —(i) Have you any changes to suggest in 
the present rates of excise duties ? 

(ii) Are the provisions regarding valuation satis¬ 
factory where ad valorem excise duties are levied ? 

It is appreciated that with the increasing self-suffi¬ 
ciency of the country, it is necessary to replace much of 
the revenue earlier derived from customs duty on imports 
by Excise on indigenous products and other commodities. 
Moreover, the delegation of this tax collecting to manu¬ 
facturers or dealers is economical from the point of view 
of Government. The incidence of Excise on particular 
articles of commerce, however, is one that needs the 
most careful consideration and discriminate application. 
For instance, there is at present an excise duty on motor 
spirit and tyres. The duty is a burden on motor trans¬ 
port, and is, therefore, undesirable. 

Similarly, the excise duty at present levied on steel 
ingots is a burden on the engineering industry as it is a 
raw material for that industry. We would, therefore, 
suggest that where a finished product forms the raw 
material for another industry, so far as the latter industry 
is concerned, the finished product should not bear any 
excise duty. 

When the excise duty on fine and superfine cloth was 
originally conceived in December 1948, it was regarded 


more as an anti-inflationary measure than anything else. 
Subsequently in 1949, the Finance Minister in his Budget 
Speech, in defending and extending the duty, referred to 
the need for finding revenue to offset the loss in revenue 
caused by the abolition of the Salt tax. 

The position has since undergone a radical change: 
Firstly, the loss in revenue which fell to be made up 
was about Rs. 9 crores, which in the prevailing circums¬ 
tances would have been met by an average duty of about 
•half an anna per yard. Today, however, the duty is being 
adjusted and readjusted, to produce a revenue of about 
Rs. 16 crores, excluding the additional Rs. 5 crores which 
is sought to be raised to finance schemes for the deve¬ 
lopment of the handloom industry. Secondly, the sellers’ 
market which obtained when the duty was conceived, 
has since disappeared, and today there is strong con¬ 
sumer resistance, and fine and superfine goods are practi¬ 
cally unsaleable except by manufacturers offering subs¬ 
tantial discounts. This means that the duty comes from 
the pockets of the manufacturer, which was never intend¬ 
ed to be the case, the assumption being that the excise 
duties would be borne by the consumer and the tax 
spread over the community. 

We have in one of our earlier answers advocated each 
section of the community bearing an equitable share of 
the tax burden. 

In the altered circumstances, we strongly urge that 
the excise duty on cloth be removed altogether, the loss 
in revenue, being made good by other forms of taxation 
which will equitably fall on all shoulders rather than only 
on a particular section. In this connection, we have 
suggested the re-imposition of the salt tax. 

Question 110.—Do you think that the differential rates 
of duty on different types of unmanufactured tobacco, 
other than flue-cured, should be replaced by a 
uniform rate of duty ? Have you any _ other sugges¬ 
tions regarding the tobacco excise tariff ? 

Question 120.—Do you think that the lower rate of duly 
on the cottage match industry has been helpful to 
its development ? If not would you suggest any 
change in the existing rates of duties ? 

Question 121.—Do you think that the arrangements for 
the assessment and collection of excises in respect of 
manufactured and unmanufactured commodities re¬ 
quire simplification? In particular, please comment 
on the present system as regards — 

(a) licensing, 

(b) warehousing, and 

(c) transport 

of excisable commodities. 

No comments. 

Question 122.—Do you agree that a part of the proceeds 
of excise duties may be earmarked for expenditure 
on research and development schemes designed to 
improve the quality and marketability of the com¬ 
modities ? 

Where excise duties already exist and are at a 
level which can reasonably be borne by the com¬ 
modity, we agree that a part of the proceeds may be 
earmarked for research and development but only for 
the industry on whose manufactures the excise is collect¬ 
ed. We are opposed to the imposition of any additional 
excise for such a purpose. We are also emphatically 
opposed to such an excise being collected on the pro¬ 
ducts of one industry for the benefit of another. 

Question 123. —Do you think that the imposition of excise 
duties has affected adversely the development of in¬ 
dustries producing excisable commodities, e.g., their 
size and competitive capacity in export markets ? 

High rates of excise mean high prices and a resultant 
restriction of output and development. If this results in 
uneconomic units, it will affect the capacity to compete 
in export markets. 

Salt Duty 

Question 124.—Would you recommend the re-imposition 
of the excise duty on salt ? If so, on what condi¬ 
tions ? 

We are in favour of the re-imposition of the salt 
duty. 

Salt used for industrial purposes should not be sub¬ 
ject to excise duty. 

TAXES ON THE SALE OR PURCHASE OF GOODS 
AND ON ADVERTISEMENTS. 

Oil ps lion 125.— Under the Constitution, the only sales or 
' 'purchases which can be taxed are sales or purchases 

of goods. Do you consider that the sales tax should 
be extended to — 

(i) services, so that the tax may be leviable on (a) 
charges for services proper (e.g., bills from a 
goldsmith or a printer ), (b) charges for both 
services and goods where the two cannot be 
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readily separated (e.g., hotel bills) and (c) 
charges for certain types of goods into the price 
of which sendee enters as a substantial ele¬ 
ment (c.g., paintings or photographs); and 

(ii) transactions of sale or purchase in stock ex¬ 
changes and f-at",ires markets ? 

If so, please deal with the administrative and other 
issues which may arise in the implementation of 
your suggestions. 

(i) No. 

(ii) We are opposed to any further extension of the 
sales tax. 

Question 126. —(i) The Union alone has the power to 
levy a tax on sale of newspapers or on advertise¬ 
ments in them. This power has not, so far. been 
exercised. Would you propose as desirable and 
feasible (a) a tax on sales only, or (b) (i tax on adver¬ 
tisements only, or (c) a tax on both? 

As regards (a), it has been urged that, on account 
of the small price charged for each newspaper, the 
sales tax would be fractional and cannot be passed 
on to the buyer, whereas in the aggregate it would 
be an undue burden on the concern itself. If you 
agree with this, how would you meet the difficulty ? 

As regards (b), what classes, if any, of newspapers 
or advertisements would you exempt from the tax, 
and what rates of tax, graded or other, would you 
levy ? 

(ii) Have you any suggestions to make regarding 
the taxation of advertisements other than those 
appearing in newspapers? 

Tax on sales of newspapers—We do not think it is 
desirable to levy a tax on sales of newspapers as we 
feel that reading of newspapers should be encouraged by- 
keeping the cost of papers as low as possible. 

Tax on advertisement in papers—We do not favour 
the imposition of any tax on advertisements in news¬ 
papers. A tax on advertisements might tend to dis¬ 
courage advertisement and thereby put up the cost of 
the paper to the reader. That apart, smaller papers 
would be driven out of existence. 

Question 12 7 .—As regards sales lax generally and, in 
particular, the sales tax on goods leviable by the 
States, it is sometimes argued that—since all goods 
sold in a State must fall within one of three cate¬ 
gories, viz., (a) manufactured or produced within the 
State, (b) transported into the State from elsewhere 
in the country and (c) imported into the State from 
abroad—an extension or increase of excise would 
serve fust as well us sales tax for category (a), of 
octroi or terminal tax for category (b), and of 
customs for category (e). Do you agree with this 
view which implies that the sales tax has no specific 
function In perform in the country's system of taxa¬ 
tion ? If not, what in your opinion, from the point 
of view of (i correlated tax-structure, is the legiti¬ 
mate phi-" and scooe of the sides tax as distinguish¬ 
ed from that of excise, octroi and customs ? 

Of the alternatives, we prefer the retention of the 
' sales tax. 

Question 128 .— (a) Sales \ax is almost invariably levied 
by the State Governments in terms of the turnover 
of the dealer over a given period. Since a sales tax 
leviable on the individual transaction necessitates 
fairly elaborate accounts, cash memos, etc., which 
only a small proportion of dealers is equipped to 
maintain, do you agree with the view that, in Indian 
conditions, the bulk of the sales tax is likely, for a 
long time to come, to continue to be leviable on aggre¬ 
gate turnover as distinguished from the individual 
sale-price ? 

(b) In most Slates there arc separate laws govern¬ 
ing sales tax on petrol. To what articles, if any. do 
you consider it desirable and feasible to extend the 
particular system adopted in respect of petrol ? 

(a) Yes, we agree. 

(b) No comments. 

Question 129. — (1) In regard to a system of levy based 
on turnover, is the choice broadly limited to the 
alternatives hereafter mentioned or is there any 
other system you would advocate? Under the 
system you recommend would the sales tax continue 
to be roughly as significant a source of Stu'e revenue 
as at present? The alternatives referred to above 
a re : 

(i) a relatively low rate of levy at each of almost 

all points of sale; few dealers excluded and 
few goods exempted (Multi-point) ; 

(ii) a relatively high rate of levy at only one point, 

viz., the point, at which a registered dealer 
sells either to a consumer or to an unregistered 
dealer; exemption from tax of sales by one 
registered dealer to another registered dealer: 
exclusion from compulsory registration of n. 


dealer below a certain limit of turnover; a 
large number of exempted goods (Single 

Point); 

(iii) various combinations of the above. 

(2) Which, of the above alternatives would you 
advocate ? Please state your reasons in some detail, 
comparing merits and demerits from the point of 
view of (a) the consumer, (b) the dealer, (c) industry, 
trade, etc., generally and (d) Government. Please 
relate your arguments, as far as possible, to lessons 
which may be drawn from the actual working of 
Sales tax Acts in different States. 

(3) In particula r : 

(i) as regards (a) above., do you think that the sales 

tax or any particular form of it, leads to a 
greater bur len being placed on the consumer 
than is acc muted fur by the proceeds ivhich 
accrue to the Exchequer ? 

(ii) as regards (t) above, have you any suggestions 

to make regarding the simplification of forms, 
accounts etand of the procedure generally 
in order to make the administration oj the ta.v 
less burdensome to the dealer? Further, 
having regard to the cost of maintenance of the 
machinery '-or compliance, would you suggest 
an alternative form of taxation so far as small 
dealers are concerned ? 

(iii) as regards (c) above, has the imposition of the 

sales tax h d to any noticeable change in the 
organisation of the trade in the. country, espe¬ 
cially in regard to the size of the business unit, 
location o head-offices, number of inter¬ 
mediaries, variety of the goods dealt with, 
etc.? 

(iv) as regards (<) above, please examine the finan¬ 

cial and ac.ministrative aspects, including the 
scope for t vasion presented by the particular 
system an l the difficulty or otherwise of 
countering it. 

(1) & (2). We prefer a single-point sales tax referred 
to in (ii) above. The recent experience in Bombay has 
shown that the single-point system of taxation is easier 
to administer and understand. We suggest that the 
single-point levy of lax should be at the last point of 
d;ale. 

3(i). If we understand the question correctly, we think 
that there are fewer opportunities for misappropriation 
under the single-poin system than any other. 

(ii) In order to ma-ce the administration of the tax less 
burdensome to the dealer, we agree that the forms and 
accounts should be simplified, and assessments expedited, 
and there should be a time limit for the completion of the 
proceedings from the date of submission of the leturn by 
the assessee. 

(iii) The only change of which we have any know¬ 
ledge is the change i i the number of intermediaries due 
to the introduction oi multi-point sales tax. 

(iv) In our view, evasion of lax could be substan¬ 
tially reduced, if not eradicated, by introducing the system 
of licensing of dealers which was in force in Bombay 
under the single-point system of tax. 

Question 130.—In re ation to the particular system you 
advocate : 

(i) should there be special rates of levy, higher than. 

the ordina-y rate, for certain articles? If so, 
for which type of articles ? 

(ii) should there be special rates of levy, lower than 

the ordinary rate, for certain articles ? If so, 
for which type of articles ? 

(iii) which articles, if any, should be exempted alto¬ 

gether and why? Please elaborate the prin¬ 
ciples whi 'h, in your opinion, should underlie 
exemption ;. 

(i) & (ii) We ha'-e no objection to a rate higher than 
the ordinary rate of tax being imposed on luxury goods 
provided what constitutes ’‘luxury goods” is reasonably 
defined. 

(iii) Raw materials should be exempted from the tax 
in order to encourage industries and to avoid double tax¬ 
ation. Essential goods (vide, items enumerated under the 
Essential Goods Declaration and Regulation of Tax on 
Sale or Purchase Act 1952) should also tie exempted from 
tax in order to make these essential goods available to the 
people at reasonable prices. 

Question 131.—In regard to system, rates, exemptions, 
etc., what degrei of uniformity between the different 
States do you consider desirable and feasible? Would 
you bring it about — 

(i) by formal nr informal convention : 

(ii) by central egislution promoted at the instance 

of two or more States ; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the sales 
tax in the Concurrent List 7 



(iv) by constitutional amendment so as to include 
the item of sales tax, as a whole, in the Union 
List ? In the last-mentioned case how would 
you apportion the proceeds ? Would this alter¬ 
native be a practicable proposition from the 
point of view of the finances of the States ? 

We prefer the inclusion of the item of sales tax as a 
'hole in the Union List, the Central Government distri- 
uting the proceeds of the tax to the respective States, 
r our opinion, whatever sales tax is collected within a 
articular States by the Centre should be returned to 
lat State. 

'ueslion 132.—To what extent has any desirable 
uniformity been achieved in refiard to exemptions (in 
favour of “ goods essential for the life of the com¬ 
munity ”) under Clause (3) of Article 286 of the Cons¬ 
titution ? What principles ivould you advocate for 
deciding the exemptions to be made under this provi¬ 
sion of the Constitution ? Do you consider that the 
scope of the provision contained in Clause (3) of 
Article 286 should be extended also to “essential 
articles ” which had been subject to soles tax before 
the relevant central enactment came into force ? 

So far as our information goes, we do not consider 
lat any desirable uniformity has been achieved in regard 
3 exemptions of goods essential for the life of the com' 
runity envisaged in clause 3 of Article 286 of the 
'onstitution. 

The principle to be followed in deciding the list of 
xemptions to toe made under the Constitutional provi- 
ion referred to above is— 

(a) whether it is required by the citizen in order to 

maintain himself ; and 

( b) is it a raw material used by an Indian industry. 
Our answer to the third part of the question is in the 

ffirmative. The Central enactment in question should 
e made retrospective. 

Question 133 .—As regards “sales outside the Slate", 
“ inler-Stale commerce ”, etc., please discuss the 
adequacy or otherwise of the relevant provisions of 
Article 286 and suggest remedies for any defects 
which, in your opinion, have been revealed in the 
actual working of these provisions. 

(b) Please discuss in this connection the desir¬ 
ability and feasibility of the suggestion that pur¬ 
chases only (and not sales ) should be taxed, so that 
the tax jurisdiction of each State might be confined 
to parties residing within the State. Alternatively, 
do you consider that purchases should be taxed in 
certain cases and sales in certain others ; if so, how 
and on what considerations would you define the 
two categories ? In either case, please describe 
your scheme in some detail and explain the advant¬ 
ages which you claim for it. 

If our suggestion in answer to question 131 is adopted, 
his point would not arise. If, however, our suggestion is 
ot adopted, then we suggest that the tax jurisdiction of 
ach State should be confined to the dealers residing m 
hat particular State. The obvious advantage in so res- 
ricting the jurisdiction is that trade and industry would 
now exactly where they stand under the law and what 
heir tax liability is. 

There should be no sales or purchase tax on inter- 
Itate transactions. 

Question 134.—Do you think that lack of uniformity be¬ 
tween the States as regards the rates of sales tax 
and the methods of applying it (single or multiple 
point) has the effect of raising barriers in inler-State 
commerce or of inducing uneconomic diversions of 
trade ? If so, what measures would you suggest to 
rectify the position 1 

We do consider that lack of uniformity between the 
States as regards the rates of sales tax and the method 
if applying it has the effect of raising barriers in inter- 
tate trade or commerce. Worse still, we consider that 
he narrowly selfish uses, to which sales tax lends itself 
n the hands of individual states, are liable to lead to 
conomic provincialism of a kind disruptive of the unity 
if the country and detrimental to its prosperity. We 
vould, therefore, suggest centralisation of sales tax as 
iointed out in our answer to Question 131. 

State Excises 

Question 135— (a) In regard to State Excise duties and 
the revenue therefrom, have you any comments or 
suggestions to make — 

(i) on features of importance connected xuith the 

system of levy of these duties in different 
States, 

or 

(ii) on policies involving various degrees of relin¬ 

quishment in certain States of the revenue 
from these duties ? 
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Should there, in this context, be uniformity between 
different States ? If so, in what particulars and to 
what extent ? 

(b) Is there proper co-ordination between the levy of 
Central Excise on medicinal and toilet preparations 
containing alcohol, etc., and of State excise on al¬ 
coholic liquors ? If not, what steps would you 
s-uggest to ensure adequate co-ordination ? 

No comments. 

General 

Question 136.—Do you think there is a case for vesting 
in the administration the power to alter, by executive 
order, the rates of import duties, export duties and 
excise duties ? If so, please indicate in what cir¬ 
cumstances and ivithin what limits such power 
should be exercised ? 

No. 

Question 137 .—Do you visualise any scope for extension 
of the field of commodity taxation as a result of the 
implementation of the Five Year Plan ? 
and 

Question 138.—What “luxury articles", if any, would 
you suggest on which commodity taxes in any of 
the various forms might be levied at specially high 
rates ? 

No comments. 

PART IV—AGRICULTURAL INCOME-TAX, LAND 
REVENUE & IRRIGATION RATES 

Agricultural Income lax. 

Questions 139 — 142.—As we have stated elsewhere, we 
favour the collection of more taxes from agricultural 
classes, but ive feel we are not competent to answer 
the questions in detail. 

Land Revenue and Land Cesses. 

Questions 143, 144, 145, 146, 147, 148. —No comments. 

Question 149.—Do you think that the principles of as¬ 
sessment of land revenue will require modification 
if co-operative farming is more widely adopted ? If 
so, in what directions ? 

We do not think that the principles of assessment of 
land revenue require modification, but as an incentive 
to co-operative farming, some concession may be 
offered. 

Question 150.—Have you any comments to make on 
policies in respect of — 

(i) alienation of land revenue in forms in which 
such alienation subsists and may continue to 
subsist (e.g. devastha.n inams); 

(ii) concessions in land revenue, both ad hoc and 

regulated, e.g., on (a) sale of land belonging 
to or at the disposal of Government or (b) 
transfer of such land either on special tenure 
such as impartible or inalienable tenure or on 
ordinary tenure to special classes of lessees 
such as educational or charitable institutions 
and co-operative societies ; and 

(iii) suspensions and remissions ? 

No comments. 

Question 151.—Are there any suggestions which you 
would make in regard to the assessment of — 

(i) agricultural land in rural areas, used for non- 

agricultural purposes ; 

(ii) land classed as agricultural but now part of 

an urban area and used for non-agricultural 
purposes ; and 

(iii) land classed as non-agricultural, whether in 

rural areas or in urban areas, and used for 
non-agricultural purposes ? 

We consider that the present principles properly 
applied are satisfactory. 

Questions 152, 153, 154. —No comments. 

Irrigation Rates and Betterment Levy. 

Question 155.—Would you recommend any of the follow¬ 
ing taxes, either singly or in combination, where a 
major irrigation work has been constructed by the 
State — 

(i) a betterment levy representing a portion of the 

increase in the value of land ; 

(ii) an irrigation rate for the water actually sup¬ 

plied ; 

( m ) a smaller compulsory cess for all lands under 
command, whether the water is actually utilis¬ 
ed or not; 

(io) any other tax or taxes , as an alternative to or 
in conjunction ivith the above ? 

(i) We are opposed to a betterment levy, because it 
appears to be a form of captial gains tax. We suggest 
instead of a betterment levy, a surcharge on land 
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revenue until the next land revenue settlement becomes 
clue. 

(ii), (iii) and (iv)—We are in favour of an irrigation 
rate on water actually supplied and a small compulsory 
cess for all land under command, but we would not 
recommend any other tax. 

Question 156.—What portion of the increment in land 
value may be reasonably absorbed by the State as 
betterment levy ? 

How should it be assessed, in what instalments should 
it be collected and by what administrative 
machinery ? 

How would you time the recovery in relation to develop¬ 
ment, i.e., before the project comes into full opera¬ 
tion or afterwards when substantial incremental 
value is actually realised ? 

Would it be proper and practicable to impose a better¬ 
ment levy on lands already benefited by an exist¬ 
ing irrigation work ? 

Should the proceeds from the levy be earmarked tor c 
specific connected purpose, e.g.. contributing to¬ 
wards the cost of the particular irrigation project 
or of other irrigation projects ? 

In view of our answers to question 155. this question 
does not arise. 

Question 157. —(i) Should the irrigation rale be no more 
than an adequate charge for the water supplied or 
should it also contain an element of additional levy 
on the increased yield or crops ? Can you indicate 
with reference to conditions in your State whether, 
and if so to what extent, there is an element of 
additional levy in respect of (a) old irrigation works 

(b) new irrigation works ? What limits would you 
place on the quantum of additional levy in respect 
of (a) old irrigation works, (b) new irrigation 
zoorks ? 

(ii) Would you base the irrigation rate primarily on 
(a) area irrigated, (b) quantity of water supplied. 

(c) crop value, (d) any other factor ? 

(iii) Are you in favour of periodical revision of wilier 
rates ? If so, with reference to one or more speci¬ 
fied States, what period would you consider appro¬ 
priate in conformity with economic considerations 
and in the light of administrative convenience ? 

(iv) Do you advocate concessional or incentive rate;;, 
particularly in the initial stages of development, with 
a vietv to encouraging the production of specific 
crops or the adoption of desired farming techniques? 

We consider the irrigation rate should be no more 
than an adequate charge for water supply. 

Question 158.—How would you fix the compulsory irri¬ 
gation cess? Would you make it a small fee valu¬ 
able to the annual cost of maintenance of the work ? 

We would make the irrigation cess a small fee 
relatable to the annual cost of maintenance of the work. 

Question 159 .— If the items mentioned above—betterment 
levy, irrigation rate and irrigation cess—were dis¬ 
cussed in connection with a minor irrigation work, 
or a tube well scheme, to what extent would your 
replies have to be modified ? 

A lot depends on the extent of the benefits con¬ 
ferred by the works. 

Question 160.—In what circumstances would a consoli¬ 
dated rate of land revenue—where the assessment 
includes an element of water rate—be preferable to 
a Scheme of separate irrigation rales and cesses'? 

In our opinion, separate rates would be belter, 
because irrigation rates can be changed at more frequent 
intervals, but not land revenue, which according to our 
information is guaranteed for a certain number of years. 

Question 161 .—What is the scope for the imposition of 
a surcharge on irrigation rates based on — 

(t) crop values ; 

(ii) sizes of holdings, etc., 

for the purpose of financing projects of u local 
Character ? 

No comments. 

PART V—OTHER TAXES (CENTRAL AND STATES) 
Stamp Duties and Court Fees. 

Question 162.—Under the Constitution— 

(1) the Union is empowered to fix the rates of stamp 

duties in respect of bills of exchange, cheques, 
promissory notes, bills of lading, letters of 
credit, policies of insurance, transfer of shares, 
debentures, proxies and receipts, and 

(2) the States are empowered to fix the rates of all 

other stamp duties. 

/4s regards both (1) and (2), have you any suggestions 
to make for the levy of a stamp duty where it. is not 
already levied, or for an increase or decrease of the 
present -rates where a stamp duty already exists ? 
Please give reasons for your suggestions. Are there 


any general principles which you would propose f< 
adoption in regard to the fixation of rates of slew 
duties ? 

As regards (2), since the rales vary from State to Stat 
what degree of uniformity do you consider desi 
able and feasible, and how do you propose to achie i 
it ? 

If possible, please estimate the net effect of your pr 
posals on the revenues of States. 

Generally speaking, we consider the present rates 
stamp duty on commercial documents sufficiently hig 
In particular, it is open to consideration whether U 
rates on usance bills of exchange should not be cut 
the interests of export promotion. 

As regards uniformity, we very definitely feel th 
these duties, in tic interests of equitability and simp) 
city, should be as uniform as possible throughout Indi 

Question 163.—Certain States (e.g., Bombay) levy stan 
duties on tre nsactions in forward markets. Win 
is ijotir rieiL regarding the complaint, that the: 
duties have ended to affect the business in the. 
markets, pa'ticularly that of the middle-do 
traders ? If you consider that the levy of stair 
duty on transactions in these markets is a suitab 
and potentially important of securing revenue, whi 
administrative and other measures would you s«: 
gest for thi efficient collection of such duties 
Alternatively, in place of stamp duties, would yc 
suggest, some other form of taxation of transact iot 
in stock exchanges and future markets? If s 
please elaborate your suggestion. 

All genuine f irward transactions either contemplai 
actual delivery, cr are used in order to minimise mark* 
risk, that is, the y are anti-speculative. In the forme 
case, they are n ulcted on delivery by sales tax, or i 
the case of stock Exchange Securities by stamp duty o 
transfers. In the latter, the availability of a properl 
conducted hedge contract to the trade and frequently t 
industry, is indispensable. Any further attempt to ta 
forward transactions will tend to drive trading unde: 
ground with resulting deterioration in the trading cor 
clitions and morality, increase in speculation, and prt 
bably some loss of existing revenue to Government, lc 
alone the prospect of any accession. 

Question 164.—lit this country, the stamp duty is Orel 
nariiy a lax on documents which constitute evident 
of legal rig its. There are, however, certain taxe, 
such as thi entertainments tax, which are some 
times collected in the form of stamps, and sugge: 
tions have been made that this system may b 
. appropriate,y extended to the collection of taxes o 
the sale of goods or on other transactions. Do yo 
agree with this view? If so, to what taxes woul 
you extend the scheme ? 

As the question states, stamp duties are in essenc 
imposed on documents evidencing legal rights, and thi 
imposition itself confers evidence of legality. Logical 1; 
their use can be and is extended to documents whie! 
grant rights ot ler than strictly legal ones, e.g., ticket 
for admission to places of entertainment. It would b 
no less logical to levy a stamp duly on railway ticket 
or rail receipts and Government might possibly care t 
consider this, since it seems certain to us that an; 
further increase in taxation will have to be as wide 
spread as possi )le. But any attempt to levy stamp dut; 
on transaction; which need not be documented wil 
merely, in our view, lead to widespread evasion. 

Question 165.— What are the more common methods o 
evasion or avoidance of payment of stamp dull/ 
What vicars of prevention would you suggest ? 

No comments. 

Question 166.—The rates of Court Fees differ from Stab 
to State. To what extent do you consider uniform 
iiy in the rales desirable and feasible? 

We conside:' uniformity in this, as in any other forrr 
of tax which is ot general application, desirable anc 
administratively feasible. 

Question 167 — Have you any suggestions to make regard 
ing the Schedules to the Indian Court Fees Act anc 
the rates of levy thereunder? 

No comments. 


Taxes on Motor and Other Vehicles. 

Question 168.- -Taking into account (a) the several taxes 
Central, State'and Local, which affect motor trans¬ 
port directly and business, trades, etc. indirectly , 
(b) the variation in some of these taxes from region 
to region and between different categories of vehi¬ 
cles, and (c) the relative financial needs of the 
different .axing authorities, both generally and, in 
particular for the maintenance, improvement and 
extension of roads, what changes, if any, would you 
introduce in the present system of motor vehicles 
taxation ? What degree of uniformity do your sug¬ 
gestions involve ? Instead of several taxes by differ¬ 
ent autho 'ities, a consolidated tax has been suggest- 
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cd : do you consider this feasible ? How would you 
apportion the proceeds among the different autho¬ 
rities concerned ? 

In the interest of uniformity of taxation throughout 
re Union, we would prefer to see the centralisation of 
11 motor taxes, duties etc., but in view of the varying 
rurces of taxation it is not possible to replace the exist- 
lg taxes, duties, etc., with a consolidated lump sum 
uiy. The position, however, appears to be capable of 
eing met by the Centre prescribing a reasonable scale of 
uties and taxes which should be levied throughout, 
ndia on motor vehicles, component parts, tyres, petrol, 
tc., etc., including charges of registration. All Muni- 
ipal taxes, or other imposts on motor vehicles should 
e abolished, and each State should only be allowed to 
npose taxes strictly according to the scale drawn up 
y the Centre. 

Question 160.—To what extent arid in luhat manner, in 
your view, should the proceeds from motor vehicles 
taxation be earmarked for roc^d maintenance and. 
development ? 

In considering the question of apportioning or ear- 
larking the proceeds for various purposes, the simplest 
rocedure to adopt would be to reserve the amount 
olleeted by the levy of a reasonable scale of import 
uty on motor cars, spare parts and tyres, to the Centre 
or revenue purposes, and divide the balance to the 
arious States according to the road mileage available 
\ each State for road development and maintenance. 
£ this basis of distribution to the States is not feasible, 
hen it might be on the basis of petrol consumption in 
ach administrative unit, except in the case of under- 
.eveloped areas, where some concessional treatment 
right be required. 

hiestion 170.—Have you any specific comments to make 
on the main recommendations of the Motor Vehicles 
Taxation Enquiry Committee, 1950? 

Question 171.—Have you any suggestions to make re¬ 
garding the extension of taxation to, or increase of 
present taxation on, users of roads other than motor 
vehicles ? How would yon classify the users, what 
rates would you suggest and who, in your view, 
should be the taxing authorities ? How would you 
dispose of the proceeds ? 

We are generally in agreement with the observations 
nd conclusions of the Motor Vehicle Taxation Enquiry 
lommittee, and in particular we consider there should 
,e no objection to a minimum tax of Rs. GO per annum 
ip urban and mofussil bullock carts, with a somewhat 
ower rate for pneumatic tyre fitted vehicles, and a cess 
if one anna on land revenue to represent a tax on rural 
arts, such taxes being collected by the State, and 
lassed on to the Centre to be credited to the Central 
load Fund. 

Entertainments Tax. 

Juestion 172, 173, 174, 175. —No comments. 

Tax on the Consumption or Sale of Electricity. 

jueslion 176 .—A tax on the consumption or sale of elec¬ 
tricity is levied in several Stales in India. Do you 
consider that this is a suitable tax and may be adopt¬ 
ed by other Stales ? Would you restrict it to con¬ 
sumers of energy for domestic purposes or would 
you extend it to sales for industrial uses also ? 

A tax on electricity is a tax on progress, and as such 
vill retard the raising of liv ing standards on which the 
eady availability of electric service greatly depends. If 
he electricity tax cannot be removed, it should be 
mnimised, but electricity required for industrial pur- 
>oscs should certainly not be taxed. 

Question 1 77. —In respect of domestic purposes — 

(a) should a distinction be drawn between the elec¬ 

trical energy consumed for lights and Jans and 
the energy consumed for other domestic pur¬ 
poses (frigidaires, heaters, radios, etc.)? On 
what principles would you determine the rates 
of duly ? 

(b) what exemptions would you suggest and on what 

basis ? Would you apply a lower rate of duty 
to small consumers? 

No comments. 

Question 178.- — If you arc in favour of a duty on energy 
used for Industrial purposes, on what principles 
icould you determine the rates of duty ? What 
exemptions would you provide for and on what 
basis ? 

We are not in favour of a duty on energy used for 
ndustrial purposes. 

Question 179.—How would you modify your suggestions 
in reply to the foregoing questions if electrical 
energy — 

(i) is entirely supplied by Government under¬ 
takings in a State. 


(ii) is supplied by Government undertakings in some 
areas of a State and private undertakings in 
utlier areas ? 

(i) and (ii) if a State Government undertaking 
supply electrical energy in a State, they should be sub¬ 
ject to the same rules and regulations, restrictions, con¬ 
trol, duties, etc., etc., as private undertakings, and their 
profits should be subject to income-tax and super-tax. 
In fact, they should be treated in every respect in the 
same way as private undertakings. 

Question ISO. — What degree of uniformity as between 
different Slates would he desirable in regard to 
the levy of electricity duty ? Hole would you 
achieve it ? 

In our opinion, uniformity of taxation throughout 
the Union would be desirable, and this, in our view, can 
be achieved only ii the power to impose a duty on 
electricity consumed were reserved for the Centre. 

Betting and Prize Competition Taxes. 

Questions 181, 182. 183. —No comments. 

Question 184.—Have you any comments or suggestions 
regarding any other taxes, cesses or fees (e.g., excise ' 
on opium, probate and succession duties, registra¬ 
tion fees) not covered by Parts II to V of the 
questionnaire ? 

No comments. 

PART VI—LOCAL TAXATION. 

Questions 185. 18G, 187, 188. 189, 190, 191, 192, 193, 194.— 

No comments. 

Question 195. — (a) Is there, in your opinon, defective 
co-ordination — fiscal, administrative or other—be¬ 
tween particular local taxes and allied State or 
Central taxes ? Please give instances and point 
out the nature and order of the detrimental effect, 
if any, on the public or on trade, industry, etc. 
Whftl remedies would you suggest ? 

(b) Does the lack of co-ordination, in any particular 
instance, result in unnecessary duplication of staff 
or other forms of wasteful administration ? Does 
it, lead to needless harassment of the lax-payer by 
different lax-agencies ? What remedies would you 
suggest ? 

There is little co-ordination between the States and 
local bodies such as municipal corporations, etc., in 
respect of matters concerning taxation, and each 
authority collects taxes according to its own require¬ 
ments. This results in a certain amount of disparity 
especially where trade and industry are concerned, in 
view of the fact that industry located in a centre sub¬ 
ject to high rates of municipal and state taxation is at 
a disadvantage when competing with the same industry 
situated in centres not so highly taxed. For instance, 
the municipal bodies situated in two adjoining centres 
like Bombay and Thana do not levy the same rate of 
lax, nor follow the same principles for assessment. 
Neither do they adopt the same articles or the same 
rate lor purposes of octroi or town duties. We would 
suggest greater co-ordination between the States and 
the local authorities in taxation matters to ensure uni¬ 
formity. 

Question 196— Apart from defects traceable to the Con¬ 
stitution (Question 186) or to the legal and other 
arrangements for devolution in individual States 
(Questions 188 to 194) or to inadequate co-ordination 
between the different tax-structures. Central, State 
and Local (Question 195), are there any other im¬ 
portant types of defects in the framework of the 
system ? Please give instances, What remidies 
would you suggest ? 

Please see our answer to Question 195. 

Questions 197, 198. 199.— No comments. 

Question 200.—Since (a) lands under non-agricultural 
use, (b) buildings and (c) income from both these 
are subject to taxation by : 

(1) the Union—(Section 9 of the Income-tax Act), 

(2) the Slates —( non-agricultural assessment and, in 

some States, urban immovable property tax 
a nd 

(3) Local Bodies, 

it is sometimes contended that there is multiple 
taxation of the same source of income and that, in 
any case, there is need for correlating those different 
taxes into a more rational system. Do you agree 
with this view ? If so, what scheme would you 
suggest for the purpose? Would you adopt a uni¬ 
form basis oj valuation for all the taxes concerned, 
Central, State and Local ? What basis toould you 
adopt: the capital valve of the property or its annual 
rental value ? 

We would favour a uniform basis of property valua¬ 
tion for purposes of taxation whether it be Central State 
or Local. In fixing the renta. value for purposes of 

38 a 
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such taxation, due regard should be had to all taxes, 
repairs and other outgoings ot property owners, includ¬ 
ing cost of rent collection, depreciation, etc. 

Question 201.—If the question of valuation was confined 
to the levy of urban immovable property tax by 
States and general property tax by Local bodies, 
what basis would you adopt: capital value or an¬ 
nual rental value ? Do you agree with the recom¬ 
mendation of the Local Finance Enquiry Committee 
that “ there should be no change from the well-tried 
basis of rent to the more or less uncertain basis of 
capital value ”, but that where “ municipalities are 
actually adopting capital value as the basis and 
there is no complaint, that basis may continue ”? 

If by capital valuation is meant the original cost of 
the property, then we submit that such valuation would 
yield different capital values for different properties 
according to the year in which they were erected, 
although the rents or returns may be more or less the 
same. In the circumstances, the rental value basis 
seems to be more acceptable, provided that in the case 
of industrial tenements the rent is not fixed only on the 
profits of the industry. 

Question 202. —As regards the urban immovable property 
tax, the Local Finance Enquiry Committee says in 
effect that, even though property tax generally 
should be left to be exploited by local bodies, it 
would be both expedient and suitable for the 
Government (i ) to levy an urban immovable pro¬ 
perty tax when a municipality fails to levy a pro¬ 
perty tax in spite of a statutory obligation to do so 
or (if) to continue to levy the tax when a munici¬ 
pality refuses to increase its property tax to the 
extent the State Government is prepared to reduce 
its urban immovable property tax. Do you agree 
with this view ? Have you any other comments to 
make on the urban immovable property tax ? If 
you consider it a suitable form of taxation for the 
States, what modifications, if any, would you suggest 
in regard to exemptions, rates of levy, mode of as¬ 
sessment and procedure for collection ? 

No comments. 

Question 203.—What principles would you recommend 
for adoption in regard to the general property tax ? 
Would you exempt rental values below a particular 
level ? How would you deal with the properties 
of owner-occupiers or of charitable or educational 
trusts or of co-operative housing societies ? What 
remissions, if any, would you give for vacancies ? 
So far as new buildings are concerned, would you 
recommend exemption for the first few years after 
construction, rvith a view to encouraging house¬ 
building ? 

This question has been partly answered in Question 
200. We would not exempt any property from liability 
to pay tax. In the case of owner-occupied properties 
or charitable or educational trust or co-operative hous¬ 
ing societies, rateable value should be worked out on 
the basis of the annual rent received, less all the owners’ 
outgoings including a provision for depreciation. Such 
a provision, in our opinion, might encourage co-operative 
or private building schemes. 

Questions 204, 205, 206.—No comments. 

Question 207.—In so far as certain taxes usually known 
as “ service taxes ” —e.g., water, lighting, drainage 
and conservancy taxes—are levied along with, and 
on the same basis as, the general property tax by 
certain local bodies, what suggestions, if any, would, 
you make in regard to the rates of levy, collection, 
etc., of these taxes ? Have you any comments to 
make regarding property and service taxes vis-a-vis 
port trust properties, railway properties, other pro¬ 
perties of the Central Government and properties 
of State Governments ? 

Were service taxes are collected on the same basis 
as the general tax, i.e., where the service tax takes the 
form of a percentage of the rateable value, the tax 
charged must be related to the expenditure incurred by 
the Municipality in giving the service. In other words, 
the quantum of tax imposed should not be either less 
or more than the expenditure actually incurred by the 
Municipality in giving the service. 

We do not see any reason why Port Trust properties. 
Railway properties, Central Government and other pro¬ 


perties should be treated differently from priva 
properties. 

Questions 208 to 216.—No comments. 

Question 217. — Should the “pilgrim tax" levied t 
certain local bodies be more widely adopted ? I 
you consider that a suitable form of taxation on tl 
floating population in the bigger cities can l 
devised ? 

We are opposed to the imposition of a pilgrim ta: 
We consider the object in India should be to reduce tt 
cost of travel. 

Questions 218 to 221.—No comments. 

Question 222. — Have you any suggestions to make r< 
garding the levy of betterment of taxes by differei 
categories or h eal bodies (e.g., by a municipality i 
connection with town improvement)? 

Betterment taxes should be imposed only after it : 
decided in what proportion expenditure incurred o 
betterment should oe shared between the State Govert 
ment, the Municipality and the property owners. I 
our view, the expenditure should be incurred in equ; 
shares between the three parties, and the total amour 
to be recovered from property owners should be sprea 
over a fixed number of years. 

Question 223. — Have you any comments or suggestion 
to make on any items of local taxation not covere 
by the foregoing questions ? 

Question 224.—Have you any general suggestions to male 
regarding the fuller utilisation of their tax resource 
by different cc tegories of local bodies ? 

As the Association’s experience is confined to th 
working of the Bombay Municipal Act, we make th 
following suggestions concerning the industry, in regar 
to the taxes imposed by the Bombay Municipality :— 

(a) WATER 'FAX: 

(1) The levy of water tax should be strictly i 

relation to the expenditure incurred by th 
Municipality in providing the service. Th 
Municipality are at present making a ver 
considerable profit which, in our opinion, i 
wrong in principle as the supply of wate 
is an essential service. 

(2) There should be no discrimination in the lev. 

between consumer and consumer, and every 
body should be treated alike. At present 
some consumers are charged for water a 
A lev el which is even below the expendi 
lure ncurred by the Municipality and other 
are jvercharge. Similarly, chawls ownet 
by employers are charged for water tax a 
14 annas per 1,000 gallons, as agains 
3-3/4 per cent, collected from private land 
lords in the same locality. 

(b) GENERAL TAX: 

(1) We consider that in fixing the rateabl 

values of industrial tenements, the Munici 
pality should be assisted by an independen 
boar! of qualified assessors. 

(2) Further, all appeals against rateable value 

in lespect of such industrial propertie 
should be disposed of by the Chief Judge o 
the Small Causes Court, with the assistant 
of a board qualified assessors. 

(3) We consider that the amenities provided b; 

the employer in his mill premises, such a 
hospitals, dining rooms, canteens, res 
houses, creches, etc., should be free fron 
general tax. 

(4) Section 175 of the City of Bombay Munici 

pal Act oilers a refund of general tax ti 
the extent of 66-| per cent, of the amoun 
of tax paid if the industry was closed fo 
not less than sixty consecutive days. I 
appears that even though the mills remaii 
closed for more than sixty days, no refum 
of general tax would be admissible so Ion; 
as machinery continues to remain installs 
in the departments. This defect should be se 
right and refund of general fax should bi 
allowed on proof of closure only. 

Questions 225 t<> 228.—No comments. 


Supplements to the Replies of the Millowner ;’ Association. 


Answer to Question 62.—As regards rates of depre¬ 
ciation in respect of buildings, we had suggested that 
the factory buildings should be rated at 74 per cent, and 
non-factory buildings at 5 per cent. If this suggestion 
is not acceptable to the Commission, then we would 
suggest the continuation of the provisions of Section 
10(2) of the Indian Income-tax Act, 1922 as it stands, 
with the proviso that in case of extensive alterations, 
the depreciation allowance should be 71 per cent. 


Answer to Question 73— In our original memoran 
dum, we had jut forward certain proposals regardini 
assessment of income from properties within the frami 
work of Section 9 of the Income-tax Act. Where, how 
ever, an employer pr.ovides housing for his labour, sue! 
houses should be assessed with the employers’ busines 
under Section 10. 

Answer to Question 75.—We would like to add on< 
more point to our reply to this question. It is this I 
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should be made mandatory on Income-tax officers to 
revise the assessment of the assessee under Section 
18A(1) of the Indian Income-tax Act, where it transpires 
that the income of the succeeding year results in a lower 
tax than the one on which the original notice of the 
Income-tax Department was based. The position at 
present is that the Income-tax officers are only giving 
effect to it under the third proviso to the aforesaid 
provision where the revision happens to be in their 
favour. 

Answer to Question 98(v). —On item (v) of this 
question, we had put forward tw,o suggestions, viz., the 
appellate machinery should be absolutely independent ; 
and secondly, the powers of enhancement of taxes should 


be taken away from the Appellate Assistant Commis¬ 
sioner as the same was at present vested in the Income- 
tax Commissioner. If, however, the Commission were 
to hold the view that the Appellate Assistant Commis¬ 
sioner should have the power to enhance, we plead that 
such powers should be limited only to items appealed 
against, and not to any .other item. 

Answer to Question 99. —We would like to add one 
more point to our reply to this question. It is this, 
namely, our experience has been that inordinate delays 
occur in securing refunds not only on original assess¬ 
ments but also in respect of any appeals which have 
been decided in favour of the assessee. 


Supplementary Information ' Supplied by the Millowners Association, Bombay. 


STATEMENT 1. 

Estimate of Handloom Cloth Production in the Country. 

An estimation of production of handloom cloth in the 
country involves, in the first instance, an estimation of 
the “ free ” yarn available for consumption by the 
handloom industry. For arriving at this “ free ” yarn, 
the method employed by the Millowners’ Association, 
Bombay, as far back as 1916 was, first, to work out the 
quantum of yarn consumed by mills on the basis of a 
ratio of 100 lbs. of yarn to 112 lbs. of cloth. To the 
figure thus arrived at, was added the quantity of mill- 
made yam exported from the country, and the resultant 
figure was deducted from the total yarn production, and 
the balance represented the “ free ” yarn. This basis 
was subsequently adopted by the Indian Industrial Com¬ 
mission in its report submitted in 1918. 

In his “ Notes on the Indian Textile Industry with 
special reference to Hand Weaving ” compiled in 1926, 

Mr. R. D. Bell assessed that 1 lb. of yarn would yield 
4 yards of handloom cloth since the bulk of handloom 
production was coarse. In the case of mill-made cioth, 
he stated that 1 lb. of yarn would, on an average, give 
4-78 yards of cloth, and that l lb. of mill-made cloth 
was equivalent to 4-27 yards. 

Referring to Mr. Bell’s calculations, the Tariff Board 
of 1932 observed that in view of the average yardage 
of mill-made cloth per 1 lb. of yarn being 4-5 for India 
as a whole, 5-2 for Ahmedabad and 4-7 for Bombay in 
1931-32, the estimate of 4 yards per lb. of yarn for 
handloom cloth given by Mr. Bell was too high an 
average, and the Board thought that the average yard¬ 
age was nearer 3 than 4 since as much as 80 per cent, 
of cloth woven on handlooms was from yam of coarse 
counts, viz., 20s. and below. In the case of mill-made 
cloth, the Board was inclined to agree to a ratio of 
100 lbs. of yarn to 110 lbs. of cloth since production had 
gone finer. 

The Fact Finding Committee which was appointed in 
1941 to make a survey of the handloom industry vis-ci-vis 
the mill industry, however, observed in its report that 
the finding of the 1932 Tariff Board to the effect that 
the bulk of the handloom production consisted of counts 
20s and below was even more true of the mill industry 
as well In this Committee’s view, a ratio of 110 lbs. 
of mill-made cloth to 100 lbs. of yarn was a more correct 
assumption for years subsequent to 1931-32 onwards, as 
mills had gone finer. Accordingly, in converting the 
weight of mill-made cloth into its yarn equivalent, this 
Committee adopted a ratio of 112 lbs. of cloth to 100 lbs. 
of yam for the period 1900-01 to 1930-31 and a ratio of 
110 lbs. of cloth to 100 lbs. yarn for the subsequent 
period As regards the ratio between yardage of cloth 
and weight of cloth, the F. F. C. observed that the 
earlier ratio of 4 27 yards of cloth to 1 lb. of cloth was 

Consumption of different types of cotton yarn 


good for the period 1900-01 to 1930-31, but not for sub¬ 
sequent period for which a ratio of 1 lb. of cloth to 
4 78 yards of cloth was taken. The F. F. C. also worked 
out the relation between the yardage of cloth and the 
weight of yarn, by taking into consideration the ratios 
between the weight of cloth and the weight of yarn and 
the yardage of cloth and the weight of cloth. For the 
period up to 1930-31, it accepted a ratio of 1 lb. of yam 
to 4-78 yards of cloth, and for the subsequent years, a 
ratio of 1 lb. of yarn to 5-26 yards. 

For the ha/idloom cloth, the F. F. C. found that the 
ratio was 1 lb. of yarn to 4-57 yards where cloth was 
woven out of mill-made yam, but where it was woven 
out of hand-spun yarn, the ratio was placed at 1 lb. of 
yarn to 3 yards, and the average ratio at 1 lb. of yarn 
to 4-36 yards of cloth. As regards the relation between 
the weight of cloth and the weight of yarn, the F. F. C. 
worked out a ratio of 100 lbs. of yarn to 102 lbs. of cloth 
assuming that there would be a 3 per cent, loss in weight 
due to wastage in yam and a 5 per cent, increase in 
weight of cloth on account of the addition of starch. On 
the basis of this ratio, one lb. of handloom cloth was 
considered to be equivalent to 4-48 yards. 

According to the Fact Finding Committee, the annual 
consumption of Indian mill yarn for different purposes 
classified counts-wise on the basis of 1937-40 figures was 
as under : 


Consumption of Indian mill yarn for different purposes 
classified according to counts (1937-40). 

(In million lbs.) 


Counts. 

Consump- 
Production tion of 

of mill Indian E rts 

yarn m mill yarn { Av \, rn o) 
India by hand- ' ” 

(Average) looms 
(Average) 

Power- 
looms, 
Hosiery, 
miscella¬ 
neous, etc. 
(Average) 

Balance, 
consumed 
by mills. 

110 s. 

128-5 

46-8 3-9 

r>-7 

72-12 

ll-20s. 

581-4 

98-5 17-4 

25-6 

439-94 

21-30s. 

321-5 

70-2 9-7 

14-3 

227-3 

31-40s. 

161-4 

47-0 4-8 

71 

102-5 

Above 40s. 

87-3 

3(1-8 2-6 

3-8 

441 

Total 

1.280-1 

299-3 38-3 

50*5 

886-0 


Consumption of different types of cotton yarn by 
handloom industry according to counts was, according 
to this Committee, as under : 


by the handloom industry according to counts. 

(In million lbs.) 


Total 


Counts 


consumption of 
cotton yarn 
(excluding 
two-folds) 

Consumption 
of hand-spun 
yarn 

Consumption 
of imported 
yarn 

Consumption 
of Indian 
mill yarn 

1—10*. 


71-71 

24-74 

• m 

46-79 

11—20*. 


123-63 

24-74 

•38 

98-50 

21—30*. 


70-48 


■32 

70-16 

31—40 s. 


50-93 


3-91 

47-02 

Above 40*. ...■•■ 


42-57 


5-73 

36 81 

Two-folds, etc. 


. 


22-05 




Total . 359-32 

49-48 

33-18 

299-31 
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Percentage distribution by counts of the consumption 
of cotton yarn by handlooms and mills was, according 
to this Committee, as indicated in the table below : 

Percentage distribution by counts of the consumption of 
cotton yarn by handlooms and mills. 

Counts Mills Handlooms 

Percentage Percentage 

l—10s. 81 20-0 

11—20*. 49-fi 34-4 

21—30*. 25-7 HHj 


it must be pointed out that the percentages in question 
are based on consumption of all types of cotton yarn, 
i.c., mill-yarn, imported cotton yarn and hand-spun yarn, 
ff mill-made yarn alone is taken int.u consideration, then 
the percentages relative to count-groups are as given 
in the table set out hereunder : 

Percentage distribution by counts of the consumption of 
mill-made cotton yarn by handlooms. 

Handlooms 

Counts (Percent age) 


I —10s.id-60 


31—10,-. 1 Hi 14-2 11—20*..32-90 

Abovo 40a. .... 5-0 11-8 21—30s. ........ 23-50 


Total . 100-0 100-0 

On the basis of the above table, the Fact Finding 
Committee made the following observation : 

“ The percentage distribution of the mills steeply 
rises in the range ll-30s, while in the case of hand¬ 
looms, it is more evenly spread out. Thus, both in 
very low counts and in high counts, the proportion 
of handloom consumption of yarn is higher than 
that of mill consumption of yarn. Another interest¬ 
ing point which arises from the table is that below 
20s. the mills produce 57-7 per cent, of their output, 
while the handlooms produce somewhat less, viz.. 
54-4 per cent, of their output. ” 

In connection with the percentage distribution by- 
counts of the consumption of cotton yarn by handlooms, 


31—40*..Id-70 

Above 40*.12-30 

Total . 100-00 

An attempt is made in the following paragraphs to 
set forth the position regarding the character and com¬ 
position of production since the submission of report by 
the Fact Finding Committee. In so doing, foreign 
cotton yarn, the import of which in the last three years 
has not been of any appreciable quantity and hand-spun 
have been left out of account. 

The two tables set out below give the production of 
cotton yarn since 1918 classified by count-groups, for 
the periods 1941-47 and 1948-52. 


Production of cotton yarn by Indian cotton mills classified count-grouponse : Period 1941-47. 

COUNT-GROUP. 
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been a spectacular increase. This table, therefore, indi¬ 
cates that there has been a shift in production from 
coarse to fine, and this inference is further corroborated 


by the following table which gives the set-up of cloth 
production since 1945 : 


Production of cloth by Indian Mills during the period 1945—53. 

(Category-wise.) 



(Figures 

in thousand yards.) 




Year 


Coarse 

Medium 

Fine 

JSuperline 

TutaJi 

production 


f 

3,895,334 

539,996 

252,259 

■1,687,589 

1945 . 

• • < 
t 

830U 

(>/ 

O 

11-50% 

5-41% 



r 

925,508 

2,296.152 

520,284 

260,843 

4,002,787 

1946 . 

' ' i 

23-12% 

57-36% 

13-00% 

6-52% 



r 

803,956 

2,103,449 

645,998 

283,716 

3,837,119 

1947 . 

■ ■ I 

20-95% 

54-82% 

16-84% 

7-39% 




794,529 

2,577,520 

601,514 

339,996 

4,313,359 

1918. 

■ ■ I 

18-42% 

59-75% 

13-95% 

7-88% 



r 

452,068 

2,309,169 

809,240 

333,726 

3,904,203 

1949 . 

• ' t 

11-58% 

59-15% 

20-72% 

8-55% 




421,819 

1,781,436 

1,200,453 

261,383 

3,665,091 

1950 . 

■ ■ I 

11-51% 

48-61% 

32-75% 

7-13% 



r 

303,516 

2,080,858 

1,347,946 

283,866 

4,076,186 

1951 . . . . . 

■ - 1 

8-92% 

51-05% 

33-07% 

6-96% 




503,585 

2,706,580 

1,193,720 

194,753 

4,598,638 

1952 . 

■ ■ { 

10-95% 

58-85% 

25-96% 

4-24% 



r 

492,859 

2,612,806 

740,949 

253,174 

4,099,848 

1953 (10 months, January-October) . 

■ ■ ( 

1202% 

63-73% 

18-07% 

6-18% 



From this table, it is clear that production of coarse 
cloth had gone down from 23 per cent, in 1946 to 11 per 
cent, in 1952 while fine had gone up from 11-5 to 26 per 
cent. In this period, the medium was almost stationary 
while superfine had gone up with the exception of 1952. 
Since 1952, about 30 per cent, of production has been 
in finer varieties, while 59 per cent, in medium and 
11 per cent, in coarse. 

Distribution by count-groups of the consumption of 

period 


To ascertain whether there has been any change in 
the character of production of the handloom industry in 
comparison with the mill industry, the following tables 
which give an indication of the actual and also percen¬ 
tage distribution by count-groups of the consumption of 
cotton yarn by handlooms and mills in the periods 1945- 
47 and" 1949-53 vis-a-vis the position indicated by the 
Fact Finding Committee for the period 1937-40, may 
serve an useful guide : 

cotton yarn (mill-made) by mills and handlooms in the 

1945-4 7. , J , 

(In thousand pounds.) 


Count-groups 

F. V. C. Figures 
1937-40 
(Average) 

1945 


1646 

1047 

-A- - 

Mills 

-- x 

H- Looms 

Mills 

4 

11. Looms 

Mills 

It. Looms 

Mills 

H. Looms 

1—10eS‘. 

72,120 

46,800 

74,655 

62,042 

62,532 

72,727 

53,659 

61,712 

11—20*-. 

439,940 

98,500 

624,078 

110,094 

492,016 

113.603 

439,070 

116,673 

21 40*. 

329.809 

117.200 

334,984 

113,786 

305,542 

67.680 

286,439 

86,828 

Above 40*. 

44,109 

36,800 

56,446 

14,150 

80.712 

16,220 

100,656 

17,802 

Total 

886,000 

299,300 

1,090,163 

300,072 

940,802 

300,230 

885,824 

283,015 


(Sourco : Textilo Commissioner's GST—Bulled is.) 

Distribution by count-groups of the consumption of cotton yarn (mill-made) by mills and handlooms in the 

period 1949-53. 

(In thousand pounds.) 


F. F. C. Figures 

Count-groups 1937-40 

(Average) 1 040 1950 10.>1 

,-*- , - A -1 t - A -1 / A i 

Mills H. Looms Mills H. Looms Mills II. Looms Mills 11. Looms 


I—10s. 
11—20 s. 
21—40s. 
Above 40s. 


72,120 40,800 54,566 66,014 38,426 30.963 45,477 27,039 

439,940 98.500 497,176 124,650 424,127 75,243 477,833 76,951 

329,800 117,200 270,920 75,044 274,746 65.556 313,985 80,657 

44,11X1 36,800 97,693 13,202 95,281 14,606 102,352 17,805 


Total . . 886,000 299,300 920,355 278,910 832,580 186,368 939,647 202.452 


1952 

Mills H. Looms 


1953 

Mills H. Looms 


53,457 50,039 48,880 47,762 

563.462 106.395 501,478 91,823 

357.786 95,782 287,841 76,800 

03,960 12,399 71,609 13,035 


1,038,665 264,615 909,808 229,420 


(Source : Textile Commissioner’s GST—Bulletins.) 

[Note.—I n the above two tables, the figures relating to yarn made available to the handloom industry have been anivi d a t tifb r 
providing for the reqniroment.il of non-handloom consumers, worked out on the basis suggested by the Fact Finding Committee. 
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Percentage distribution by count-groups of the consumption of cotton yarn ( mill-made ) by mills and 

handlooms. (Period: 1945-4 7.) 


F. F. Finding 

1937-40 1945 11)40 ID-47 

(Annual average consumption) 


CmmL-gioup. 1 * 

^ Mills 

—v -- ■ - 

H. Looms Mills 

H. Looms 

Mills 

ii. Looms 

Mills 

-, 

H. Looms 



' Mill-made 
Yarn only 

All Yarns ’ 








(Per¬ 
centage) 

(Per¬ 

centage) 

(her- 
eentage) 

(Per¬ 

centage) 

(Per¬ 

centage) 

(l-o- 

eenlage) 

(Per¬ 
ec litage) 

(Per- 

eentage) 

(Per- 

eentage) 

1 - 19-. 

8-10 

1.7-04 

20-00 

0-8.7 

30(i8 

(CM 

34 -33 

0-00 

31-81 

11 —20---. 

49-1)0 

33-91 

34-40 

57-25 

3009 

03 39 

37-8-1 

PJ57 

41-33 

31 —10*. 

37 30 

39-10 

33-80 

:u)72 

37-93 

33 48 

33-04 

33-33 

30-08 

Above lO-.v. .... 

3 00 

13-39 

11-80 

.7-18 

4-71 

8 08 

0-40 

13-04 

0-39 

Total 

100-00 

100-00 

100-00 

100-00 

10000 

100 00 

100-00 

100-00 

100-00 


Percentage distribution by count-groups of the consumption of cotton yarn ( mill-made) by mills and 

handlooms. (Period: 1949-53.) 


Count-groups 


F. F. Finding 
1937-40 

(Annual average 
consumption) 


Mills 


H. Lomus 


Mill- 

made 

Yarn 

only 


All 

Yarns 


1949 


19,79 


19.71 


1952 


19,73 




Mills H. Looms Mills II. Looms Mills It. Lo uns Mills II. Looms Mills 11. Looms 




(Per- 

(Per- 

(Per- 

(Per- 

(Per- 

(Per- 

(Per- 

(Per- 

(P-r- 

(Per- 

(Per- 

(Per- 

(Per- 



eentage) e. 

outage) eentage) « 

mi age) a 

outage) e 

-cut-age) e 

■entage) c< 

entage) ec 

nti-ge) et 

ullage) i 

rentage) i 

rentage) 

eentage) 

1- 

-10*. . 

8-10 

15-04 

30-00 

.7-93 

23-07 

4-01 

lli-lil 

4-84 

13-35 

5-1(7 

18-92 

5-37 

20-82 

11- 

-30*. . 

49-00 

33-91 

34-40 

.74-00 

44-09 

50-94 

40-37 

.70-8,7 

18-01 

54 25 

40-20 

55-12 

40-03 

31- 

-40*. . 

37-30 

39-10 

33-80 

29-45 

20-91 

33-01 

3.7-18 

33-42 

19-84 

34-4,7 

36.19 

31-64 

33-47 

Above 40*. 

5-00 

13-39 

11-80 

10-02 

4 73 

11-44 

7-84 

10-89 

8-80 

(r 15 

4-69 

7-87 

5-68 


Total , 

100-00 

100-00 

100-00 

100 00 

100-00 

100-00 

100-00 

100-00 

100-00 

100-00 

100-00 

100-00 

10000 


It will be observed from the above tables that the 
percentage distribution is rather erratic. This erratic 
movement was due to the fact that in the war-period 
production of the mill industry was geared to war-time 
needs, and in the subsequent period, it was entirely 


dictated by the avail ibility of cotton, as could be seen 
from the following lable which shows that there has 
been a considerable rise in the consumption of foreign 
cotton since 1947 : 


CONSUMPTION OF COTTON BY INDIAN MILI S. 


(In bales of 400 lbs.) 


Year (Cotton Year) 

Indian 

Cotton 




FonuuiN 



American 

Egyptian 

Last African 

Sudan 

Pakistan Sundries 

Total 

1938-39 

. 3,151,065 

98,288 

1129.014 



352,862 

,780,164 

1939-40 

3.050,106 

92,198 

8130,448 

239,272 


77,34,8 

539,266 

1940-41 

3,617,147 

60,982 

138,724 

238,582 


132,934 

571,222 

1941-43 

4,025,232 

36,296 

159,884 

307,578 


131,382 

635,140 

1942-43 

4,306.831 

1,651 

159,483 

167,151 

114,138 

22,099 

464,522 

1943-44 

4,119,461 

367 

331.581 

174,021 

110,2.81 

11.410 

633,671 
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CONSUMPTION OF COTTON BY INDIAN MILLS— contd. 

{In bales of 100 lbs.) 


Year (Cotton Year) 

Indian 

Cotton 




FoitEIGN 




f ' ' 

American 

Egyptian 

East African 

Sudan 

Pakistan 

•Sundries 

Total 

1044-43 


4,158,064 

172 

267,640 

236,311 

118,076 


21,023 

643,222 

1045-40 


3,871,022 

11,024 

^37,1-5 

207,597 

106.270 


42,634 

604,650 

1946-47 


to*') 

73,061 

296,301 

200,232 

104,642 

1,010,836 

21,745 

1,712,817 

1947-48 


3,573,207 

26,463 

305,607 

195,315 

88.870 

723,216 

7.871 

1,347,432 

1948-49 


3,152,006 

72.603 

395,850 

1,85,967 

60,120 

410,956 

5,165 

1,130,721 

1949-50 


2,569,529 

216,560 

403,082 

281,503 

30,482 

203,44 2 

5,642 

1,140,711 

1050-51 


2,500,480 

472,433 

306,306 

228,382 

76.114 

17,378 

4,312 

1,105,125 

19.41 -52 


2,042,022 

694,547 

157,524 

162,868 

63,216 

4,185 

1,678 

1,084,018 


The rise in the consumption of foreign cotton was 
due to the loss of Pakistan cotton for consumption in 
the Indian Mills. Furthermore, there was control on 
prices until recently and to certain extent the controlled 
price structure also had considerable influence on the 
character of production. In the period 1945-47, produc¬ 
tion of cloth by textile mills in counts above 35s. was 
20 per cent, on an average, while 80 per cent, accounted 
for the production of cloth in counts below 35s. In the 
period 1950-52, production of cloth above 35s. went up 
to 36-7 per cent, while production in counts 35s. and 
below went down to 633 per cent. In other words, 
mills had gone considerably finer compared to the period 
covered by the survey of the Fact Finding Committee. 
Since thc F. F. C. adopted a ratio of 100 lbs. of yarn 
to 110 lbs. of cloth for the period subsequent to 1931-32, 
it stands reason that the ratio should now be lesser 


than 110 lbs. of cloth for every 100 lbs. of yarn. The 
point for consideration, however, is whether it is advis¬ 
able to alter the ratio in the light of facts and figures 
pertaining to an extraordinary period during which the 
character of production was not determined by the 
normal forces of supply and demand. 

To appreciate the trend of consumption of mill-made 
cotton yarn by the mill and the handloom sectors, the 
figures relating to the year-wise percentage distribution 
given in the two tables set out on page 8, have been 
reduced to averages, in the following table, for two 
distinct periods, i.e., the period 1945-47 representing the 
pre-partition period and the period 1949-53, representing 
the post-partition period, and the average position indi¬ 
cated by the Fact Finding Committee for the period 
1937-40 has also been placed in juxtaposition for the 
purpose of comparison : 


Count-groups 


1 — I0.su 
11 — 20 *. 
21—40*. 
Over 40* 


Total 



Mill Industry 


Handloom 1 ml us try 

-A- _ 

f 1937-40 

I945-47 

1949-53 

1937-40 

1945-47 

1949-53 

Percentage 

Percentage 

Percentage 

Percentage 

Perron(age 

Percentage 

810 

0-52 

5-18 

15-04 

22-24 

18-07 

49-60 

53-04 

53-03 

32-91 

38-58 

40-66 

37-30 

31-84 

32-39 

39-16 

33-71 

34-32 

500 

8-60 

0-40 

12-29 

5-47 

6 35 

100-00 

100-00 

100-00 

100-00 

100-00 

100-00 


From this table, it will be seen that in production 
up to 20s., there has been no change in the case of mill 
industry whether in the period 1937-40 or 1945-47 or 
1949-53, though there has been a shift in the production 
from 1-1 Os. to ll-20s. In the case of handloom industry, 
the position, however, is that the percentage consump¬ 
tion has gone up from 48-56 to 00 82 in the period 1945- 
47 and to 59-33 in the period 1949-53. In the counts 
21-40.?. there has been a reduction both in the mill 
industry as also in the handloom industry, but in the 
case of 40s. and above, consumption has increased in 
the case of mill industry but has decreased in the case 


of handloom industry. In other words, the handloom 
industry has gone coarser and it is, therefore, a matter 
of doubt whether it is advisable to accept a ratio of 1 lb. 
of yarn : 4-57 yards of cloth suggested by the F. F. C. 

Until such time a re-alignment takes place in the 
matter of production of cloth in both the sectors, it seems 
advisable to accept the F. F. C. ratio of 100 lbs. of yarn 
to 110 ibs. of cloth in the case of mill-made cloth and 
Mr. Bell’s estimate of 1 lb. of yarn to 4 yards of hand¬ 
loom cloth. It is on this basis that an estimate of 
handloom production is given in the following table for 
the last 3 years, viz., 1950-52 : 


1 

2 

4 r> 

(> 

7 

8 9 

10 

Year 

Production 

of 

yarn 

Consumption Yarn 

of yarn by surplus 

Production mills on 1 lie to tlit* 

ot basis of 10C requirements 

olnlh lbs. of yarn of mills 

= 110 lbs. (Col. 2-Col. 4) 
of doth 

Yam 

exported 

(<’« 

“ Free 
Yam ” 
.1. 5-Col. 

Yarn Yarn 

consumed available 

by for 

poveilooms, consumption 
6) hosiery, etc. by 

(15% of handlooms 

free yarn”) (Col. 7-Col. 8) 

Handloom 

cloth 

px odnetion 
on the basis 
of 1 lb. of 
yarn = 4 y ds. 
ot cloth 


- 

hi thousand 
Ibs. 

hi thousand 
lbs. 

In thousand 
Ibs. 

In thousand 
Ibs. 

1950 

1,154,806 

857,302 

770,365 

375,441 

1951 

1,275,759 

909,067 

880,970 

394,789 

1952 

1,421,455 

1,053,823 

958.021 

463,434 


In thousand 
Ibs. 

In thousand 
lbs. 

In thousand 
lbs. 

In thousand 
lbs. 

In thousand 
yds. 

82.700 

292,741 

43,911 

248,830 

995,320 

26,200 

368,5S9 

55,288 

313,301 

1,253.204 

19,800 

443.634 

06,545 

377,089 

1,508,356 


39 


1 tec/55 
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1.122 million yds. 1,578 million yds. 



ANNEXURE I. 

Notes on the statement relating to taxes and duties 
payable by the cotton mill industry of Bombay City and 
island. 

(1) Import Duty on Cotton. 

In March 1952, the rate was changed from 2 as. per 
lb. to 2 as. 1-1/5 ps. per lb., by the Finance Act, which 
imposed a 5 per cent, surcharge on all import duties. 

Please note that the amounts have been calculated, 
for 1951 on the consumption of raw cotton in the period 
September 1950 to August 1951 : for 1952 oil the con¬ 
sumption in the period September 1951 to August 1952 ; 
and for 1953 on the consumption in the period September 
1952 to August 1953. The actual figures of consumption 
were : 


1950- 51 

1951- 52 

1952- 53 


3,90,7(18 bales of 392 lbs. 
3,80,826 bales of 392 lbs. 
3,06,229 bales of 392 lbs. 


(2) Excise Duty. 

For rates of excise duty, please see Annexure II. 

The amount has been estimated in the following 
manner. The actual loom state production of coarse, 
medium, fine and superfine cloth in each of the calender 
years 1951, 1952 and 1953 was taken from which was 
subtracted half of the all-India exports of cotton textiles 
in each of these varieties, to allow for the exports from 
Bombay Citv mills. The total amounts were estimated 
with reference to the rates contained in Annexure II. 

(3) Sales Tax. 

The original single-point Sales Tax Act of the Govern¬ 
ment of Bombay provided for exemption from the tax 
in respect of raw materials, fuels, lubricants, stores, etc., 
purchased by industrial concerns for the purpose of 
manufacture. Hence there was no sales tax on these 
items in 1951 and in the first ten months of 1952. 

The Government of Bombay brought their new multi¬ 
point Sales Tax Act into force with eflect from 1st 
November 1952, and the new Act did away with the 
exemption for raw materials, etc., purchased by lndustiial 
concerns. An estimate is made in the following para 
graphs of the addition to manufacturing charges brought 
about by the levy in the calendar year 1953. 

Cotton.—Sales tax is levied at the rate of 1 per cent, 
on raw cotton. The tax, however, does not apply to 
imported cotton if the cotton is imported by mills them 

In 1952-53, the Bombay mills consumed 929,187 
bales of Indian cotton. Taking the average price at 
Rs 425 per bale (i.e., Rs. 850 per candy), the value ol 
this cotton comes to Rs. 39-5 crores. The sales tax at 
1 per cent, amounts to Rs. 39-5 lakhs. 

The value of the total cotton consumption by Bombay 
mills in the year 1952-53 was roughly Rs. i2-j crorcs. 
Subtracting Rs. 39-5 crores, the approximate value of 
fhe Indian cotton, the value of the foreign cotton con¬ 
sumed amounted to Rs. 33 crores. It is estimated that 
85 per cent, of this foreign cotton was imported in the 
mills’ own account, and the remaining 15 per cent, 
valued approximately at Rs. 5 crores was purchased 
through importers and had to bear the tax at 1 pei tent, 
amounting to Rs. 5 lakhs. 

The sales tax on cotton may, therefore, be taken to 
have been as under:— 

1 per cent, on Indian cotton costing 
about Rs. 39-5 crores . . • Rs- 3J j lakhs 

1 per cent, on 15 per cent, of the 
total foreign cotton consumption, 
valued at about Rs. 33 crorcs . Rs. 5-0 lakhs 


Total 


Rs. 445 lakhs 


Sales Tax on Cotton 
Safes Tax on Stores 
Sales Tax on Furnace Oil . 

Total 


Rs. 44-5 lakhs 
Rs. 31-5 lakhs 
Rs. 4 5 lakhs 


The sales tax for the last two months of 1952 has been 
put down at one-sixth of the total sales tax estimated 
above for the year 1953. 

(4) Import Duty on Furnace Oil. 

The rate which was Rs. 12 per ton in 1951 went up 
to Rs. 12-6 from March 1952, because of the 5 per cent, 
surcharge imposed on all import duties in the Finance 
Act of 1952. It went up further to Rs. 15-75 in 1953 on 
account of an increase in the tariff value of furnace oil 
(from Rs. 80 per ton to Rs. 100 per ton). 

(5) Electricity Duty. 

The number of units consumed by the Bombay mills 
in each of the years 1951, 1952 and 1953 was as under : 

1951 .... 494-0 million units 

1952 .... 455 6 million units 

1953 .... 540-4 million units 

The duty has been calculated at one-eighth anna 

per unit. 

(6) Increase in Wage Bill. 

In the Association’s brochure “ Cotton Mill Industry 
and Taxation”, computations have been made to show 
how the burden on the cotton mill industry had increased 
since 1948. Hence we have put down figures showing 
the increase in wage bill over that of 1948. This in¬ 
cludes basic wages, dearness allowance, leave with 

wages, paid festival holidays, contributions to the 
Employees’ State Insurance Corporation, and the Provi¬ 
dent Fund contributions. No account has been taken 
of the bonus which is assessed by the Tribunals on the 
basis of the profits. The total figures of wages were 
as under : 


1948 

1951 

1952 

1953 


Rs. 23-73 crores 
Rs. 23-82 crores 
Rs. 25-90 crores 
Rs. 32-07 crores 


(7) Sales Tax on Cloth. 

An attempt is made here to estimate the amount of 
sales tax borne by cloth produced by the nulls m 
Bombay City and Island. 

The amount of realisation by cloth sales came to 
Rs. 124 83 crores in 1951. From this must be subtracted 
the amount realised from exports as the exports do not 
bear any sales tax. In the year 1951, 7 B 0 mdhon yards 
of doth were exported from India, and 50 per cent, of 
il is estimated to have gone from Bombay mills. Ihis 
gives a figure of 390 million yards for exports from 
Bombay mills. The total amount of doth produced was 
1 367 million yards, and taking pro rata price for 
exports the balance realisation on cloth sold in India 
comes to Rs. 89 25 crores. This is the ex-mili price. 
The retail price is about 15 per cent, higher than the 
ex-mill price. Hence the retail value of the same doth 
f s obtained as Rs. 102-64 crores. Although the rate ot 
lax in Bombay was 6 pies in the rupee, and was the 
same in several other States, there were a few States 
which did not charge any sales tax, and there were 
others which charged 3 pies in the rupee on every 
transaction. We have, therefore, taken od pies in the 
l-uoee as the average rate of tax borne by Bombay mills 
cloTh! wherever it was sold in India. The total amount 
on this basis comes to Rs. 2-94 crores for 1951. 

Gradually sales tax was extended practically to all 
States. The rates were also put up in several States, 
and the single-point tax of Bombay and some other 
States which was applicable at the rate of „ pies on 
pverv transaction also resulted in realising much more 
than 6 pies in the rupee on the types of cloth which were 
subject to such multi-point tax. We have, therefore 
taken the progressively higher rates of 6 pies in th 
rupee for 1952 and 6 5 pies in the rupee for 1953. 

The basic data for the calculation of the sales tax for 
all these years is summarised below : 


Stores.—The actual consumption of stores by Bombay 
mills comes to about Rs. 10-5 crores. Stores have to 
bear the sales tax at three pies per rupee on every 
transaction. Assuming that, on an average, stores pass 
through two hands before reaching the mills, the tax 
will amount to 6 pies in the rupee, and on this basis, 
the tax on Rs. 10-5 crores amounts to Rs. 31-5 iaKns. 

Furnace Oil.— As the furnace oil goes directly from 
the Oil Companies to the mills, it will bear the tax oiiiy 
once, at three pies in the rupee. The average ex-instal- 
lation price of furnace oil for the year 1953 was 
R« 141-8-0 per ton. The actual consumption ot furnace 
oil’ is about 204,000 tons, and the amount of sales tax 
payable on furnace oil comes to Rs. 4-5 lakhs. 

The amount of sales tax borne by mills may, there¬ 
fore, be calculated as under : 


Realisation 

sales. 


by Cloth 


1951 

Rs. 

124-83 


1952 

Rs. 

111-29 


Total Cloth production 
Exports from Bombay 
City Mills taken at half 
of All-India exports. 


Million 

Yards 

1,307 

390 


Million 
Yards , 

1,422 

293 


1953 

Rs. 

123-53 
(Calculated 
pro rata on 
the average 
price 
realised 
in 1952). 

Million 

Yards 

1,578 

350 


Rs. 80-5 lakhs 


Average rate of sales tax 5- 55 6 n i« in tho 

borne by Bombay cloth pies, n the I™ the pies 

sold anywhere in India. rupee iup 1 
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The various burdens referred to in the Association’s observed that the additional cost averages 2-28 annas per 
brochure “ Cotton Mill Industry and Taxation ” had their yard, 
full impact for a complete year in 1953, and it will be 

ANNEXURE II. 

RATES OF EXCISE DUTY ON CLOTH. 


Course 


Hates of Excise Duty on Cloth 
---- a--- 

Medium line 


Superfine 


1-1-mo 

1-3-1019 
1 - 2 - 10,10 
0-5-1052 


XU 
Hies per 
3 
3 
3 


Ml 

yd Hies per yd. 
3 
3 
3 


Ml 


I I.O, 

1 i ,0 


/o 


15-2-1053 . 

28-2-1053 . 

25- 10-1953 

26- 10-1053 


Issues iiplo quota 
Excess of 0% to 121% 
Excess of 121% to 25% 
Excess of 25% to 50% 
Exceeding 30% 


STATEMENT No. III. 

Estimation of the receipts from the special duty levied 
to assist handlooms and khadi industries. 

n ,P n , p ?® e P the Explanatory Memorandum on the 
Budget for 195.1-54, the Government of India estimate 
that in the year 1953-54, the income from the new cess 
levied for the benefit of the handloom and khadi indus¬ 
tries would be Rs. 6 crores. When the Association’s 
representatives appeared before the Taxation Enquiry 

- 1 ? mi "o lssl oib they were asked to check up and ascertain 
whether this estimate has been attained or exceeded. 

We have accordingly applied ourselves to this limited 
objective, and in our calculations, we have ultilised the 
following figures :— 

The production of cloth for the first 
ten months of the year 1953-54, 
as estimated by the Textile 
Commissioner is . 

Exports of cotton cloth in the same 
period, according to the statistics 
of the Export Trade Controller, is 
(in round figures) 

Exports do not attract the excise duty, and we have 
therefore deducted the second mentioned figure, namely 
exports, from the first mentioned relating to production’ 
and obtained a retained production of 3,468 million yds’ 
for the first ten months of the year 1953-54. 

Stores supplied to Government do not attract excise 
duty, and from the figures published by the Textile 
Commissioner, we find that in the first seven months 
of the year 1953-54 for which figures are available, 16,478 


Grey ami Bleached in Grey ami Bleached—3 as. 
Group IX—7 pies or or 26% whichever is 

50% whichever is less. less. 

Dyed am, Printed in Dyed and Printed—as. 
Group 1X.—0 pies or or 20% whichever is 

50%. less. 

Grey and Bleached of 
oilier G oops—11 pies 
or 5%. 

Dyed ard Printed of 
other Croups—12 pies 
or 5%. 

Additional Excise Duty of 3 pies per yard on all mill 
cloth 


r 

j 

l’ios 

Hies 

Hies 

Hies 

3 

3 

15 

30 

i 

3 

3 

3 

3 

J 

3 

3 

15 

27 

i 

3 

3 

3 

3 


Additional Excise Duly on Dhobi s issued in excess of 
the quo) a of 00% ol total JUnities packed, in hasie 
period. 

. Ml 

• • ■ • ■ - annas per yard 

.. annas per yard 

■ - • - * -1 annas per c ard 

.. annas per yard 


4,114 million yds. 


646 million yds. 


bales of cloth (one bale is approximately 1,500 yds) 
were delivered “ for other purposes ”, which we interpret 
to mean Government purposes including defence, rail¬ 
way, police, postal departments, etc. 

Ihe above figures we have utilised to arrive at the 
total quantity of cloth which would be retained in the 
country and which would attract the excise duty of 
tuee pies per yard. This total works out at 4,120 
million yards per annum, which at three pies per yard 
yields an excise c uty of Rs. 6 44 crores, as against 
Governments estin ate of Rs. 6 crores. 

Before concluding this note, we shall be failing in 
our duty if we did not bring to the notice of the Com¬ 
mission, some of the snags i n the method of estimation 
we have adopted. These are 

T,Jnm T P!p produi tion figures are compiled by the 
Textile Commissro. ler, whereas the export figures are 
compiled by the Export Trade Controller, the latter’s 

shfD°men fl t gUr Th ° nl; ' repr . esent K in §' goods passed out for 
shipment. There s a lag between “ passed out for 

u!Y P fhm nt i - n and rf 1C J u f al sh jP ment ”> in the sense that 
all that is passed out for shipment need not have been 

shipped "i the same period, but over a period, there 
should be no diile -ence. ’ 

(2) We have assumed that deliveries of cloth for 
other purposes is e vtirely for military and other Govern¬ 
ment requirement;, which requires confirmation. 

(3) The rule cf three which we have applied in 

rntL ma f ing th ,° annual figures, assumes that the 

late of export or Ihe rate of deliveries for Government 
purposes would be maintained in the period for which 
no figures are av; ilable. 
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STATEMENT No. IV. 

Average total emoluments of a cotton mill worker in 
Bombay City. 

The following table gives the average total emolu¬ 
ments of a worker in the cotton mill industry in Bombay 
City for the years 1951, 1952 and 1953 : 

1951 1952 1953 


Its. A. V. 

Average monthly basic 47 2 0 
wages (for 20 days). 

Average monthly Dear- 57 7 0 

ness Allowance (for 
20 days). 

Leave with Wages . 1 10 0 

Paid Festival holidays 

Employees’ State 

Insurance. 

Provident Fund Contri¬ 
bution. — 

100 3 0 
Base . . (100-0) 

Bonus . . . 11 0 0 

J17 9 0 


Its. a. r. 
49 2 0 

59 4 0 


3 0 0 

i o ;i 

0 10 10 

1 2 10 


Its. A. 1'. 
49 2 0 

00 2 0 


5 8 8* 
1 7 10 

0 13 9 

7 10 0 


115 0 11 130 12 U 

(108-4) (123-1) 

7 0 0 The demand 

- f or bonus 

122 7 0 has not been 
- raised so far. 


* Estimate of leave with wages for the year 1953. 


1. Paid Festival Holidays. —Paid Festival Holidays 
were introduced from 22nd April 1952 by an Award. 
The Paid Festival Holidays are Holi (one day), Divali 
(one day), Mahatma Gandhi’s Birthday (one day), and 
Independence Day (one day). 

2. Employees’ State Insurance. —A special contribu¬ 
tion at the rate of ;!% of the total wage bill was imposed 
with effect from 24th February 1952. The commitments 
of 10 months from March to December 1952 have been 
divided by 12 to arrive at the average commitment per 
month of the year 1952. 

3. Provident Fund Contribution. —Provident Fund 
was introduced under the Employees’ Provident Fund 
Act, with effect from 1st November 1952. In this case 
also the contribution for the two months of November 
and December 1952 has been divided by 12 to arrive 
at the average contribution per month of the year. 

It may be mentioned that the Industrial Court has 
awarded an increase of 10 per cent, in the dearness 
allowance with effect from June 1953. The Appeal filed 
by the Association in this regard is pending before the 
Labour Appellate Tribunal. 


STATEMENT No. V. 

Production of Cotton pieeegoods (in thousands of yards) in Bombay City. 
(LOOM STATE PRODUCTION.) 

(Source: Textile Commissioner, Bombay.) 





— 





Coarse 

Medium 

Fine 

Superfine 

Total 

l'Jol-52 

April 

» 







9,952 

40,593 

52,395 

11,827 

114,707 

-May 

• 







9,178 

00,003 

40,882 

12,870 

113,839 

June 

9 







9,725 

53,247 

39,797 

12,047 

115,410 

July 

• 







9,724 

54,059 

40,207 

10,171 

114,101 

August . 

• 







10,200 

57,945 

43,021 

10,309 

121,541 

September 








6,r>:is 

51,859 

41,(599 

9,238 

112,334 

October 








9,213 

54,180 

37,080 

8,913 

109,392 

November 








8,507 

52,932 

28,827 

7,028 

97,294 

December 








9,329 

57,424 

29,283 

7,093 

103,729 

January 

• 







10,282 

50,093 

33,090 

7,202 

107,327 

February 





. 



9,2lo 

54,301 

32,8(58 

0,772 

103,211 

March . 

• 



• 

• 

. 


9,118 

53,843 

32,230 

7,213 

104,410 







Total 

* 

113,982 

(8-05%) 

039,445 

(48-54%) 

451,985 

(34-31%) 

112,009 

(8-50% 

1,317,421 

(100-0%) 

1932-53 

April 






• 

• 

9,319 

58,095 

30,408 

0,705 

104,587 

May . 





• 

• 


10,078 

(52,5(55 

33,585 

7,635 

113,803 

.June 








14,720 

58,147 

32,271 

0,700 

111,898 

J uly 

1 







20.219 

05,118 

37,288 

7,151 

129,770 

August , 

• 







I8.4T2 

08,402 

3(5,982 

7.470 

131,392 

September 








10,58(5 

65,405 

3(5,492 

7,658 

126,201 

October 








17.977 

62,567 

37,278 

7,282 

125,132 

November 








20,307 

65,531 

32,184 

8,444 

120,400 

December 








21,247 

75,354 

28,3(54 

9,651 

134,010 

January 








18,919 

78,137 

25,2(54 

11,019 

133,339 

February 


* 




• 


10,222 

09,914 

23,(533 

9,238 

119,007 

March . 





• 

■ 


18,0(55 

71,301 

2(5,270 

10,178 

125,874 







Total 

• 

202,131 

(13-04%) 

800,746 

(54-02%) 

380,019 

(25-04%) 

99,257 

(6-70%) 

1,482,151 

(100-0%) 
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STATEMENT No. V. 



— 

Coarse 

Medium 

Fi tie 

Super line 

Total 

1053-oil 







April . 


21,242 

75,745 

20,404 

11,558 

135,009 

May 


19,123 

78,340 

24,031 

12,303 

134,457 

June 


j_ 18,409 

78,115 

22,725 

12,007 

131,250 

July 


19,270 

82,971 

23,445 

12,200 

137,940 

August . 


19,047 

83,257 

23,413 

12,931 

139,248 

September 

. 

17,354 

77,429 

! 7,038 

11,854 

124,275 


Total (April-September) . 

115,045 

475,857 

118,316 

72,973 

802,191 



(14-34%) 

(59-32%) 

(17-24%) 

(0-10%) 

(100-00%) 


STATEMENT No. VI. 

Mills in Bombay City and Island. 

Stocks of Cloth as on the last day of each month (in full bales). 








1951 







Jan. 

Feb. 

Mar. 

Apl. 

May 

0 une 

J uly 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. ' 

(«) Total physical stocks 

50,30-1 

X 

08,070 

88,559 

104,478 

11J ,947 

100,558 

103,119 

111,129 

100,911 

91,253 

89,750 

lb) Quantity earmarked 

37,348 

28,301 

18,207 

11,540 

10,904 

9,507 

8,899 

10,215 

10,504 

9,133 

10,874 

10,280 

for export. 

(o) Quantity earmarked 

2,001 

1,114 

1,248 

1,191 

1,051 

1,451 - 

1,175 

1,173 

887 

94-1 

1,339 

1,330 

for defence. 

Id) Balance for civil 

15,895 

23,:ioo 

49,154 

75,827 

02,403 

100,988 

90,484 

91,731 

99,737 


79,039 

78,138 

consumption. 

(<-) Quantity paid for hut 

5,550 

0,024 

30,304 

15,590 

27,121 

20,890 

18,317 

18,297 

18,723 

17,303 

15,479 

13,425 

delivery not taken. 

(/) Balance awaiting 

disposal its under. 

10,34-1 

1 / , J l o 

38,850 

00,237 

05.341 

80,01)8 

5 

73,433 

81,0.13 

79,530 

03,560 

04,713 

Coarse 

791 

1,072 

0,039 

4,0-15 

4,334 

4,784 

5,o 07 

5,359 

5,483 

0,890 

4,081 

5,090 

Medium 

3,302 

5,239 

12,100 

19,113 

24,974 

33,095 

34,883 

33,097 

34,871 

37,934 

34,140 

30.303 

Fine .... 

3,720 

0,144 

15,230 

20,547 

27,454 

31,553 

24,129 

25,420 

31,180 

20,245 

17,827 

17,099 

Superfine 

1,810 

3,431 

4,580 

9,008 

7,327 

8,984 

6,073 

7,270 

7,570 

0,590 

5,110 

4,313 

Feuts . 

713 

798 

893 

802 

1,250 

1,081 1,513 

1952 

J ,579 

1,001 

1,809 

1,787 

1,847 


Jan. 

Feb. 

Mar. 

Apl. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dee. 

(a) Total physical stocks 

93,975 

103,738 

124,715 

112,778 

92,590 

82,775 

81,558 

80,147 

91,409 

95,372 

110,350 

122,503 

(b) Quantity earmarked 
for export. 

11,2-11 

10,813 

10,089 

10,870 

12,573 

15,139 

19,716 

10,834 

10,824 

320 

22,205 

17,309 

(c) Quantity earmarked 

1,078 

1,197 

1,400 

1,015 

957 

890 

1,126 

1,050 

1,213 

994 

J ,035 

1,480 

for defence. 

Id) Balance for civil 

81,050 

91,727 

113,219 

100,893 

79,005 

00,739 

60,716 

02,257 

73,432 

77,058 

93.110 

103,714 

consumption. 

(e) Quantity paid for hut 

12,51! 

14,813 

4,133 

9,721 

9,040 

10,403 

8,886 

10,200 

8,049 

7,259 

7,719 

12,510 

delivery not taken. 

(/) Balance awaiting 

disposal as under. 

08,544 

70,914 

109,085 

91,172 

70,025 

50,336 

51,850 

52,050 

04,782 

08,799 

85,390 

91,198 

Coarse 

4,801 

5,230 

6,949 

8,067 

5,754 

30 

£ 

2,090 

2,387 

2.453 

3,238 

0,708 

0,648 


Medium . . 37.210 12.184 f.0,089 54,532 42,307 34,851 34,375 31,914 39,14 1 41,009 45,930 48,998 

fine .... 18,43(1 20,998 31,605 19,802 10,500 11,900 12,385 13,720 1S.597 20,737 27,555 30,207 

Superfine . . . 6,917 6,746 9,140 6,974 3,879 4,146 2,454 1,977 2,317 1,548 2,510 2,808 

1,120 1,749 2,301 1,805 1,525 1,053 1,544 2,050 2,223 2,205 2,026 2,417 


Fonts . 
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Stocks of Cloth as on the last day of each month (in full bales). 


1953 


-A-. 



.Tan. 

Feb. 

Mar. 

Apl. 

May 

June 

July 

Aug. 

Sept. 

Out, 

Nuv. 

Doc. 

a) Total physical stocks 

121,575 

99,465 

111,149 

108,716 

97,911 

107.527 

127,607 

112,440 

155,632 

161,699 

148,855 

158,026 

b) Quantity earmarked 
for export. 

18,017 

18,033 

17.888 

20,301 

19,931 

21,159 

25,433 

27.367 

23,922 

22,434 

22,010 

26,414 

(c) Quantity earmarked 
for defence. 

1,142 

1,178 

1,274 

795 

1,031 

1,126 

1,029 

844 

1,152 

1,041 

574 

588 

(d) Balance for civil 
consumption. 

105,416 

80,253 

91,986 

87,520 

76,941 

85,242 

101,145 

114,228 

130,558 

138,224 

126.271 

131,021 

(c) Quantity paid for but 
delivery not taken. 

20,756 

13,815 

14,320 

17.9S7 

18,354 

18,674 

19,898 

22.781 

20,523 

21,023 

29,842 

30,017 

(/) Balance awaiting 

disposal, as under. 

84,660 

66,438 

77,666 

69,533 

58,587 

66,567 

SI,247 

91,440 

110,035 

117.200 

96,428 

101.006 

Coarse 

7,632 

7,736 

7,631 

7,130 

6,428 

5,679 

0,807 

7,688 

8,594 

6,394 

4.033 

5,170 

Medium 

46.302 

' 39.454 

46,276 

36,390 

32,893 

39,579 

48,950 

53,957 

64,950 

69,724 

60,272 

03,581 

Fine .... 

26,043 

16.450 

19,600 

20,297 

14.925 

15,252 

17,357 

19,457 

23,780 

26,071 

20,652 

21,021 

Superfine 

2.247 

1,037 

2.233 

3,990 

2,860 

4,260 

6,376 

8.737 

10,734 

12.742 

9.063 

9,047 

Fonts .... 

2,435 

1,759 

1,922 

1,724 

1,479 

1,796 

1.690 

1.607 

1,970 

2.268 

1,806 

2,185 


STATEMENT No. VII. 

Statement showing- break-up of Exports of Cotton 
Piecegoods from the Indian Union, into Coarse, 
Medium, Fine and Superfine Cotton Piecegoods. 

(INDIAN UNION) 

_ (.(Source : Trade Controller, Bombay.) 


(In thousands of yards) 

i .■? 


1951 


1952 


1953 


Coarse 

. Not available 

168-12 

260-7 

Medium, . 


138-69 

273-9 

Fine 


264-48 

152-5 

Superfine 

• 

22-57 

14-2 

Totat, 


593-86 

701-3 


Note.—The above figures represent quantities of cotton 
piecegoods “ passed out for shipment ” by the 
Export Trade Controller, and do not —repeat not 
—■represent quantities actually shipped in the 
period. There is a lag between “passing for 
shipment ” and “ actual shipment ” and the latter 
quantity is always less than the former. For 
instance, in the two relevant periods referred to 
above, total actual shipments from the Indian 
Union were — 

548 million yards in 1952 and 
652 million yards in 1953. 

Notes— (1) No break up figures for the year 1951 
are available. 

(2) Break up figures for the Port of 
Bombay alone are not available. 

(3) Exports of handloom cloth which 
average about five million yards per 
month have not been included in the 
above figures. 


STATEMENT No. VIII. 

THE GAZETTE OF INDIA EXTRAORDINARY. 
Part H—Section 1. 

Published by Authority. 

Neio Delhi, Thursday, December 17, 1953. 

MINISTRY OF LAW. 

The following Acts of Parliament received the assent 
Of ihc President on the 16th December 1953 and are 


hereby published for general information 

THE DIIOTIES (ADDITIONAL EXCISE DUTY) ACT 

1953. 

No. 39 of 1953. 

10th December 1953. 

Atl P rovi(i . e for the levy and collection of an 

additional excise duty on dhoties issued out of mills 
m excess of the quota fixed for the purpose. 

Be it enacted by Parliament as follows 

1. Short title, extent and commencement.—( 1 ) This 
Act ”l953 be Call0d the Dhoties (Additional Excise Duty) 

of Jammu^nTKashmir. Wh ° lG ° f India 6XC ' ept the State 

the ^fithd^of October U)53° ^ ^ int ° f ° rC6 ° n 

2. Definitions.—In this Act,— 

(«) ‘dhoti’ means any type of grey or bleached 
cloth of plain weave which— 

(i) is manufactured by a mill either wholly 

Irom cotton or partly from the cotton and 
partly from any other material ; 

(ii) contains coloured yarn on its borders ; 

(iii) has a width ranging between twenty-eight 

inches and fifty-four inches ; and 

(iv) is commonly known by that name; 

(b) ‘mill’ means any building or place in which 
cotton yarn is spun and dhoties are manu- 
lactured by machinery moved otherwise 
than by manual labour, and includes every 
part of such building or place ; 

peimissible quota means the quota referred 
to in section 3 ; 

‘quarter’ means the period of three months 
ending on the last day of March, June 
September and December. 

ann Per n- iS f ible (D The permissible quota of 

dhoties which may be issued out of any mill during any 
quarter, whether the dhoties were manufactured during 
that quarter or at any time previous thereto, shall be 

nw Uh , 0f n S , 1Xly i u Per (ent - of the total quantity of 
dhoties packed by that mill during the relevant period. 

Explanation I— For the purposes of sub-section (1) 
nm - C ? n t ral Government shall, by notification in the 
0nR .ia] Gazette, fix for all mills any period of twelve 
months which has expired before the commencement of 
this Act as the relevant period, and where anv such 
period has been so fixed, the total quantity of dhoties 
packed by any mill during that period shall be deter- 
mined with reference to the returns furnished in that 
behalf by the mill to the Textile Commissioner to the 

Orde^m^-° f India Unde ” the Cotton Textile (Control) 


(e) 

(d) 
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Provided that where, in the case of any mill, the 
relevant period so fixed is not applicable by reason of 
the fact that the mill came into existence or commenced 
working only during or after the expiry of the relevant 
period, the Central Government may, by a like notifica¬ 
tion, fix the permissible quota in respect thereof to be 
such quantity as, in its opinion is reasonable, having 
regard to the machinery and other equipment installed 
therein and to the other circumstances of the case. 

Explanation II. —-The permissible quota for the 
quarter of the year 1953 remaining unexpired at the 
commencement of this Act shall bear the same propor¬ 
tion to one-fourth of the said sixty per cent, or, as the 
case may be, to the permissible quota fixed under the 
proviso to Explanation I as the total number of days 
remaining unexpired bears to the total number of days 
in the quarter. 

(2) Notwithstanding anything contained in sub¬ 
section (1), if, in the case of any mill or class of mills, 
the Central Government is of opinion that due to 
economic reasons connected with the nature of the 
machinery or other equipment installed therein a higher 
percentage than that specified in sub-section (1) should 
be fixed in respect thereof, it may, by notification in 
the Official Gazette, fix the permissible quota for a 
quarter for the mill or class of mills as one-fourth of 
such higher percentage as it may think fit, and where 
any such notification has been issued, the quota so fixed 
shall be deemed to be the permissible quota for the mill 
or class of mills within the meaning of this Act. 

4. Levy of additional duty of excise on dlioties.—(1) 

Where the quantity of dhoties issued out of any mill 
on or after the 26th day of October 1953, exceeds in any 
quarter the permissible quota for that quarter, there 
shall be levied and collected on that quantity of dhoties 
so issued which is in excess of the permissible quota 
a auty of excise at the rate or rates which may be 
applicable thereto as specified in the Schedule. 

(2) The duty of excise referred to in sub-section (1) 
shall be in addition to the duty of excise chargeable on 
cloth under the Central Excises and Salt Act, 1944 (I of 
1944), and the Khadi and other Handloom Industries 
Development (Additional Excise Duty on Cloth) Act, 


1953 (12 of 1953), and shall be levied and collected i 
the same manner as the duty of excise on cloth is levie 
and collected under the Central Excises and Salt Aci 
1944, and the provisions of that Act and the rules there 
under, as far as may be applicable in this behalf, shal 
apply accordingly. 

5. Power to make rules. —The Central Governmen 
may, by notification in the Official Gazette, make rule 
for carrying out the purposes of this Act, including, ii 
particular, the submission of returns or other informa 
lion relating to the manufacture or issue of dhoties b: 
mills to such authority as may be specified in thi: 
behalf. 

6. Repeal of Ordinance 6 of 1953.— The Dhotie; 
(Additional Excise Duty) Ordinance, 1953 (6 of 1953) i: 
hereby repealed. 

THE SCHEDULE. 

(See Section 4.) 

Where the quantity of dhoties issued out of any mill 
during any quarter is in excess of the permissible quots 
for that quarter :— 

Rate of duty. 

(1) in respect of the quantity 
which does not exceed the 
permissible quota by more 

than 121- % thereof . . Two annas per yard 

(2) in respect of the quantity 
which exceeds the permis¬ 
sible quota by more than 
12i% thereof but does 
not exceed ii by more 

than 25% .... Three annas per yard 

(3) in respect of t le quantity 
which exceeds the permis¬ 
sible quota by more than 
25% thereof but does not 
exceed it by more than 

50% .... Four annas per yard 

(4) in respect of the quantity 
which exceeds the permis¬ 
sible quota by more than 

50% thereof . . . Eight annas per yard 


STATEMENT No. IX. 

Average Prices of various items of Mill Stores during 1952 and 1953. 

Rate in 

,-^-, 

Description Unit January to January to October to 

March 1952 March 1953 December 1953 









Rs. 

A. 

1*. 

Rs 

A. 

1*. 

Its 

A. 

V. 

Belting— 

V . 






Foot 

0 

n 

(» 

0 

10 

9 

0 

ii 

0 

2" 







1 

15 

8 

o 

0 

<> 

2 

3 

6 

i r. 







1 

5 

7 

i 

5 

0 

1 

8 

7 

3". 







3 

6 

0 

3 

7 

3 

3 

6 

3 

w . 







3 

10 


4 

9 

3 

4 

10 

0 

w . 







4 

15 

3 

5 

13 

0 

0 

5 

0 

Slabbing Bobbins ..... 






Or. 

152 

9 

8 

151 

9 

4 

147 

15 

7 

Roving Tubes ...... 






* *» 

111 

9 

5 

111 

9 

4 

109 

13 

9 

Weft Pirns ...... 






• , , 

40 

11 

3 

42 

10 

0 

42 

10 

(1 

2]" Ring Doubling Bobbins 






• 

197 

12 

4 

209 

10 

3 

209 

10 

3 

Picking Bands ..... 


r 




Lbs. 

(> 

5 

8 

7 

3 

11 

7 

0 

7 

Pickers ....... 






(tI*. 

210 

5 

0 

228 

8 

3 

208 

3 

3 

Water Proof Papers ..... 






Roil 

39 

7 

3 

2S 

11 

0 

28 

11 

0 

White Papers 80 Ibs./Ornft Papers 92/4 lbs. 






Per ream 

53 

10 

8 

108 

11 

0 

125 

7 

3 

White Papers 50 lbs./Oraft Papers 57/8 Ihs. 






,, 

32 

8 

4 




80 

4 

4 

Bleaching Powder ..... 






Owt. 

55 

13 

6 

32 

6 

0 

58 

14 

0 

Healds ....... 






Bdle. 

176 

1 

5 

208 

12 

11 

243 

4 

11 

Shuttles ....... 






. Ooz. 

72 

4 

3 

72 

13 

9 

72 

14 

10 

Reeds ....... 






Bdle. 

112 

0 

9 

121 

10 

3 

123 

14 

9 

Tallow ...... 






Owt. 

120 

1 

8 

120 

1 

8 

117 

4 

3 

Soda— 
















Caustic ...... 







55 

7 

3 

59 

7 

0 

59 

7 

0 

Ash ....... 





, 


27 

11 

1 

25 

3 

11 

27 

3 

7 

Hydro Sulphite ..... 

• 

• 

• 

• 


Lbs. 

1 

8 

0 

1 

8 

0 

1 

2 

4 

Oil— 
















Era ....... 






* ,, 

0 

5 

4 

0 

5 

4 

0 

5 

3 

Spindle ...... 

Premier ...... 


• 



■ 

” 

0 

0 

7 

5 

0 

6 

0 

0 

7 

5 

11 

8 

0 

0 

8 

5 

9 

7 

Ellam. 


• 




• 

0 

0 

11 

0 

10 

7 

0 

10 

7 

Cloth Hessian— 
















8 07,, . 






Yd. 

0 

12 

4 

0 

12 

3 

0 

8 

2 

11 oz. . 






* J> 

1 

3 

10 

0 

11 

0 

0 

8 

6 
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STATEMENT NO. XI. 

Effect of Government’s order restricting the production 
of dhoties manufactured in Indian mills. 

Dr. Matthai contended that the restriction on the 
production of dhoties had had the effect of keeping prices 
of dhoties high and that in fact mills had benefited from 
the restriction. Mr. Burns did not agree with this con¬ 
tention, and in turn pointed out that mills had had to 
replace dhoties in the looms with other sorts and that 


this had resulted in over-production of such other sorts 
and consequent reduction in their selling prices. 

In support of his statement, Mr. Burns has supplied 
the following statement which shows the selling rates 
of dhoties, mulls and voiles in each quarter from 
January 1953 to January 1954. In the case of superfine 
mills at any rale, dhoties have been replaced almost 
entirely by mulls and voiles, and Mr. Burns contends 
that the prices shown in this statement quite clearly 
confirmed the point made by him. 



1000/D.B. 

50 

8 

Karmaveer 

1000/D.B. 

50 

8 

Karmaveer 

1000/D.B. 

50 

8 

Karmaveer 

1000/D.B. 

50 

8 

Karmaveer 

1000/D.B. 

50 

8 

Karmaveer 

Superfine Bid. Mulls 

3505/B 

48 

20 

222 

3505/ B 

48 

20 

222 

3505/B 

48 

20 

222 

3505/B 

48 

20 

222 

3505/B 

48 

20 

222 

Superfine Bid. and Mer. Plain 

Voile 

3013P/M 

44 

30 

Adarshkala 

30I3P/M 

44 

30 

Adarshkala 

3013 P/M 

44 

30 

Adarshkala 

3013P/M 

44 

30 

Adarshkala 

3013P/M 

44 

30 

Adarshkala 


At the request of the Association, Mr. Pratap Bhogilal 
has supplied the following information relating to the 
effect of the restriction on the selling prices of dhoties 
and mulls manufactured by his Mills at various times 
between January 1952 and 1954 :— 

Dhoty 40" x 9jjds. ( Superfine) Mulls 47" X 20 yds. 

Ceiling Price Ceiling Price 

Re. Re. 

0 15 9 July, 1952 . 0 14 3 


8 0 

6 

Pair 

January 


8 11 

0 

» 

April 

+ 8% 

8 11 

0 


July 


8 11 

0 

„ 

October 





1954— 


8 7 

0 

« 

January 

+ 5% 




1953— 


0 15 

1 

Yard 

January 


0 15 

1 


April 


0 15 

1 


July 


0 12 

0 

» 

October 

-20% 




1954— 


0 12 

0 

#» 

January 

-20% 




1953— 


0 14 

9 


January 


0 14 

11 

»» 

April 

+ 1% 



.. 

July 




»» 

October 





1954— 


0 11 

3 

»> 

January 

-23% 


It will be seen irom the above statement that in the 
quarter ended July 1952, the ceiling prices of dhoties 
and mulls which were then controlled, were Re. 0-15-9 
and Re. 0-14-3 respectively. Mr. Bhogilal observes :— 

“ You will please also see from the rates given 
above that the rates of dhoties have touched the 
maximum of Re. 1-4-8 per yard in the month of 
May 1953 and the minimum of Re. 1-0-3 per yard 
in the month ff November 1953. The maximum 
rise in the rate of dhoty per yard has been,— 

Re. Re. 


Sale Price 
Re. 


Period 


Sale Price 
Re. 


the difference between 


f 1 4 8 and 

[0 15 9 i.e. 0 4 11 


0 15 9 November, 1952 . . . . 0 15 7 

10 5 January-February, 1953 . . . 0 15 7 

12 4 May, 1953 . 1 0 7 

14 8 May, 1953 . . . .,. 1 0 7 

14 0 August-September, 1953 . . . 0 13 9 

10 3 November, 1953 . . . . 0 12 3 

115 January-February, 1954 . . . 0 13 9 

1 0 11 February-Marcb, 1954 


and the minimum rise hi s been,— 

the difference between- — 

the rate for November 1953 . 1 0 3 and 

the minimum price of dhoty 
ruling in the nonth of 

November 1952 . . 0 15 9 i.e. 0 0 6 

As compared to that, the maximum rise in the 
rate of Mulls and Voiles had gone up to Re. 1-0-7 
per yard for the month of May 1953, and there has 
been a consistent fall in their rates from August 


0 13 6 
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STATEMENT NO. XIII. 

Consumption of Foreign Cotton in Mills in Bombay City. 

(Cotton year—September in August.) 

(lit bale* of 892 lb*, ml.) 


Description 

1950-51 

1951-52 

1052-53 

Pakistan Cotton— 




13. 4F. 

1,270 

424 

99 

14. L. S. S. 

305 

883 

70 

15. 289-F. 

2,300 

549 

313 

10. N. X. (Sind). 

1,748 

540 

2-1-7 

Total —Pakistan Cotton . 

5,029 

2,390 

729 

17. Egyptian Cotton— 




(a) Asluuouni ............ 

931 

19 

3,941 

(b) Zagoraa ............ 

349 


58 

( c) Giza 30 ........... 

0,910 

3,578 

3,502 

(d) Giza 23. 

728 


-• 

( e) Karnak ............ 

56,090 

27,258 

35,445 

(/) Menoufi ............ 

4,991 

2,994 

3,410 

(g) Other Egyptians ....... ... 

2,032 

502 

1,452 

Total —Egyptian Cotton . 

72,043 

34,351 

(I7.S0S 

18. Sudan Egyptians .... ....... 

20,925 

30,035 

38,795 

19. Sudan Americans ....... .... 



178 

20. East Africans ......... ' X- 

80,542 

02,252 

79,680 

21. Afghans ............. 

1,007 

99 

12 

22. Americans— 




(a) U. S. A. 

195,944 

245,028 

130,510 

( b) Peruvians ............ 

8,009 

5,720 

1,873 

23. Brazilians ............. 

391 



24. Belgian Congo ............ 

100 

307 

042 

25. Other foreign cotton ........... 

118 

38 

2 

Total Foreign Cotton excluding Pakistan and Egyptian Cotton . 

313,090 

344,079 

257,092 

Total— All Foreign Cotton . 

390,768 

380,820 

300,229 


3/II/A/M/14(7). 

Copy of letter dated 8th March, 1954 from the Mill- 
owners' Association to the Secretary, Taxation 
Enquiry Commission. 

“ When the Association’s representatives appeared 
before the Enquiry Commission, Dr. Matthai and Dr. Rao 
raised certain issues connected with depreciation and 
rehabilitation, and it was understood that the Associa¬ 
tion’s representatives would consider these issues and 
submit a written note thereon at a later date. 

Briefly stated, Dr. Matthai put forward very tenta¬ 
tively a scheme which embraces (a) a general scaling 
down of rates of depreciation plus (b ) an extension of 
tax relief on undistributed profits plus (c) loans if neces¬ 
sary from Industrial Finance Corporation or similar 
bodies at low rates of interest, if (a) and (b) were not 
sufficient to secure full rehabilitation. 

It was also suggested that the facility mentioned in 
(b) would be available only to industries of national 
importance or those which afforded substantial employ- 
sment. Dr. Matthai, according to our understanding, 
proposed that whatever tax relief is given under (b) 
would have to be deposited in a public institution like 
the Reserve Bank of India, withdrawals being permitted 
only on proof of purchase of machinery for rehabilita¬ 
tion. The transcript of the evidence (please see page 14) 
reports br. Matthai having said “ when replacement 
has actually been made by withdr? «val of that reserve, 


(Source : Textile Commissioner.) 
you (meaning the industry) get a further rebate”. We 
have not been able to follow this remark, and we are 
not quite sure whether Dr. Matthai contemplated a 
further rebate or allowance from Government over and 
above (a), (b) and (c) previously referred to. 

Dr. Rao who followed Dr. Matthai, put two proposi¬ 
tions before us, namely, (1) whether we would have 
any objection to the tax relief mentioned by us in 
item (b) being given and withdrawals therefrom being 
permitted under the supervision and control of a quasi¬ 
judicial body, and (2) whether we would have any 
objection to the benefit of tax relief in (b) being afforded 
only to particular units of the industry. The point here 
is that while Dr. Matthai appeared to be in favour of 
some sort of discrimination between industry and 
industry according to their importance from a national 
point of view, Dr. Rao appeared to go further and seem¬ 
ed to be in favour of relief being afforded on the basis 
of performance of individual units of the industry. For 
instance, even though the cotton textile industry may be 
regarded as a national industry, the relief to any indi¬ 
vidual mill would depend on the actual performance of 
that mill. 

If we have understood the whole position correctly, 
then our submissions are as under :— 

We are in agreement with the principle underlying 
the extension of tax relief on undistributed profits as 
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1953 onwards. The minimum fall in the 

rates of 

g well as : 

Mulls is,—- 

Re. 

Re. 

Re. 

the difference of the rates— 

the difference between— 

in the month of November 
1952. 

0 15 7 and 


the ruling rate for Novemb ;r 

1952. 0 15 7 and 


in the months of August- 
September 1053 . . 0 13 9 i.e. 0 1 10 

The maximum fall in the rate of Mulls is,— 


the dift'erence between— 

the ruling rate for November 

1052 . 0 15 7 and 

the rate ruling for November 

1053 . 0 12 3 i.e. 0 3 4 


the ruling rates for Fobruary- 
March 1954 . . . 0 13 6 i.e. 0 2 1 


Thus, the maximum and minimum rise in the price 
of dhoty, being Re. 0-4-11 and Re. 0-0-6 respectively, 
when compared with the maximum and minimum fall 
in the rates of mulls, being Re. 0-3-4 as well as Re. 0-2-1 
and Re. 0-1-10 respectively, clearly indicates that the 
increase in the rates of dhoties has been more than 
offset by the fall in the rates of Mulls and Voiles. This 
has been the result of the switch-over of the looms from 
the production of dhoties to the production of Mulls 
and Voiles, on account of t re Dhoty Control Order and 
as a consequence of which, there has been over-produc¬ 
tion and consequent over-si pply to the market of Mulls 
and Voiles.” 


STATEMENT NO. XII. 

Consumption of Indian Cotton in Mills in Bombay City. 

(Cotton year —September to August.) 

(In baled of 392 lbs. net.) 



Description 







1950-51 

1951-52 

1952-53 

1. Bengal Deshi 

. 


. 






20,874 

13,415 

10,231 

2. Oomras Short staple— 

(a) Oomra Deshi 

. 








1,100 

0,948 

4,696 

( b ) C. P., 1 and 11 









4,426 

284 ' 

3,578 

(c) C. 1. Deshi 

• 



JJIJi 





4,256 

517 

1,367 

3. Oomras Long Staple— 

(a) Jarilla 


. 


* 

• 




174,242 

293,929 

492,427 

(b) Gaorani 6 and 12 . 


• 

♦ 

• 



. 


22,009 

38,226 

49,941 

(c) Parbhani Ann. 

• 

• 



• 

• 



878 

1,127 

2,387 

(d) Gburi . 



• 




• 


7,582 

13,484 

20,275 

4. East Punjab American— 

(a) 216-E . 

• 


• 

• 

• 

. 

. 

. 

8,304 

8,099 

13,528 

(6) L. S. S. 

• 

• 

• 


• 

• 

• 

. 

1,816 

550 

10,103 

(e) Other American . 

• 

• 

. 

• 

. 

. 

. 



• • 

4,S8S 

5. Broach Vijay. 


• 

• 

• 

• 

• 


. 

98,307 

79,888 

9S,251 

0. Marti . . 

. 

* 


• 

• 

. 


• 

39,683 

36,052 

62,628 

7. Dhollcrus— 

(u) Wagad 


. 

• 

• 

• 

• 

* 

. 

55,842 

48,809 

30,762 

( b ) Kalyani 

• 

• 

• 

• 

• 




11,855 

11,963 

9,418 

(<:) Mathia 

• 

• 

• 

• 

• 



. 

6,S36 

4,181 

4,208 

S. Norlhcrn/We, stern— 

(«,) Mungeri 



- 

• 

* 

• 

. 

. 

4,581 

3,697 

807 

(b) Farm . 


• 

- 


• 

. 


. 

27,689 

25,307 

10,634 

9. Coeonadas/Worrangal 



• 


• 

• 

• 

• 

447 

•• 

•• 

10. Comptahs— 

(a) Jayadhar 

• 


• 

• 

• 

* 


. 

24,865 

41,778 

57,003 

(b) Laxmi. 



■ 

• 

. 

. 

. 


3,215 

13,240 

28,074 

(c) Upland 

• 



• 

. 

• 

. 

• 


.. 

1,133 

11. («) Cambodia . 

• 



• 





2,201 

6,266 

1,883 

(6) Jvaiunganni 




• 

. 



. 

1,700 

4f>3 

195 

(c) Rajapalayam 





• 



• 



10,574 

12. Other Indian Cotton 


• 






• 

6,283 

4,152 

136 





Total —Indian Coll 

on 

• 

531,951 

652,365 

1)20,187 


40 a 


(Source : Textile Commissioner.) 

















this is a direct incentive to set aside sums for rehabili¬ 
tation, but we do not agree that such a proposal should 
dill'erentiate between one industry and another or be¬ 
tween one unit and another of the same industry. We 
submit that the practical operation of the relief, regard¬ 
less of whether it is vested in Government or a quasi¬ 
judicial body, which would be the sole authority to 
decide whether an industry or a unit should be allowed 
facilities to rehabilitate and in eifect almost whether 
an industry should be allowed to continue or not, would 
be difficult and lead to discrimination which in our 
opinion is wrong in principle in a democratic state. The 
proposal which seeks to link relief with undistributed 
prolits should be available to all industrial asscssees and 
not only to selected industries or units of an industry. 

3/11/A/M/14(8). 

Copy of letter dated. 16ih March 1954 from the Secretary, 

MMounters’ Association to the Secretary, Taxation 
Enquiry Commission. 

“ I am directed to refer to the discussions which took 
place when the representatives of the Association tender¬ 
ed oral evidence before the Commission on 8th February 
31)34. Our representatives were asked to consider certain 
propositions made hv the Chairman and Dr. Rao 
Briefly staled, (quoting from the official records), the 
proposition referred to reads as under :— 

“ Dr. Rao :.The suggestion I want to put 

to you is this. You may consider it a mad sugges¬ 
tion. Following up what you said, in principle we 
must not regard the handloom industry and the 
organised textile industry as having any conflict of 
interest. We should regard them as complementary. 

If you want to regard them as complementary, and 
therefore not try to bring about any kind of discri¬ 
mination between them in terms of regulation of 
production and reservation of markets, would you 
think that there are enormous difficulties to a 
scheme that might pool together the products of 
handloom industry and organised textile industry, 
the sale of course being according to the price for 
which the cloth should be disposed of? You might 
pool them together on the analogy of steel during 
war time. During the war they had a system by 
which high prices were paid for imported steel, a 
little lower prices for Mysore steel and the least 
prices for Tata steel. There might be diflicuities in 
the suggestion which I am making with regard to 
cloth. Firstly, would you, in principle, object to 
a scheme which might bring together the products 
of the handloom industry and the textile industry 
fur purposes of marketing, with some kind of pool 
price arrangement? Secondly, do you think such 
a thing can be considered in principle, even if you 
object to it? The kind of solution that is now being 
attempted is disastrous. We have to find a solution. 
If, therefore, a solution of the kind suggested is 
worthy of consideration, if not of acceptance, what 
would be the technical problems involved? 

THE STOCK EXCHANGE, BOMBAY. 

Mr. Chairman : Is this pooling without any idea 
of output on either side? Under a pooling arrange¬ 
ment, it would work on the basis of competitive 
conditions. 

Dr. Rao : Yes. I am anxious to see that nothing 
should be done to prevent the expansion of the 
organised textile industry. If 1 had my way, I 
would like to remove the restriction on the instal¬ 
lation of new looms. I would like to pool the pro¬ 
ducts of the two together. The handloom industry 
will continue to exist, the organised textile industry 
will also continue to exist. The consumer will get 
a pooled price, which will not give him all the 
benefit he would get from the organised textile 
industry. 

" Mr, Chairman : It would mean that the hand¬ 
loom industry and the mill industry work side by 
side under normal competitive conditions, and then 
under the pooling arrangement that you have in 
mind there would be a retention price by the hand- 
looms and by the mill according to their cost, and 
there would be a selling price which would be a 
uniform price which would be paid by the consumer, 
and the difference between the retention price and 
the selling price will provide a kind of equalisation 
fund.” 

2. Our representatives promised to consider the above 
proposition and send in a written memorandum, which 
1 am now asked to submit herewith. 

3. A combined pool of the goods manufactured by the 
Indian cotton mill industry and the Indian handloom 
industry could only hope to succeed if the total quantity 
of cloth available in India fell short of the actual require¬ 
ments of the population of the country. That, by no 
means, is the position today when we have to export at 
least a thousand million yards of cloth at competitive 


prices to avoid a glut in the domestic market. A pool 
of the nature referred to pre-supposes the establishment 
of a body with adequate finance to take over and sell 
the products of the mills and the handlooms. The 
Commission did not disclose their ideas in this regard, 
but whatever the organisation which they have in view, 
my Committee submit that that organisation would ulti¬ 
mately find themselves in the position of having to be 
the salesmen of goods manufactured by mills and the 
handlooms whatever they are. This is not likely to be 
an enviable position, as we know from the bitter experi¬ 
ence everybody concerned had with the manufacture and 
sale of standard cloth in the country in the early days 
of the war. • 

4. In a surplus market, quality is the deciding crite¬ 
rion in the matter of sales, and the incentive to improve 
quality would be killed if the distribution of the cloth 
were to be vested in other people’s hands. 

5. Coming now to practical considerations, our re¬ 
presentatives venture to ask whether it will be a simple 
matter to fix basic prices for the varieties of cloth 
manufactured in India by the mills and the handlooms, 
anci lo provide for their marketing in India and abroad. 
In (he case of the Iron and Steel trade which the Com¬ 
mission referred to, perhaps the pool had only to deal 
with a very small number of items, but the position is 
quite different in the Textile Industry where each mill 
produces a very wide range of goods. Apart altogether 
from the desirability of such a scheme, which my Com¬ 
mittee doubts, my Committee hold the view that it would 
be quite impracticable of application. 

(i. For all these reasons, my Committee are not in 
favour of the proposition referred to.” 

Replies to the questionnaire of the Taxation Enquiry 
Commission. 

Notation.— The numeral before the period refers to 
the number of the Question in the Questionnaire and the 
numeral after the period indicates the number of the 
paragraph of the reply to that Question. 

Note. —The statistical data appearing in the Reply is 
intended to illustrate the order of magnitude or the 
direction of the trend. 

PART I—THE TAX SYSTEM. 

Question 1 .— What, in your opinion, should be the object¬ 
ives of a sound tax policy ? What should be the 
place in such a policy of the following objectives : 

(a) reduction in inequalities of income and iveallh; 

(b) encouragement of incentives to work, to save 
and to invest; (e) countering of inflationary and de¬ 
flationary tendencies; and (d) maintenance of the 
external balance of the economy ? 

In what directions would you suggest modification of 
the Indian tax system having regard to these objectives ? 

1. 2. The Problem. —The study of Indian taxation is 
a study in poverty and population—stark poverty on 
the one hand and a vast population on the other. China 
excepted, no other country in the world shows such 
extremes ; as witness the following— 

Table No. 1. I. 


(Year: 1948) 




National 

Per Capita 

Country 

’Population 

income 

income 


Mn. 

1,000 Mn. 




Rs. 

Rs. 

LI.K.A. . 

147 

738 

5,044 

•Sweden . 

7 

•24 

3,528 

Canada . 

13 

42 

3,157 

Switzerland 

. 5 

14 

2,953 

U.K. 

50 

137 

2,744 

Australia 

S 

21 

2,082 

.Denmark 

4 

11 

2,002 

New Zealand . 

2 

5 

2,440 

Norway . 

3 

8 

2,355 

Belgium . 

9 

18 

2,152 

Netherlands 

JO 

10 

1,040 

Frances 

41 

AS 

1,412 

Germany 

47 

03 

1,331 

Czechoslovakia 

13 

14 

1,131 

U.K.K.lt. (19 hi) 

193 

197 

1,020 

South Africa . 

12 

11 

930 

Y ugoslavia 

10 

13 

792 

Italy 

40 

34 

748 

Turkey . 

20 

5) 

400 

Japan (1945)) . 

81 

27 

320 

India 

342 

87 

2 5i) 

Burma 

IS 

3 

109 

China 

404 

44 

89 


(liase on Tables Nos. 1, 54 and 55, U. N. Monthly bullet of 
(Statistics, Kept. 1953, and U. N. Statistical Papers, 8«fieo 
E No. 2). 
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Herein lies the crux of the problem of taxation—the 
heart of its conflicts, the centre of its complexities and 
contradictions. 

1. 2. The Principle of Maximum Social Advantage .— 
The tax system should be designed on what has been 
called the principle of maximum social advantage. 
Taxes represent transfer of purchasing power from 
private hands into the hands of public_ authorities and 
public expenditure brings it back to individuals. In the 
process, the amount of wealth and its nature undergo a 
change and its distribution among individuals and 
classes is altered. Social advantage is maximised when 
the quantum of the national income increases or its 
character and quality improve and when the dispersion 
around the per capita income is the smallest so as to 
make the average more truly representative of various 
groups and less variable over periods of time. In plain 
words, that tax policy is best which increases the size 
of the national cake and ensures a more even distri¬ 
bution. Unfortunately, these two objectives do not 
always co-exist or necessarily work in the same direc¬ 
tion. “ Within a limited period, there is always a 
measure of conflict between one objective and another 
and, in the formulation of a plan for a given period, it 
is necessary to proceed in terms of priorities as between 
these objectives themselves, laying more stress on some 
and less on others.”* The question of priority therefore 
arises. 

1. 3. Fundamental Objectives.- —The elimination of 
poverty in an under-developed country like India cannot 
obviously be achieved by redistributing existing wealth. 
Economic development in such circumstances cannot 
proceed far unless the community learns how to get 
from its resources of men and materials a larger output 
of commodities and services. This fundamental objec¬ 
tive is set out by the Government of India in 
its Resolution on Industrial Policy enunciated in April 
1948. The Resolution says : 

“ A dynamic national policy must, therefore, be 
directed to a continuous increase in production by 
all possible means, side by side with measures to 
secure its equitable distribution. In the present 
state of the nation’s economy, when the mass of the 
people are below the subsistence level, the emphasis 
should be on the expansion of production, both 
agricultural and industrial ”t 

Quoting the Resolution, the Fiscal Commission (1949- 
50) stresses its basic character in the following terms : 

“ We have set out the articles of the Constitution 
and the pronouncements in the Government of 
India’s resolution relating to economic objectives as 
they embody decisions reached after lengthly dis¬ 
cussions in Parliament and outside and are ‘funda¬ 
mental in the governance ’ of the country and all 
policies should be shaped with full advertence to 
them 

The Planning Commission carries the issue to its 
final conclusion as under : 

“ While it would be wrong in this sphere to think 
in static terms and to condone the existence or 
accentuation of sectional privileges, it is no less 
important to ensure a continuity of development 
without which, in fact, whatever measures, fiscal 
or other, might be adopted lor promoting economic 
equality might only end up in dislocating produc¬ 
tion and even jeopardizing the prospects oi ordered 
growth ”.** 

A substantial and rapid increase in the productive 
equipment of the community, therefore, takes preced¬ 
ence over other objectives. 

1. 4. Priority No. 1.—Encouragement of Incentives to 
Work, to Save and to Invest. —Taxation is a social 
instrument which makes collective life possible. Co¬ 
operative expenditure is essential for maintaining the 
social fabric, as in the performance of the most ele¬ 
mentary duties of the State. Co-operative expenditure 
is also incurred for enlarging and improving the social 
fabric, as when the State adds to the productive equip¬ 
ment and ability of the community. A tax is a com¬ 
pulsory contribution and subtraction from wealth in 
private hands. If the State were to man and run the 
productive organisation, like Hobbes’s Leviathan, the 
confiscation of the entire savings through taxation would 
not harm general welfare. But when it does not, taxa¬ 
tion must not trench upon savings if private enterprise 
is to play its part and function effectively. The impor¬ 
tance of private enterprise has been recognised by the 
Government of India in its Resolution on Industrial 

* The First Five Year Plan, Ch. II, para. 5. 
t Government of India Resolution on Industrial 
Policy, 6th April, 1948, Para. 2. 

Fiscal Commission Report (1949-50), Ch. II, Para. 12. 

° ** The First Five Year Plan, Ch. II, Para. 8. 


Policy* and its broad sweep is clearly indicated by the 
Planning Commission which lays down that— 

“ The scope and need lor development are so 
great it is best for the public sector to develop 
those industries i:i which private enterprise is un¬ 
able or unwilling to put up the resources required 
and run the risks involved, leaving the rest of the 
field free for private enterprise ”.f 

Obviously, private enterprise and effort cannot play 
a significant part in he process of development unless 
there is investment ai the instance and initiative of the 
entrepreneur for replacement of old and worn out 
equipment and formation of new capital. It is there¬ 
fore necessary to en; ure, as the Planning Commission 
realises, "that the level of expenditure in the public 
sector and the devi :es used for finding the needed 
resources are not such as to react too adversely on the 
private sector, the d tvelopment plans of which are of 
equal significance fre m the point of view of the com¬ 
munity’s interests ”4 In other words, the resources 
available to the pub ie sector must be determined not 
merely in relation to the State expenditure but must 
be linked up with the needs and resources of the private 
sector. There is a single pool of investible resources on 
which the private and the public sectors have to draw 
and the Planning Commission acknowledges that— 

“ The problem is not merely to find resources for 
the public sector but to enlarge progressively the 
size of the common pool.”§ 

It is impossible tc impose heavy taxation in a modern 
community without hereby causing a check to. produc¬ 
tion and diminishing the "common pool”. The check 
is most certain and serious on the ability to work and 
save, particularly o i the ability to save. As Dalton 
observes, “heavy taxes on the rich, though defensible 
on other grounds, reduce ability to save in a specially 
marked degree ”.|f Expectations that such taxes will 
continue influence even more the desire to save and pro¬ 
duce. The Planning Commission therefore sounds this 
note of caution : 

“ Direct taxation of the rich is likely to impinge 
more or, their savings than on their consumption. 
There is need tor balancing the advantages of a 
greater equalitj of income and wealth against the 
disadvantage oJ a possible fall in private savings 
and capital formation ”.|| 

It follows that, in the interests of production and 
capital formation, savings should not be laid under 
heavy tax. Encoui agement of incentives to work, to 
save and to invest should be accorded the first and the 
highest priority. 

1 . 5. Limited Sope for Reduction in Inequalities of 
Income and Wealth.—It has been stated above** that 
more even distribution of the national income, that is, 
reduction in inequalities of income and wealth, is a 
factor maximizing social advantage. Improvement of 
the human materiel through social services like educa¬ 
tion, technical training and health brings in .significant 
returns from the point of view of increasing production, 
it is conceivable that even when the size of the national 
cake is stationary c r diminishing, social advantage might 
be maximised by reducing inequalities of per capita 
income. This wou d be the case, for example, when the 
quantum of the nt tional product is very large and the 
number of people m whose favour the redistribution is 
being effected is -elatively small, tt These conditions 
cannot be iulfflled in India.Assuming that the entire 
income of the income-tax paying group is distributed 
pro rata amongst the entire population, the share of 
each individual would be infinitesimally small. As 
Table No. 1. II si ows, the amount per head would be 
about Rs. 16 or I.s. 17 and there would be little gain 
in social satislae' ion. On the other hand, as Table 
No. 1. II further s lows, a handful of people constituting 

* Government of India Resolution on Industrial 
Policy, 6th April, 1948, Para. 6. 

f The First Five Year Plan, Ch. XXIX, para. 7. See 
also Ch. Ill, Para I. 

t Ibid. Ch. II, Para. 32. 

§ Ibid. Ch. Ill Para. 1. 

U Dalton, Principles oi: Public Finance, Ch. X, 
Para. 2. 

|| Ibid. Ch. II, Para. 33. 

** See Para. 1 2 above. 

f t “ In the U. K., in the decade since 1938, a notice¬ 
able redistribution of incomes, both before and after 
taxation, in favour of wage-earners has taken place, 
largely due to changes in taxation and the extension of 
social services. According to the Chancellor of the 
Exchequer, the lii ait to this process appears to have been 
reached and it is felt that it would now be desirable to 
concentrate on increasing the national dividend ”. 
Reserve Bank cf India Report on Currency and 
Finance, 1948-49, p. 46. 

:|4 See Para. . . 1 above. 
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Table No. 1. II. 


Year 



Population 

Total No. of 
assessocs 

Total income 
assessed to in¬ 
come-tax and 
super-tax 

Total income 
-tax and super¬ 
tax paid 

Total No. of 
assessees (Col. 3) 
as percentage 
of total 
population 
(Col. 2) 

Pro rata share of 
Total Income 
Assessed to tax 
(Col. 4) 
per head of 

Pi >p illation 
(Col. 2) 




C roves 

Lakhs 

Cronos of Mb. 

Cores of Its. 

per cent 

Rr. 

1948-49 



34-2 

4-72 

585 

144 

0-14 

17 

1949-50 



340 

4-50 

604 

159 

0-13 

17 

1950-51 



35-8 

4-72 

575 

155 

0-13 

16 


(Source : C.B.R. All-India Income-tax Revenue Statistics.) 

less than one-eighth of one per cent, of the total popula¬ 
tion contributing as much as 40 per cent, of the total 
Central tax revenue would be penalised in a vain 
pursuit of equality and the sequestration of their wealth 
and the dissipation of their accumulated resources would 
directly affect the productive effort of the community. 
As Walter Bagehot has remarked in another connection, 
“ a million in the hands of a single banker is a great 
power....But the same sum scattered in tens and fifties 
through a whole nation has no power ; no one knows 
where to find it or to whom to ask fort it ”. Reduction 
of inequalities involving dispersal of resources would, 
pro tanto, reduce the effectiveness of such resources. 
The size of the national income would dwindle sub¬ 
stantially and the prospects of future development 
would be seriously prejudiced. In the circumstances, 
reduction in inequalities of income cannot be made the 
principal objective of a tax policy. As Sir Josiah Stamp 
has observed, differences in wealth have same economic 
warrant behind them and it cannot be the primary 
object of taxation to destroy the inequalities of distri¬ 
bution, particularly in an under-developed economy. 
Therefore, all that can be said is that, consistent with 
the main requirement of encouraging incentives to work, 
to save and to invest, a tax system which tends to 
reduce within reasonable limits inequalities of income 
and wealth is to be preferred. At the present juncture, 
there appears to be little scope even for this limited 
objective. Historically, under-developed economies have 
levelled up inequalities of income and wealth by a fuller 
utilization of their manpower and latent resources. 
Any attempt to reverse the process in this country 
through an unwise use of the tax system will only end 
in equality of poverty. 

1. C. Political Pressure and the Directive Principles of 
the Constitution .—It is no more than stating the 
truth that frequently political and not economic con¬ 
siderations determine the choice of policy. The pressure 
exerted by politics on tax policy in the direction 
of reducing inequalities is apparent from Table 
No. 1. Ill (page 7) and its influence cannot be 
missed. What is right politics is not necessarily right 
economics. What is good from the point of view of 
capturing or retaining power is not necessarily or 
ultimately good from the point of view of the best 
inierests of the country as a whole and in the long run. 
It is time these facts were recorded. Economic develop¬ 
ment must take precedence over ideological considera¬ 
tions and the answer is to be found in the Directive 
Principles of State Policy embodied in Part IV of the 
Constitution of India. Significantly enough, Articles 39 
(c) of the Constitution disapproves of “ concentration 
of wealth and means of production” only when it 


operates “ to the common detriment ”. Clause (b) of 
the same Article enjoins that pattern of distribution of 
ownership and control of material resources which is 
found “ best to subserve the common good ”, Clause (a) 
insists that all citizens “ have the right to an adequate 
means of livelihood ”. These Directives squarely place 
the objective of economic development and progress 
right in the forefront of all other objectives. They 
imply a large volume of savings and greater incentive to 
achieve a higher rate of growth. And unless one is 
inclined to contribute to the Hegelian “ doctrine of 
general will ” which makes the State a super-organism 
of indefinite and infinite power, the emphasis on tax 
policy must fall on encouragement of incentives to work, 
to save and to invest without which economic efficiency 
and the rate of growth cannot be maintained nor can 
the national product increase at a progressively faster 
pace. 

1. 7. Inter-relation between Inflation, Deflation and 

Balance of Payments .—The problems of inflationary 
and deflationary tendencies and of the external balance 
of payments are closely inter-related. Inflation or 
deflation implies a change in the internal price level 
with corresponding adverse or favourable pressure on 
the balance of payments. Such movements in prices 
and external balance are the commonplace of modern 
economic experience. The question is to what extent 
can control of these movements be made a principal 
objective of a sound tax policy. 

1. 8. Limitations of the Tax System as a Stabilizer .— 
An economy, if it is to work at maximum efficiency, 
should not labour under any marked inflationary or 
deflationary pressures. Tax collections on the part of 
the State reduce the purchasing power in the hands of 
the people and as such tend to have a deflationary effect. 
On the other side, public expenditure pumps purchasing 
power into the system and the effect is inflationary. 
Public income and expenditure thus directly affect the 
volume and direction of economic activity. It follows 
that the greater the proportion of public revenue and 
expenditure to the aggregate national income and expen¬ 
diture, the greater is the influence and effectiveness of 
the tax system as an instrument for economic stabiliza¬ 
tion. The relative proportions of such expenditure in 
various countries are shown in Table No. 1. IV. In U. K. 

_ Table No. 1. IV. 


Govt, expenditure as 
Percentage of 

Country Aggregate National 

Expenditure 


Table No. 1. III. 


Country 

Population 

Population 
Entitled 
to Vote 

Population 

paying 

Direct 

Tax 

Population 

paying 

Direct 

Tax as 
Percentage 
of that 
Entitled 
to Vote 


Mn. 

Mn. 

Mn. 

per cent. 

U.K. . 

50 

35 

22 

63 

U.S.A. 

147 

95 

55 

58 

Australia 

7-5 

4-5 

2-5 

56 

Canada 

13 

7 

2-5 

36 

India * , 

342 

175 

0-5 

0-3 


U.K. 

. . 40 Approx. 

Australia . 

30 „ 

U.S.A. 

25 „ 

Canada 

25 „ 

India 

8 „ 


(Source : The First Five Year Plan, Ch. II, Para. 31.) 
the budget has been effectively used as an instrument 
for the control of inflation. For example, to secure the 
objective of disinflation and to finance rehabilitation, 
the accent on budgetary policies in post-war years was 
on obtaining surplus revenues so as to meet" not only 
the ordinary Government expenditure but also Govern¬ 
ment outlays on public account. It is doubtful whethe. 
in the current circumstances in India the tax system can 
be used as a stabilizer for neutralizing inflationary and 
deflationary trends. The principal drawback lies in the 
fact that the per capita incomes are extremely small and 
are held by people who are ordinarily outside the field 
of direct or even indirect taxation. The smallness of 
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the coverage of income and profit taxes in the economy 
and the difficulties in the way of taxing small incomes 
and the enormous agricultural sector adequately, either 
through land revenue or otherwise, impose severe limita¬ 
tions on the effectiveness of the tax system. For 
example, during the war and post-war years, the agri¬ 
cultural sector remained largely untouched because of 
the insensitivity of land revenue to rising incomes and 
In spite of drastic and effective increases in the rates 
of direct taxes the tax system was unable to drain oil 
surplus war incomes and thus control inflationary pre¬ 
ssure through public finance. The attempt at more con¬ 
trol and greater public savings secured by heavier taxa¬ 
tion failed to yield results. It merely led to inflation 
and erosion of private savings. Ultimately, the way 
out was seen in less control and lighter taxes to facilitate 
private investment out of larger available savings. 
Accordingly, as pointed out in a recent U. N. public 
finance survey,— 

“ It seems unlikely that in a country like India 
public finance can ever be a very powerful stabiliz¬ 
ing instrument 

The comparative importance of the tax system in an 
integrated policy naturally varies with the circumstances 
of a country and the needs of the times. But in an 
under-developed economy like that of India, in which all 
the budgets of the public sector account for less than 
10 per cent, of the national income, the tax system may 
influence but cannot successfully combat inflationary or 
deflationary situations (the remedy for which lies in 
dealing with the root causes directly) ; nor can any such 
objective be made or deemed to be the only or the most 
important end of a sound tax policy. 

1. 9. Limitations of the Tax System for Maintenance 
of External Balance .—What holds true for the tax system 
in regard to the internal inflationary or deflationary 
situation also holds true for its external counterpart, the 
international balance of payments. The imposition or 
removal of import and export duties and increase and 
decrease in their rates would no doubt influence the 
volume of imports and exports and to that extent affect 
the maintenance of the balance of payment. But such 
regulation cannot correct a fundamental or deep-seated 
disequilibrium, particularly when as in India, the pro¬ 
portions of the external trade to the total trade and of 
Government expenditure to the total national expendi¬ 
ture are relatively small. In economies like those of the 
U. K. where external trade and Government expenditure 
form a substantial portion of the total trade and national 
income, the needs of the payments problem may be 
met by budgeting for a surplus on the revenue side of 
the account with a view to enforcing austerity on con¬ 
sumption. f But such disinflationary budgeting to 
counter inflationary pressures at home in an endeavour 
to correct the widening adverse balance of payments 
failed to achieve results in India during the postwar 
years.): It bred further inflation and discouraged the 
flow of foreign capital. Likewise, the attempt at a com¬ 
prehensive fiscal programme framed with the dual 
object of increasing the supply of imported goods and 
simultaneously decreasing the volume of purchasing 
power also failed. The difficulty was in increasing the 
volume of goods sufficiently to halt inflation without 
putting an unsupportable strain on the balance of pay¬ 
ments. Ultimately, the solution was seen in devaluation. 
The concurrent increase in import and export duties 
was more for the purpose of intercepting windfall gains 
in particular directions during the period of adjustment 
than for protecting the balance of payments as such. 
The reluctance since then to scale down and abolish 
these duties has been due to the excessive preoccupation 
with the budget—which, according to Per Jacobssen, is 
a peculiarly British tradition—and to that extent the 
balance of payments has been adversely affected. But 
the utility of the tax system as a stabilizer in this direc¬ 
tion is severely limited. An appropriate exchange rate, 
because of its influence on prices and production, is 
vastly more important for keeping external equilibrium 
than any budgetary devices. The maintenance of the 
external balance of the economy, therefore, cannot be 
weak or deemed to be the only or the most important 
objective of a sound tax policy. 

1. 10. Conclusions .—In conclusion it may be said 
that the pressure of persistent inflationary and defla¬ 
tionary situations and diseauilibria in the external 
balance of payments generally indicate a fundamental 
lack of health in the economy. Though, for a time, 
appropriate tax measures might be the most effective 
and perhaps the only remedy available for counteracting 
the position, the ultimate remedy lies in correcting the 
basic weakness of the economic system so that it might 

* U. N. Public Finance Surveys—India (1951), p. 12. 

t See Reserve Bank of India Report on Currency and 
Finance, 1949-50, p. 16. 

t See U. N. Public Finance Surveys—India (1950), 
p. 6. 


function in good order. A sound tax system is an 
essential but not the only ingredient of such a remedy. 
A sound internal ec momy and a satisfactory basis for 
external financial re ations are equally important. The 
three must be welded together into a balanced financial 
policy. It appears tnat we have relied too much on the 
tax system and have been striving to achieve more things 
through it than are immediately possible. The system 
should be made anc felt by all groups of people to be 
fair and equitable. Equity is not equality in the 
circumstances of an under-developed economy and this 
fact must be realised and accepted in order to create 
the conditions in which the best efforts can be put forth 
in all directions for promoting development. It is only 
through rapid development that inequalities of income 
and wealth can be reduced by raising the general 
standard of living. In the meanwhile, as Schumacher 
has advised in the case of backward countries, taxes 
should be levied mere on consumption than on saving, 
there should be long-term borrowing for purposes of 
productive investment, and the budget should be kept 
as small as possible by controlling public expenditure 
which can be accoir plished only through elimination of 
waste, extravagance, corruption and incompetence. 
The accents of policy must change accordingly and the 
Indian tax system ; hould be suitably modified— 

(a) By enlargirg the coverage of taxation without 

which, ai the Planning Commission warns, 
“ the tendency will be not only for tax 
revenues to fall as a proportion of further 
additions to national income but to make the 
sharing o: the burden of development increas¬ 
ingly inec uitous ”* ; 

(b) By diversifying taxes so as to produce a well- 

balanced tax structure ; 

(c) By scaling town the degree of progression and 

the rates of direct taxes—whether income- 
tax, supertax or death duties—imposed for 
reducing inequalities of income but which 
only succeed in reducing economic efficiency 
and socia 1 advantage ; 

(d) By granting tax concessions in the form of 

larger depreciation and replacement allow¬ 
ances to existing industries and giving tax 
exemptions and rebates to new industries 
and to ir come from investment in new ven¬ 
tures ; 

(e) By reviewing import duties and reducing or 

abolishing export duties imposed for inter¬ 
cepting v indfall gains following on devalua¬ 
tion, wittout paying undue attention to what 
they wouid cost in terms of revenue, so that 
exports : nd production may be encouraged 
and foreign markets retained ; and 
(/) By streamlining the tax system as a whole 
by red uc ng the tax burden and simplifying 
the tax structure, keeping in view the needs 
of an under-developed economy and the 
urgent i ecessity of promoting savings at 
home and attracting capital from abroad for 
purposes of investment and future develop¬ 
ment. 

Question 2.—What criteria would you suggest for deter¬ 
mining the equ ty of a tax system ? How far is it 
possible to secu-e it in the Indian tax system? 

2. 1. The Criteri m of Equity. —In the complex con¬ 
ditions of today, when there are in existence Central, 
State and local taxes, it is difficult to formulate precise 
principles for detei mining the equity of a tax system. 
The entire tax burden cannot be adjusted to equity 
amidst what Lutz las described as “the welter of taxa¬ 
tion imposed by different authorities, imposed on all 
manner of different bases and for purposes that are 
sometimes widely diverse and again overlapping”. The 
problem is further complicated by the intricacy of the 
process by which taxes are shifted and the extrema 
difficulty of traci lg their ultimate incidence. And 
lastly, so much depends upon the point of view that it 
is by no means essy to formulate a set of principles 
commanding gener il acceptance. Equity in taxation 
therefore, seems d fficult to define, and since no one 
principle can be definitely said to be right to the exclus¬ 
ion of ail others, e ich must be applied on a pragmatic 
basis before reachii g a final conclusion. 

2. 2. The “ Cost if Service ” and “ Benefit of Service ” 
Principles. —One kii d of equity wouid be to apply either 
the “ cost of servic ' ” or the “ benefit of service ” prin¬ 
ciple. It would be iquitable to conceive of a tax as pay¬ 
ment to the State t iwards the cost incurred for services 
rendered to the ta c-payers or for benefits received by 
the tax-payers. Bi t it does not seem feasible to deter¬ 
mine the cost of service in respect of each citizen, nor 
can the benefit deiived from most forms of public ex- 
pendi ture be clear y ascertained. After all, a tax by 

* The First Fivi Year Plan, Ch. Ill, para. 1L 
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definition is a payment in return for which there is no 
direct and speeilie quid pro quo* 

2. 3. Principle of “Ability to Pay ”. —The third alter¬ 
native principle is that of the individual’s “ ability lo 
pay Assuming that marginal utility of income di¬ 
minishes as income increases, there would be equity in 
differential taxation. On this view, ability to pay may 
be interpreted to mean minimum or proportional or 
equimarginal sacrifice. The principle of minimum 
sacrifice would make the total direct real burden of tax 
on the community as small as possible. This would 
imply the taking away of all income above a limit on the 
assumption of diminishing marginal utility of income. 
Such a result would hardly square with notions of equity 
and fairness held by many. More important than that 
would be the overwhelming objection on grounds of 
economy, as it would probably check all work and sav¬ 
ing beyond that required to secure the maximum income 
not subject to taxation. Social justice might also bo 
taken to mean not equal incomes for all, but either pro¬ 
portional sacrifice so that the direct real burden on every 
taxpayer is proportionate to the economic welfare he 
derives from his income, or equimarginal sacrifice so 
that those with larger incomes pay quantitatively more 
than those with smaller incomes to the point where the 
sacrifice at the margin is equal. Both these principles 
would not cut unequal incomes to the same height but 
would lead to varying degrees of progression in the tax 
system, implying that the heaviest burdens should be 
placed on the broadest shoulders. 

2. 4. Equity- -An Elusive Concept. —Notions of equity 
apparently differ from individual to individual, from 
time to time and place to place. 11 almost seems that 
all principles of equity are largely matters of opinion. 
In the words of Dalton— 

“Equity often seems to say 'No’, but hardly ever 
1 Yes ’, an elusive mistress, whom perhaps it is only 
worth the while of philosophers to pursue ardently 
and of politicians to watch warily.”! 

The problem is even more difficult for the Indian tax 
system which rests on an extremely narrow basis. lo¬ 
an under-developed economy with an expanding popula¬ 
tion, the principles of benefit, cost, sacrifice and ability 
are in greater conflict than elsewhere. Because of the 
limited size of the national cake, either the public sector 
appear to lake away too much or the private sector is 
left with too little. If the tax rates are increased pro¬ 
gressively, they become unfair and oppressive to n 
relatively small group of people. They also hamstring 
economic development by reducing the ability to save 
and the incentive to invest and form new capital. In 
the other direction, the smallness of the incomes 
magnifies the tax burden disproportionately. Taxes 
soon turn regressive and though spread over the large 
majority of the people they are held to be equally 
unjust. Broadly speaking, there is little room for man¬ 
oeuvring. It would be therefore more appropriate were 
the Indian tax system conceived with the object of 
maximum social advantage—not equity, primarily, but 
economy. 

, 2 - 5. A Pragmatic Approach. —In the long run, the 
principles of equity and maximum social advantage will 
be more fully reconciled as economic development pro¬ 
gresses throwing up a larger per capita income. For 
the duration, equity can be best served by restricting 
demands on revenue to the minimum possible. This 
implies stringent control of wasteful, negative and un- 
productive expenditure. On this pragmatic approach, 
the Indian tax system should be modified on the follow¬ 
ing lines: 

(a) Taxes should be broadly based over all economic 
groups. 

(h) Taxes should be roughly fair as between the 
different elements of the community. 

(cl Taxes should be widely spread and diversified 
so as to eliminate “ free riders ” and make 
revenue more easily and completely collec¬ 
tible. 

(d) Taxes should not hit too heavily at one point. 
The higher a tax rate is “ jacked up ”, the 
greater the incentive to tax avoidance. As is 
now generally recognised, “ indiscriminate 
taxation ends in unnecessary resentment, 
occasionally in serious injury and sometimes 
in flagrant waste ”. 

(c) Taxes should be so framed as not to impair the 
productive powers of the community, that is, 
they should not bear down on production 
and saving but only discourage consumption. 

(/) The balance of the lax structure now topheavy 
with direct taxes should be restored by dis¬ 
tributing the tax load through indirect taxes, 

* See Tanssig, Principles of Economics, Vol. II, Ch. 
66. Also see Report of the Indian Taxation Inquiry 
Committee (1924-25), Ch. II. Para. 11. 

t Dalton, Principles of Public Finance, Ch IX 
Para. 6. 
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reaching incomes that escape direct tax and 
curbing spending rather than production and 
savings as at present. In the current state 
of development and income distribution, only 
taxes on consumption can obviate the imper¬ 
fections of income and profit taxes and bring 
about a greater measure of distributive 
justice. 

Question 3 .—Does the Indian tax system conform ade¬ 
quately to the principle of ability to pay or do you 
think an extension of this principle is desirable and 
practicable ? If so, in what ivays ? 

3. 1. Principle of “Ability to Pay”.—It was Adam 
Smith who laid down that—- 

“ The subjects of every state ought to contribute 
towards the support of the Government as nearly 
as possible, according to their respective abilities, 
ihat is to say in proportion to the revenue which 
they respectively enjoy under the protection of the 
State 

This principle arises from the desire to distribute the 
tax burden so as to bring about an equality of the 
pressure of taxation, an equality of sacrifice. On this 
view, it has to be understood in its broadest sense. It 
has been stated in answer to Question 2 above that, on 
reasonable assumptions, the principle of “ ability to 
pay ” is not necessarily limited to proportional taxation 
as specified by Adam Smith but implies some degree 
of progression in the tax structure. It is however easy 
to carry progression too far by mistaking equity for 
equality. Dalton has therefore emphasised that for 
bringing about an ideal distribution of the direct money 
burden of taxation— 

“ We must measure the relative ability of indivi¬ 
duals to pay by the relative effects of their pay¬ 
ments, not only upon distribution, but upon produc¬ 
tion and, indeed, upon the whole economic welfare 
of the community.”f 

Tlius A’s ability, compared with B’s to pay a given tax 
depends upon the relative aggregate economic loss 
resulting from payment in the two cases. For this, 
account must be taken, not only of the direct loss of 
ecnnornic welfare to A and B individually, but also of 
any indirect loss or gain to others comprising the com¬ 
munity as a whole. It would appear that in determin¬ 
ing the ability to pay as indicated by income, property 
and consumption, this important consideration has been 
overlooked in the Indian tax system in recent years. 
Apparently, all the stress has been put on the mere 
magnitude of the income to the neglect of other aspects. 
The tax structure has therefore tended to distortion and 
turned lopsided. 

;j, •>. Principle Misapplied in Practice .—It is easy to 
illustrate the point that the principle of ability to pay 
has not been correctly interpreted in the context of an 
under-developed economy like that of India. During 
the war and post-war years, the volume of direct tax 
revenue, being under Government control, was steeply 
raised by increasing the rates and overlapping the taxes 
on the same base under different guises—income-tax, 
super-tax, corporation tax, surcharge, Excess Profits Tax 
and Business Profits Tax. For example, the highest 
bracket of personal incomes, which had borne tax at 

59 per cent, in 1939-40, was subjected to a rate of 97 per 
cent, in 1946-47, while (he highest rate of company tax, 
which was 22 per cent, in 1939-40, was raised to 48 per 
cent, in 1945-46. In addition, there was the E. P. T. at 

60 per cent, as well as a system of compulsory E. P. T. 
deposits. The quick upsurge of drastic taxation of 
personal and corporate incomes can be seen at a glance 
from Table No. 3. I. In the same manner, taxes on in- 


Table No. 3. I. 


Income 

Us. 

Percentage 

of Income 

paid as 

Tax 

1939-40 

1944-45 

1945-46 

1947-48 

1952-53 

PERSONAL 

5,000 . 

3-3 

5-5 

4-7 

31 

2-3 

10,000 . 

n*6 

9-2 

7-9 

5-9 

5-1 

•25,000 . 

10-9 

39-3 

17-6 

15-3 

13-2 

1,00,000 . 

23 1 

47-7 

48-4 

51-5 

50-1 

10,00,000 . 

38-8 

(63-6) 

830 

(63-7) 

84-5 

91-7 

78-5 


(88-1) 

(88-8) 

(92-2) 


CORPORATE 

25,000 . 


46-9 

48-4 

43-8 

37-2 

1,00,000 . 

'22 

69-6 

70-4 

43-8 

43-4 

10,00,000 . 

22 

81-0 

8 Hi 

r.2-3 

43-4 


(Source : Economic Trends, January 1953, Tables A 

and B, pp. 18 and 20.) _ 

Note. —Figures in brackets for the years 1944-45 
and 1945-46 include E. P. T. and that for the year 
1947-48 includes B. P. T. 

* Adam Smith, The Wealth of Nations, 
t Dalton, Principles of Public Finance, Ch. XIII. 
Para. 2. 
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come and profits, which constituted 23 per cent, of the 
total Central tax revenue in 1938-39. rose sharply to 68 
per cent, in 1944-45 and were 40 per cent, in 1952-53. This 
is apparent from Table No. 3. II. The incidence of the 

Table No. 3. II. 


Year 

Total 

Tax 

Revenue 

Crores of 
Rs. 

Total 
'Taxes on 
Income 

Crores of 
Rs. 

Taxes on 
Income as 
Percentage 
of Total 
Tax Revenue 

per cent 

Number of 
Income-tax 
payers as 
Percentage 
of total 
Population 

per cent 

1938-39 

76-35 

17-28 

23 

0-08 

1939-40 

. 81-85 

19-37 

24 

007 

1944-45 

. 280-80 

191-24 

68 

0-11 

1940-47 

. 300-58 

J 57-00 

52 

Oil 

1947-48* 

. 191-79 

115-00 

60 

0-0*0 

1052-53 

. 429-11 

176-00 

40 

0*13t 


(Source : Reserve .Bank of India Reports on Currency ami Finance 
1942-43 to 1952-53 and Central Board of Revenue All India 
Income-tax Revenue Statistics.) 

tax, as shown in Table No. 1. II, was on a small number 
of assessees not exceeding 5 lakhs out of a total popula¬ 
tion of 34 crores. In other words, the burden of 
approximately 50 per cent, of the Central tax revenue 
was put on the shoulders of less than Jth of one per 
cent, of the total population. In addition, customs duties 
on luxuries and non-essentials contributing a third of 
the customs revenue were sharply raised and a heavy 
excise was imposed on One and superfine cloth. The 
cumulative impact of all taxes fell with main force on 
the upper and middle income classes, including entre¬ 
preneurs and managers, residing mostly in urban areas. 
The bulk of the taxes on income and profits, the bulk 
of the probate duties, the bulk of the customs taxation, 
especially that on luxuries, and the bulk of the fees and 
taxes on transactions were heaped on them. These 
classes bore the brunt of the heavy tax burden, though 
income of industrial labour and of the agricultural 
sector and the rural areas rose proportionately higher, 
if not more. The lower middle class suffered most 
because of its inelastic standard of living in respect of 
clothing, housing, conveyance charges, education and the 
like. The maldistribution resulting from the imposition 
of such top-heavy taxes on a small sector of the 
economy consisting of middle and upper class income 
earners, and on urban areas as distinct from rural areas 
which benefited largely from the war time rise in 
incomes had its repercussions on savings, productive 
efficiency and capital formation. It contributed to the 
high cost of living and failed to restrain inflation which 
acted as a peculiarly regressive tax falling most heavily 
on those least able to pay by reason of their fixed 
incomes and rigid expenditure schedules. In particular, 
the middle class was severely penalised and ils savings 
were sequestered. The principle of ability to pay was 
frequently invoked for this state of affairs but in its 
broader signifiance it was largely misapplied. 

3. 3. Authoritative Support .—The foregoing develop¬ 
ments have not passed unnoticed. The Income-tax 
Investigation Commission comments on the oppressive 
burden of direct taxes in these words : 

“ It has been strangely pressed on us that the 
present rates of income-tax and supertax are so 
high as to defeat their purpose by discouraging 
enterprise and by increasing the temptation to con¬ 
ceal business income. It has been added that there 
is more likelihood of a larger tax income being 
realised at a moderate rate of tax than at a higher 
rate. We do not belittle the force of this argu¬ 
ment.”:!: 

Further on, the Commission sympathises with the 
suggestion that, if the Indian income-tax system attempts 
(o follow the main lines of the income-tax law in 
advanced countries, it must also adopt such of (he 
features of those systems as favour assessees, and 
admits that— 

“ The Indian tax law no doubt exempts a certain 
limit of income from tax. But there is no denying 
the fact that this exemption does not properly give 
effect to the principle of relating the tax to the tax- 

* From 15th August, 1947, to 31st March, 1948 
t For 1950-51. 

°/ T l !i e Income-tax Investigation Commission 
(1949), See. II, Para. 15. 


payers’ “ability to pay”. The exemption under 
the Indian law ha; no relation to the needs and 
circumstances of each individual assessee.”* 

Finally, the Commission acknowledges that in the 
peculiar position obtaining in India today it is not easy 
to give effect to the principle of ability to pay and 
explains the reasons in the following significant terms 
which can be extended to cover similar other tax 
burdens: 

“ -If the ability of the assessee is to be properly 
determined, his whole income, whether agricultural 
or non-agriculture I, will have to be taken into 
account. But the Indian constitution takes agricul¬ 
tural income out if the sphere of central taxation. 
Whether it may rot be possible to take even agri¬ 
cultural income into account for the purpose of 
determining the ‘ ability ” of the assessee, though 
not for the purpose of levying a central tax on such 
income, is another question. The Ayers Committee 
recommended tin t agricultural income might be 
taken into aeco ml for the purpose of deter¬ 
mining the rale at which the tax on the other 
income of the assessee should be computed ; even 
this Iras not beer: given effect to.”f 

3. 4. Conclusion. — The inference that can be drawn 
from the foregoing diservations is obvious. What is 
true ol' income-tax is also true of other taxes ; what is 
true of the constitutional obstacles is no Jess true of the 
pressure of power folitics.:;: If, therefore, the Indian 
tax system is to conform in a sensible measure to the 
principle of ability to pay in its broader sense, it 
should undergo a sul stantial reorientation. The burden 
of taxation on the small urban areas and the middle 
and upper income f lasses must be relieved by trans¬ 
ferring a part of it to the large rural areas and the 
industrial labour ai d agricultural classes which have 
benefited in income but have passed over the tax. It 
is clearly necessary that the field of taxation should be 
broadened by sprea ling it evenly on each sector and 
ensuring that no seel or escapes. The burden should also 
tie distributed more equitably by restoring the pre-war 
pi open tion of direct to indirect taxes. In a country 
wheie diroc. taxes do not touch an overwhelming 
majority of the pc pu.iat.ion, collections from suitable 
indirect taxes are o the utmost importance. It follows 
that the Indian tax system should be modified in the 
manner suggested i i the concluding paragraphs of the 
answers to Questioi s 1 and 2 above. 

Question I. Differ ng views have been expressed on 
the extent to uhich the taxable capacity of various 
sections of the community has been used by the 
Indian tax system. What is your view on the 
subject ? 

4. I. Function u " taxable Capacity". —According to 
ihe Indian Taxation Enquiry Committee (1924-25), the 
true test of the relhive burden of taxation is— 

“The relatio» of Ihe taxation to the taxable sur¬ 
plus or taxable capacity of the community, which 
is roughly gauged by the difference between the 
aggregate ine< me and the aggregate subsistence 
level, or, to put it in another way, the average 
income per Iliad minus the minimum of subsis¬ 
tence.” § 

The Committee farther thinks it necessary to take 
into consideration the distribution of incomes among 
the community an i to know how and where the taxes 
are spent. It is >y no means easy to determine the 
distribution of income and to allocate the actual benefits 
of Government expenditure, nor can the minimum of 
subsistence be readily ascertained in view of the wide 
variations in the s andards of living which in many cases 
bear no relation to the incomes of the families but 
depend on the group or sub-group to which they belong. 
However, taking into account the broad facts of the 
situation, it may te said that relatively the taxable capa¬ 
city of the upper and middle income urban classes has 
been over-exploit id in comparison with that of other 
groups whose income has seen the largest rise since the 
outbreak of war. 

4. 2. “ Taxable Capacity ”—Another Approach. —Tax¬ 
able capacity has also been cxijressed to mean a surplus 
of production over consumption. Production, like con¬ 
sumption, is an e’astie terra, but at any given time there 
is a maximum limit to production beyond which produc¬ 
tive capacity get; rapidly exhausted in the process of 
creating a surplis out of absence of renewal, replace¬ 
ment and rehafcdilation. In this direction, there is 
reason to believe that, because of extreme income and 
profit, taxation and other heavy and onerous burdens, 
the productive machinery in the hands of industrialists, 

*lbi<L Sec. II, Para. 1(>. 

t Income-tax Investigation Commission (1949), Sec. 
II, Para. 16. 

i See Para. 1 6 above. 

$ Report of I le Indian Taxation Enquiry Committee 
(1924-25), Ch. N IV, Para. 478. 
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businessmen and traders has suffered from non-replace¬ 
ment of old capital and non-formation of new capital. 
On the other side, at any given time, the standard of 
living to which a group or class is accustomed cannot 
be pushed down indefinitely without doing harm to pro¬ 
ductivity. Here again, there is reason to fear that the 
urban middle classes consisting of employed and salaried 
groups and professional persons have been hit hard, 
particularly because of the steep rise in the cost of 
living without any compensatory rise in their incomes. 
In contrast, the industrial working classes whose incomes 
have gone up in recent years and who have been the 
receipients of numerous benefits have contributed little 
to the tax revenue. Similarly, because of the insensi¬ 
tivity of land revenue to changes in income, the tax 
contribution of agriculturists has not kept pace with the 
improvement in their circumstances. 

4. 3. The Limit of Taxable Capacity .—It is now 
generally recognised that taxable capacity is not an 
absolute or fixed quantity. Its limit, at any given time, 
is influenced by several factors; amongst them the 
following listed by Sir Josiah Stamp : 

“ (1) It depends upon what taxation is to be used 
for. 

(2) It depends on the spirit and national psychology 

of the people taxed, which may be influenced 
by patriotism or sentiment. 

(3) It depends partly on the way the taxation is 

raised, both as to methods adopted and the 
rate at which the increase is laid on. 

(4) It depends on the distribution of wealth. 

(5) Its rate of increase is greater than the rate of 

increase in wealth and it shrinks more 
rapidly than wealth diminishes 
The second consideration set out above operates 
equally in every sector, but if the other tests are applied 
to the present situation, most of them lead to the same 
conclusion, namely, that taxation must now turn away 
from the urban middle and upper classes. In fact, in 
the current state of the country's economy, taxation 
seems to have reached the limiting point beyond which 
additional imposts are likely to bring progressively 
diminishing returns. Any significant improvement in 
the position requires a more constructive approach as 
an increase in taxable capacity can only come about by 
creating conditions favourable for rapid economic- 
development and industrial expansion through encour¬ 
agement of savings, investment and capital formation. 

Question 5.—-The proportion of tax revenue to national 
income in India is considered small relatively to 
several other countries. Do you think this proportion 
can be raised, and, if so, what tax changes would you 
suggest for the purpose ? 

5. 1. Factors Affecting Proportion of Tax Revenue to 
National Income .—Table No. 5. I below sets out the pro¬ 
portion which tax revenue bears to national income in 
respect of various countries. The percentage is the 
smallest for India and that has been frequently a 
matter of adverse comment. However, the magnitude 

Table No. 5. I. 

(Year: 1948-49) 


Total 

Revenue 


Country 

Total 

Popula¬ 

tion 

Total 

Revenue 

National 

Income 

Per as 

Capita Percentage 
Income of 

National 

Income 


Mn. 

1,000 Mn. 1,000 Mn. 

Its. Rs. Rs. 

per cent 

U.K. 

50 

53-4 

137 

2,774 

40 

New Zealand 

2 

1-4 

5 

2,440 

29 

Australia . 

8 

5-1 

21 

2,682 

25 

Canada 

13 

9-2 

42 

3,157 

22 

U.S.S.R.t 

193 

38-7 

197 

1,020 

20 

South Africa 

12 

1-9 

11 

930 

17 

U.S.A. . 

147 

126-6 

738 

5,044 

17 

India 

. 342 

3-7 

87 

255 

4 


(Source: Reserve Bank of India Report on 
Currency and Finance, 1951-52, Statement 6. pp. 134-36.) 

* Sir Josiah Stamp, “ Wealth and Taxable Capacity ”, 
p. 118. 

f Year—1946. 


of the national income is not by itself a true criterion 
of taxable capacity. As pointed out earlier, the total 
population and the distribution of wealth as well as the 
purposes for which taxation is used are among the 
important considerations which determine the scope for 
taxation. For example, the national income of Canada 
is about the same as that of India, but the population is 
so small, barely 5 per cent, that of India, that the scope 
for larger national savings and higher taxation is 
unquestionably greater than in India. It is not the size 
of the national income but of the per capita income 
which is significant from the point of view of tax 
revenue. As is apparent from Table No. 1. I, a large 
national income does not necessarily mean a large per 
capita income. This fact must be taken into account. 
It is for this reason the Planning Commission says 
that— 

Yields from taxation depend not only on the 
facilities for collection afforded by particular struc¬ 
tural factors (as when corporate incomes are a 
large proportion of the national income or foreign 
trade accounts for a considerable part of the tran¬ 
sactions) but also on the absolute levels of per 
capita incomes.”* 

5. 2. Influence of Economic Development on Revenue 
and National Income .—The stage of a country’s economic 
development exercises a powerful influence on its 
revenue receipts in more than one way. The Planning 
Commission has referred in the quotation cited in the 
preceding paragraph to the dependance of tax yields on 
structural factors. It concludes the point with the 
following observation : 

“ Much also depends on the importance of mone¬ 
tary transactions in the economy; when a large 
part of the production is raised by the labour of 
peasant families and directly consumed by them, 
the scope for organising taxation would be obviously 
smaller than if the operations were being conducted 
through markets and result in monetary transac¬ 
tions 

This comment is particularly applicable to an under¬ 
developed economy like that of India. But there is a 
much more fundamental limitation than these structural 
shortcomings in the mechanics of revenue collection. An 
under-developed economy produces relatively so little 
per head that it imposes a severe restriction on the 
field which can be farmed for taxes. The principle 
of ability to pay has relevance not only for individuals 
but also for communities taken as a whole. It is well 
known that the smaller the national product the greater 
the percentage of personal consumption expenditure to 
the national income and therefore the smaller the per¬ 
centage of national income available for taxation. This 
is clearly brought out in Table No. 5. II (Page 24). 
The inference to be drawn from the Table is summed 
up by the Statistical Office of the U. N. in the following 
terms : 

“ Another interesting feature of the Table is the 
light that it throws on the relationship between a 
country’s stage of economic development and the 



Table No. 

5.II. 

(Year : 1948) 


Country 


Personal 
Consumption 
Expenditure 
as Percentage 
of National 
Expenditure 
per cent 

Norway . 

. 

• 

59-8 

Sweden . 



62-9 

Canada . 



64-8 

Australia 



65-0 

Germany 



65-9 

Japan 



|67-5 

U.S.A. . 



68-7 

Denmark 



70-5 

Netherlands 



70-8 

U.K. 



7.1-3 

New Zealand . 


• 

71-5 

-fit si* 

France . 



73-2 


* The First Five Year Plan, Ch. Ill, Para. 10. 
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India* 
Ceylon 
Ireland . 
Peru 

Burma . 
Guatemala 
Colombia 
Chile 


80 Approx. 
81-0 
81-8 

81- 9 

82- 3 
82-8 
82-0 
80-0 


This tendency appears even in advanced countries whert 
the economic situation deteriorates. For example, the 
percentage of gross personal expenditure to national 
income in the U.S. A. rose abruptly to 84 during the great 
depression of 1930’s against the normal 65 per cent. 
Ordinarily, the large national incomes of advanced 
countries provide ample surplus for large national 
savings as well as higher taxation. For example, in 
1900 public revenues in the U. K. and U. S. A. were only 
60 and 80 per cent, higher than in India whereas by 
1950 they were nine and twenty times as big. In 1900 
the per capita revenue in the U. K. was ten times that 
in India, in 1940 it was forty times and in 1950 fifty 
times more per head. Over the half century, the per 
capita revenue increased twenty times in the U. K. 
against six times in India. Taking changes in price 
level into account, the per capita revenue in the U. K. 
multiplied tenfold from 1900 to 1950 whereas in India 
it rose only by 40 per cent., being about stationary at 
that level over the last decade. This marked divergence 
between the two countries resulted from two contrary 
tendencies, the rapid expansion of national income in 
the U. K. and the rapid expansion of population in India. 
The national income of under-developed countries like 
India is naturally small, and when the population is 
large, the margin available for taxation after deducting 
personal consumption expenditure becomes a small 
fraction of the gross national income. It is therefore 


Philippines 


Puerto Rioo 


(Source : U. N. Monthly Bulletin of Statistics, June 
1953, introduction, pp. x-xiv). 

composition of its national expenditure. The 
figures clearly confirm the widespread impression 
that under-developed countries typically devote 
much more of their resources to consumption (and 
less to investment) than do the more highly indus¬ 
trialized nations. In view of the larger real product 
per head produced in the economically advanced 
countries, it is evident that considerable resources 
may be devoted to the process of capital formation 
without unduly curtailing consumption. In the 
under-developed economics, however, there exists 
very little margin for capital accumulation once 
the requirements of the population for food and the 
other necessities of life have been satisfied.”f 
The data indicates that under-developed countries like 
India devote more than four-fifths of their total product 
to personal consumption which cuts deep into the margin 
available for taxation, saving and capital formation. 


o.. ouiynaiiig, ana entirely m comormity witn 

world trends, that the percentage of tax revenue to 
national income in India should be relatively small. 

5. 3. Influence of National Expenditure on the propor¬ 
tion. of Revenue to National Income. —Again, in 
determining whether the ratio of total revenue to 
national income is large or small, it is essential to con¬ 
sider how and where the taxes ara spent. As the 
Indian Taxation Enquiry Committee (1924-25) has 
pointed out— 

“ The apparently heavy incidence of taxation per 
head of the population in the Western countries, 
where on account of the War the internal debt is 
very large, is not comparable with the burden cal¬ 
culated on the same lines in a country where the 
internal debt is small. A very large proportion of 
revenue raised in England is utilized for the pay¬ 
ment of interest on the War loans raised in the 
country itself ; in other words, the amount is only 
transferred from one set of people to another 
No less important is the increased State expenditure 
on social services which advanced countries are able to 
afford. The Planning Commission has recognised that— 
“ These high proportions are, of course, a reflec¬ 
tion of the large transactions from the public to the 
private sector through social insurance schemes and 
servicing up public debt."f 


* Not included in the U. N. Table. Approximation 
based on the extremely tentative estimate in the First 
Report of the National Income Committee, Ch. Para. 5.17, 
that “ out of a national product of Rs. 87 abja in 1948- 
49, the consumer expenditure on food probably amounted 
to about Rs. 46 abja or nearly 53 per cent, of the 
national income ” and on the finding of the All-India 
National Sample Survey, July 1949—June 1950, that 
66-31 per cent, of the total consumer expenditure is on 
food. 

t U. N. Monthly Bulletin of Statistics, Introduction, 
p. ix. 


The rapid rise in the proportion of revenue to national 
income recorded in many countries in recent years is 
traced in Table No. 5. III. The sharp increase 
that has taken place in the U. K., public expenditure 
being 41 per cent, of the national income in 1951-52 
against 20 per cent, in 1938-39, is particularly noticeable. 
This was the result of a striking expansion of social and 
economic security services. The budget estimates under 
these heads for the U. K. and India in 1949-50 are set 

* Report of the Indian Taxation Enquiry Committee. 
Ch. XIV, Para. 478. 

t The First Five Year Plan, Ch. II, Para. 31. 


Table No. 5. III. 


Total Revenue as Percent; ge of National Income 


Country 

1938-39 

1945-46 

1946-47 

1947-48 

1948-49 

1949-50 

1950-51 

1951-52 

Australia 

12 

27 

27 

23 

25 

22 

31 

31 

Canada 

12 

31 

31 

26 

22 

20 

21 

25 

New Zealand 

19 

17 

29 

28 

29 

20 

25 


South Africa 

13 

20 


18 

17 

16 



U.K. 

20 

37 

40 

42 

40 

37 

16 

41 

U.S. A. 

8 

22 

22 

21 

17 

17 

20 

23 


(Source : Reserve Bank of India Report on Currency and Finance, 1951-52, Statement 6, pp. 134-36.) 
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down in Table No. 5. IV which bring out the contrasting 
extremes. The amount spent on social services by the 
Central and State Governments in India was Rs. 9 crores, 
that is, Rs. 3 per head in 1900 and the corresponding 
figures for 1950 were Rs. 64 crores and Rs. 2 per head. 
The parallel per capita expenditure by the Central 
Government in the U. K. was £1 in 1900 and £23 in 
1948, the rise in terms of national income being from 


Table No. 5. IV. 





(Year: 

1949-50) 


Total Expenditure 

Per Capita 
Expenditure 











Social Services 

U.K. 

Crores 

India 

Crores 

U.K. 

India 


of Rs. 

of Rs. 

Rs. 

Rs. 

Education. 

223 

43 

45 

1-2 

Health and Medical Services 516 

21 

103 

0-6 

National Insurance 

189 


38 


National Assistance . 

71 


14 


Family Allowance 

84 


17 


Nutrition Services 

81 


16 


Other Social Services . 

381 


76 


Total 

. 1,545 

64 

309 

1-S 

Total Expenditure 

. 4,305 

601 




Percentage of Social Services 35% 11% 

Expenditure of Total Ex¬ 
penditure. 


Population in Crores . 5 35 


( Source : U. It. Annual Abstract of Statistics, N o. 89, 1952, 
Table 50, p. 47, and U. N. PnblioEinanco Surveys—India 
(1951), Ch. V, Table 2.) 

2 per cent in 1900 to 13 per cent.* in 1950. The corres¬ 
ponding percentages for defence were 8 and 13 whereas 
in India the percentage devoted to defence expenditure 
was manyfold that for social services even in 1950. This 
is reflected in Table No. 5. V which shows that India 
has normally to spend on defence what other countries 
do not spend except in periods of national emergency, 
e.g., the Second World War (1945-46) or the Korean 

Table No. 5. V. 


Dofenco Expenditure, as Percentage of Total 
National Expenditure 

Country ,-*-- 



1938-39 

1945-46 

1949-50 

1951-52 

Australia 

36 

78 

33 

34 

Canada 

6 

78 

19 

40 

Ceyion 

4 

o 

1 


India . 

50 

74 

47 

45 

New Zealand 



8 

16 

South Africa 

: ’ 3 

63 

lit 


U.K. . 

29 

81 

4>2 

27 

U.S.A. 

13 

81 

31 

56 


(Source : Reserve Bank ol India Report on Currency and Einance, 
1951-52, Statement 6, pp. 134-36). 

* The consolidated current expenditure on social 
services by public authorities (including the Central 
Government) amounted to £ 1,460 Mn. or Rs. 1,950 crores 
In 1949-50. (U. K. Annual Abstract of Statistics, No. 89, 

1952, Table 49, p. 47). 
fFor 1947-48. 


War (1951-52). This preponderance of expenditure on 
defence, internal security and general administration is 
in strong contrast to the meagre outlays on essential 
social services of public health, medical services and 
education. The content and quality of public expendi¬ 
ture are of importance in determining the burden of 
taxation and the foregoing facts cannot be ignored when 
comparing the proportion of tax revenue to national 
income in India relating to other countries. 

5. 4. Conclusion. —It is no doubt true that the pro¬ 
portion of tax revenue to national income in India is 
small, but in relation to the net taxable surplus, the 
ratio is perhaps too high. It may even be said that 
public revenues raised for inflexible expenditure which 
do not yield a productive return cause undue hardship ; 
they tend to sap the savings of the community, cut 
essential expenditure in the private sector so necessary 
for offering useful employment and even reduce bare 
consumption expenditure in a country not addicted to 
luxury living. The commercial and industrial revolu¬ 
tions which have transformed western economics have 
barely touched the fringe of India. They hold the key 
to the disparities in tax revenues and the national 
income scale. The proportion can be raised only when 
the national income rises in real terms. Obviously, 
progress in this direction will be difficult to achieve 
unless tax changes increase the margin of savings and 
offer suitable encouragement and incentives to invest¬ 
ment and capital formation. 

Question 6.—Do you think that the relative place of 

direct and indirect taxes in the Indian tax system 

is satisfactory ? 

6. 1. Distinction between Direct and Indirect 
Taxes. —The distinction generally drawn between a 
direct and an indirect tax is that the former cannot 
be shifted whereas the latter can be passed on. Gener¬ 
ally, on the principle of ability to pay, direct taxes 
require the rich io make progressively larger contri¬ 
butions than the poor in relation to their respective 
incomes whereas most indirect taxes fall equally on the 
rich and the poor alike. The question of apportioning 
the relative burdens of taxation between these two heads 
therefore assumes considerable importance. 

6. 2. Gladastonian Principle of Parity.—Gladstone, 
as Chancellor of the Exchequer, compared direct and 
indirect taxes to “ two attractive sisters ” and believed 
(hat to be perfectly impartial it was “not only allow- 

j* b iu „ bu L e Y en a ? act of du . ty > to P ay address to them 
both . This notion of keeping the balance between the 
two has persisted on the assumption that it maintains 
a proper distribution of the burden of taxation between 
various classes. But, in fact, the proportion has had 
to vary from country to country and time to time. 

6. 3. Essentials of a Proper Distribution. —Direct 
taxes may be preferred in that they stick where they fall 
and can be made to conform more closely to the principle 
of ability to pay. Accordingly, when such taxes can be 
made to cover a sufficiently large portion of the popula¬ 
tion, the proportion of direct to indirect tax revenues 
must rise. On the other hand, when their coverage is 
small, the proportion must fall because to provide the 
same total revenue as before the rates would have to be 
steepened up to the point at which they would seriously 
check the desire and the ability to work and to save, 
thereby impeding production, saving and capital forma¬ 
tion. In such cases, a larger proportion of indirect taxes 
would seem to obviate the imperfections of direct taxes 
on income and profits and bring a greater measure of 
distributive justice. 

6. 4. Changes in the Structure of Taxation. —The 
changing structure of taxation in India is revealed in 
Table No. 6. I which gives total receipts under various 


Table No. 6. I. 


Heads of Revenue 

' 




Percentage to Total Tax Revenue 
_ 




1883-84 

1903-04 

1913-14 

1923-24 

1937-38 

1944-45 

1946-47 

1950-51 

1951-52 

1952 53 

Land Revenue 

53-2 

42-8 

35-4 

20-8 

19-8 

7-9 

7-0 

8-2 

7-3 

9-5 

Taxes on Income 

1-3 

2-9 

3-5 

12-3 

11-8 

48-0 

36-6 

28-2 

24-6 

24-6 

Customs 

3-0 

9-2 

13-0 

24-3 

34-1 

10-2 

20-8 

25-0 

31-7 

25-5 

Central Excises . ") 





r 5-7 
/ 

9-5 

9-7 

10-7 

11-5 

13-3 

y 

25-1 

25-0 

23-0 

21-7 






State Excises , J 





1 10-9 

11-4 

11-9 

7-8 

7-0 

7-4 

Stamps . 

9-5 

9-4 

11-0 

90 

8-2 

4-1 

4-6 

r-8 

3-3 

3-7 

Sales Tax 






2-2 

3-0 

8-8 

7-2 

8-2 

Other Taxes . 

7-9 

10-7 

14-1 

11-9 

9-5 

6-7 

6-1 

6-5 

7-4 

7-8 

Total Tax— 

Revenue in Crores 
of Rs. 


•• 

•• 

•• 

134 

401 

443 

630 

731 

646 


(Source : Report of the Indian Taxation Enquiry Committee, 1924-25, Para. 496 p. 351, and Report of tho Finance Commission, 1952, 
Ch. Ill, Table B, p. 40 and Table B, p. 55.) 
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heads of revenue. The Table shows at a glance the 
revolutionary change that has taken place. The pro¬ 
portion of different taxes to the total revenue has 
altered radically. Land revenue which was the princi¬ 
pal source of income in the early years has steadily 
dwindled from 53 per cent, in 1883-84 to 9 per cent, in 
1952-53. Over the same period, income-tax and customs 
have advanced from less than 3 per cent, to 25 per cent, 
each in 1953, the proportion rising sharply after 1938- 
39. On the other hand, excises have fallen off steadily 
in recent years, especially because of the abolition of 
the salt duty and the enforcement of the policy pro¬ 
hibition. Its place has been taken by Sales Tax, which 
has gained increasing prominance as a principal source 
of State finance. In order to determine the relative 
place of direct and indirest taxes, it is necessary to 
analyse these main tax heads in some detail. 

6. 5. Disproportionate Burden of Taxes on Income.— 
Direct taxes comprise taxes on income, personal and 
corporate, and possibly land revenue. Though a larger 
volume of income has flowed into the agricultural sector 
in recent years, it has failed to yield any corresponding 
revenue, as agricultural income has not been effectively 
taxed. Since agriculture, the country’s principal indus¬ 
try, has remained largely outside the field of direct tax, 
the entire burden has fallen on those engaged in other 
industries which comparatively are not widely developed. 
Income and profit taxes are thus levied, as Tables Nos. 1. 
II and 3. II show, on an insignificant fraction of the 
population, the burden falling on less than 6 lakhs out 


of a total population of millions. This percentage oi 
income-tax paying population appears from Table No. 1. 
Ill to be incredibly small as compared with those of 
other countries. In other countries, where the burden 
is spread so wide, a high ratio of direct to indirect 
taxes is justifiable and parity of collections might be 
maintained under the two heads, as Gladstone believed. 
In India, the scanty coverage renders it essential that 
the ratio of direct to indirect taxes should be substanti¬ 
ally lower. During the war years, because of the elasti¬ 
city of revenue from direct taxes whose volume Govern¬ 
ment could easily control by increasing the rates and 
multiplying the taxes on the same base under different 
names, the proportion of direct to indirect taxes was 
subjected to a drastic change as recorded in Table 
No. 6. II. In 1938-39, income-tax constituted 23 per 
cent, of the total Central tax revenue and this percent¬ 
age shot up to above 68 in 1944-45. While the base 
expanded but little, the graduation was steepened at all 
levels and the rates were pushed up to the ceiling. 
The imposition of surcharges, E. P. T. and B. P. T. vastly 
increased the incidence of direct taxes. As a result of 
concessions since the termination of the war, the weight 
of direct taxation has been lightened, the proportion of 
direct to total Central revenue dropping to 40 per cent, 
in 1952-53. This ratio is far too high and it has been 
attained by pitching up the level of taxes to a point 
where they are self-defeating. Table No 6. Ill clearly 
indicates that the percentage of income taken away by 
income-tax in India is equal to and in places higher 


Table No. 6. II. 



Year 



Central 


Central and States 

Total Direct 

Tax Taxes on 

Revenue Income 

Crores of Its. Crores of its. 

Percentage 
of Direct 

Taxes on Total 

Income tc Tax 

Total Tax Revenue 

Revenue Crores of Rs. 

per cent 

Direct 
Taxes on 
Income 
Crores oFRs. 

Percentage 
of Direct 
Taxes on 
Income to 
Total Tax 
Revenue 
per cent 

1937-38 

. 


75*5 

?r >-8 

21 

1341 

15-3 

12 

1938-39 

. 


764 

17-3 

23 

135-4 

17-3 

13 

1944-45 



280-9 

191-2 

68 

400-6 

192-2 

48 

1946-47 

. 


300-6 

157-0 

52 

443-4 

162-0 

37 

1950-51 

. 


404-5 

173-2 

43 

629-5 

177-3 

28 

1951-52 



512-8 

187-6 

37 

730-6 

192-0 

26 

1952-53 



429- 1 

1700 

40 

646-3 

174-4 

27 

(Soitree 

Reserve Bank of India Reports on Currency and Finance, 1942-43 to 1952-53 and Report of the Finance Commission 

1952, Ch. 


ill, Xables B, pp. 40 and 55). 











Table No. 

6. Ill 









*Tax Percentage to Income 

of Rs. 




Country 

_ 



- - -a_ 







5,000 

10,000 

25,000 

1,00,000 

10,00,000 

India 

(1). 


2-3 

5-1 

13-2 


50-1 

78-5 

U. K. 

(1) . 


0-0 

5-8 

23-2 


58-2 

92-8 

U. S. A. 

(1). 


0-0 

0-0 

11-4 


31-6 

78-2 

France 

(1). 


10-2 

16-6 

25-6 


33-9 

71-8 

Australia 

(2). 


1-5 

7-8 

22-5 


53-7 

72-8 

Sweden 

(2). 


4-7 

iO-1 

22-6 


44-0 

66-4 

South Africa (3) ..... 


0-0 

00 

6-1 


28-4 

69-1 

Canada 

(3). 


00 

0-0 

8-1 


27-3 

60-1 

Japan 

(2). 


31-0 

50-0 

55-0 


55-0 

55-0 

Egypt 

(2). 


0-0 

0-0 

3-0 


12-5 

48-2 

Brazil 

(2). 


0-0 

0-0 

0-8 


9-5 

35-4 


W -CVJJHi XU.U1U J >, p, 10, J 

♦Paid by married person with two children (1) 1952 (2) 1951 (3) 1950—Year, 
than the tax taken away at the same levels in some of exists there for suitable relief in respect of dependants 

odvanoAd r ind^t^ e fi ° f T the f w 2 uch a . re more old age, medical assistance, children’s education and so 

advanced industrially.. In fact, the taxes m other on. Besides, the exemption limits are higher and the 

fn t Tab 1 ie S 7 vf n re fi S TTT t n ntlally l0 r? r tha P ^of. 0 a PP earin g maximum rates at high level lower as, for example 

m Table No. 6. Ill because, unlike as in India, provision 77 per cent, in the U. S. A., 70 per cent, in Sweden’ 
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38 per cent, in Australia, 62 per cent, in Denmark and 
55 per cent, in Japan. Because of the dispropor¬ 
tion; itely heavy burden of direct taxes on income, the 
growth 'of savings has been stultified, capital formation 
has been retarded and economic progress has been 
checked. In order that savings may accumulate and 
investment may fructify, it is necessary that the pro¬ 
portion of direct to indirect taxes should be further 
reduced and placed on the pre-war level. 

it. 7. Tax Contribution of Import Du ties—In India, 
indirect taxes accruing to the Centre consist of excise, 
import and export duties. The proportion of revenue 
from this source has risen in recent years due to a more 
liberal import policy and the increase in the rates of 
import and export duties after devaluation. The yield 


from import duties under important heads for the last 
few years is reflected in Table No. 6. IV. During the 
first half of the century, customs’ receipts have mul¬ 
tiplied thirty times from Rs. 5 crores in 1900 to well 
over Rs. 150 crores in 1950. Before the war, the 
revenue was static, but afier 1945 there has been a 
striking increase of more than Rs. 100 crores. This 
expansion in revenue, despite the policy of protection, 
indicates successful dovetailing of the restrictive and 
revenue aspects of Indian tariffs. At present, the normal 
rate of import duties is 25 per cent, plus 5 per cent, 
surcharge, though luxury goods are charged to higher 
rates upto 100 per cent., while industrial raw materials, 
textile machinery and raw films bear a smaller tax. 
The continuance of the policy of protection ensures for 
import duties a place of pre-eminence. 


Table No. 6. IV. 


(Crores of Rs.) 



1 m port Duties on 

1941-42 

1944-45 

1945-46 

1946-47 

1948-49 

1949-50 

1950-51 

1951-52 

1952-53 

Mis an 

d .Mot<»r Spirit 

9-8 

61-5 

71-7 

16-2 

13-5 

19-7 

25-4 

35-5 

38-4 

Marti! r 

mtv, Metals, etc. 

3-3 

3-8 

7-8 

11-2 

14-2 

11-2 

11-7 

16-8 

141 

Raw < 

i»i tmi, raw silk, cotton and 

3-5 

4-0 

4-7 

6-4 

8-8 

10-3 

8-7 

15-3 

9-5 

silt 

\ i rn, etc. 










Texidi 

. . . . 

2-8 

0-9 

1-9 

8-2 

5-0 

5-4 

0-9 

1-5 

1-0 

fe\>od a 

ml Beverages . 

2-2 

4-0 

5-9 

7-9 

5-5 

6-2 

6-5 

8-0 

6-5 

Toba(< 

■M 

2-0 

4-6 

11-6 

8-9 

8-8 

4-9 

4-8 

3-6 

3-1 

Motor 

I 'ars and Cycles 

•8 

1-0 

1-9 

3-1 

91 

7-5 

10-8 

15-1 

11-3 

Other. 


131 

12-2 

18-2 

29-6 

33-5 

35-1 

33-7 

45-8 

36-1 


Total 

37-5 

92-0 

123-7 

91-5 

98-4 

100-3 

102-5 

141-6 

120-0 


(,S'o<m : SUtistiottl Abstract, India, 1950, Table No. 81, pp. 255-58, and 
me lit 1950-51 to 1953-54.) 

6. 6. Tax Contribution of Excise Duties .—Central 
Excise, have been both a productive and elastic source 
of revenue, increasing from Rs. 6 crores in 1900 to about 
Rs. 85 crores in 1952. Here again, there has been a 
rapid expansion from 1943 when the yield was only 
Rs". 13 <Tores. The income under the main excise heads 
is reflected in Table No. 6. V which shows that tobacco, 
cotton eloih, matches, sugar and tyres have become 
important in recent years. As in the case of import 
duties, a substantial portion of the revenue from excise 
duties is obtained by charging luxury articles chiefly 


Explanatory Memorandum on the Budget of the Central Govern- 

consumed by the rich. Even otherwise, the argument 
that excise duties are regressive, falling heaviest on the 
low income groups, carries less weight today because 
of the rise in incomes during the last decade. Excise 
taxes which exempt basic necessities are less severe 
than income taxes as they give each recipient some 
choice as to whether he will spend or save, and do not 
tax that portion of the income that is saved. An 
emphasis on indirect taxes, therefore, will not be mis¬ 
placed. 





Table 

No. 

6. V. 




(Crores of Rs.) 

Oetdvii K\rise Duties on 


1941-42 

1944-45 1945-46 

1946-47 

1948-49 

1949-50 

1950-51 

1951-52 

1952-53 

Motor Spin' 


1-7 

,i> 

2-3 

1-8 

1-4 

1-8 

2-1 

2-1 

2-0 

Keroscio- 


■6 

•5 

•4 

•3 

•2 

■2 

•3 

■3 

-3 

Coal and < ‘uko . 


■3 

1-3 

3-5 

3-6 

10 

1-3 

1-6 

1-7 

1-7 

Iron and Sfcc! . 


•5 

•5 

•5 

•5 

•5 

•5 

•5 

■6 

•6 

Tyres ... 


•4 

1-1 

1-2 

•7 

2-0 

3-6 

4-0 

6-1 

4-8 

Cotton < ! »\! i 




.. 


•9 

12-3 

9-3 

16-4 

12-0 

Tobacco .... 



17-1 

20-7 

20-3 

25-5 

28-2 

32-0 

35-6 

34-0 

Matches .... 


2-9 

5-4 

6-4 

4-4 

7-3 

7-6 

8-1 

8-7 

9-0 

Sugar .... 


6-7 

7-8 

5-8 

7-0 

6-4 

7-3 

6-5 

8-4 

9-3 

Tea ..... 


.. 

1-5 

1-9 

21 

3-7 

2-5 

3-4 

4-3 

4-0 

Coffee .... 


. - 

-2 

•3 

•2 

•5 

•5 

1-2 

•8 

•7 

Betelnufs 


. ■ 

1-3 

1-8 

•8 





•• 

Vegetal) !«■ i'nulucts 



1-1 

1-3 

1-3 

l-l 

2-3 

2-2 

2-5 

2-8 

Others ... 


•1 

•1 

•3 


1-2 

•4 

2-4 

•4 

• 4 

Deduct ivfund 




•• 


10 

•6 

4-0 

1-8 

1-4 

Total 


13-2 

38-1 

46-4 

43-0 

50-7 

67-9 

69-6 

85-8 

S0-8 


_——BB — a — ——i~m—i— ■ ob—wb— w -wn m 

“vp.rt „f the Finance Commission, 1952, Appendix IX, Table 12, pp. 196-97, and Explanatory Memorandum on the Budget of 
!In- Central Government, 1950-51 to 1953-54.) 
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6. 9. Tax Contribution of Export Duties .—Export should be most moderate. The Export Promotion Corn- 

duties fall in a different category from import and mittee (1949) has given the following advice . ■ 

excise duties. The Central revenue under this head “ It should be realised that to rely on export 

appears in Table No. 6. VI. Export duties are levied duties as a stable source of revenue is most unsafe 

on commodities for which India is a principal supplier and indeed opposed to every canon of fiscal pru- 

in world markets. These duties were sharply increased dence. To put a tax on some exportable commodity 

after devaluation to intercept windfall gains, but their in order to meet a budget deficit is to injure the 

retention has tended to handicap trade by reducing the export trade and thus inflict much more damage 

competitive capacity of indigenous producers in foreign on the fiscal system than the revenue brought in by 

markets, as in textiles and tea. It is not the foreigner the tax can repair.”* 

who .always pays the export duty, and even in the case The SCO pe for revenue under this head is therefore 

of a monopoly like jute, an inordinately heavy tax has strictly limited. 

encouraged foreign manufacture and stimulated the use ---- 

of substitutes. It is clear that export duties should, as * Report of the Export Promotion Committee, 1949, 

a rule, be sparingly used and in any case the rates Part II, Sec. 3, Para. 3, pp. 16-17. 


Table No. 6 . VI. 

(Crows of Rs.) 


Export Duties on 

1941-42 

1940-40 

1940-47 

1947 4,8 

1948-49 

1949-50 

1950-51 

I951-52 

1952-53 

Raw jute .... 

0'8 

(HI 

l-S 

IS 

1-2 

i-:n 









l 

21 0 

59’3 

20-0 

Manufactured jute . 

2-4 

1-7 

2-7 

4-8 

6-1 

1 

8-8 J 




Raw cotton .... 

— 

— 

0-6 

4-0 

1-8 

2*il 

2*5 

8 0 

100 

Cotton clot}) and yarn 

— 

()•!) 

0-8 

2-1 

4-0 

0 4 

— 

3-3 

60 

Oil and Oil seeds 

— 

— 

— 

0-0 

1-5 

0-5 

— 

1-5 

2-0 

Tea .... 

— 

— 

1-0 

71 

10-8 

no 

10 3 

10-2 

10-5 

Black Pepper 

.... 

.... 

— 

— 

— 

- 

3-3 

4-0 

2-8 

Others ..... 

0-4 

0-3 

0-3 

0-2 

0-7 

10 

34 

3-8 

3-6 

Total 

30 

3-8 

7-12 

20-5 

26-4 

25-8 

40-5 

90-7 

5-55 


(Source : Statistical Abstract, India, 1950, Table 81, pp. 257-58, and Explanatory Memorandum on the Budget 
of the Central Government, 1950-51 to 1953-54.) 


6. 10. State Revenue Predominantly from Indirect going revision of land revenue is obviously necessary 

Taxes .—The State tax revenue is almost wholly derived if the tax burden is to be properly distributed. Till 

from indirect taxes, as agricultural income-tax has been recent years, excise, mainly on intoxicants, was the most 

scarcely exploited and land revenue has remained almost important tax, but on account of the introduction of 

completely static. The proportions of the principal prohibition, it has fallen off rapidly. In view of its 

heads of revenue are set out in Table No. 6. VII. Since revenue possibilities and the current financial needs, 

the rate of land revenue has been broadly fixed propor- (he extension or even the continuance of the policy 

tionate to the area, irrespective of yield or income, the requires reconsideration. Instead of excise, sales tax 
tax base has become .rigid and inelastic. The larger now takes the pride of place in State budgets and if 

income of the agricultural sector in the last decade has properly tended it holds promise of playing as vital a 

failed to yield any corresponding return. A thorough- part in State finances as income-tax does at the Centre. 

Table No. 6 . VII. 


Percentage to Total Tax Revenue of Part A States 


Heads of State Revenue 

1938-30 

1942-43 

1.943-44 

1945-46 

1948-49 

1949-50 

1950-51 

1951 -52 

1952-53 

Income tax .... 

.6-7 

14 7 

17-0 

18-5 

254 

23-5 

24 l 

25-5 

229 

Land Revenue 

434 

334 

24-9 

17 0 

13-4 

13-5 

15-7 

151 

18-3 

State’s Excise 

22-2 

20-5 

22 9 

30-8 

17-8 

13 5 

12-8 

12-9 

16-6 

Sales Tax .... 

— 

24 

3-7 

0-3 

17-1 

21 5 

23-8 

21-9 

18-7 

Stamps . . . 

16-2 

124 

121 

9-8 

84 

80 • 

9 1 

80 

8-1 

Other Taxes .... 

11-8 

16-9 

194 

170 

17-9 

20-0 

14-5 

100 

15 4 

Total Tax Revenue in Crores of 

59-0 

37-8 

121-3 

173-0 

193 1 

215-8 

211-5 

218-2 

234-2 


(Source : Reserve Bank of India Report on Currency and Finance, 1945-46 to 1952-53. 


6. 11. Increase in Proportion of Indirect Taxes 
Necessary .—The tendency in all parts of the world has 
been to reduce the burden of direct taxes which put a 
brake on savings and on the rate of investment and 
technical progress. Even in a highly industrialised 
country like the U. K. where almost half the population 
pays income-tax, the proportion has steadily dwindled 
from year to year and now stands near 50 per cent. It 
has been realised that those who benefit from State 
Services should also contribute towards them to some 
extent in accordance with their means as reflected in 
the total consumption of taxed goods. The point has 
been expressed lay the Canadian Finance Minister, 
Mr. D. C. Abbote, in the following terms: 

“ Our problem is to get a good balance between 
taxes on earnings and taxes on spending. Taxes on 
spending, that is, taxes on commodities, do not 
adversely affect incentives to produce. In the case 
of taxes on commodities, government revenue is 


obtained no 1 by reducing private income, but by 
placing a charge on private expenditure of certain 
kinds. This type of taxation has the advantage that 
it does not adversely affect the inventives to earn 
income, that is, to produce, and it does offer the con¬ 
sumer some choice as to whether he will spend, and 
pay the tax, or whether he will save and to that 
extent avoid the tax.” 

It follows that emphasis should now come to rest on 
indirect taxes. Excise and sales tax broaden the tax 
base, spread the load, reduce tax avoidance, and tax 
spending rathe) than production and saying. It is 
possible that a wide variety of excise rates may lead to 
improper discrimination between industries and among 
consumers. Careful regulation is necessary to ensure 
uniformity and equity. Similar regulation from the 
Centre is essential for sales tax in respect of the rates the 
commodities taxed and the methods of collection.’ In 
fact, a national rales tax levied broadly would meet most 
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objections and become in time a powerful revenue- 
raiser. Resumption of salt and liquor excise would 
also provide a large potential source of revenue. In 
this manner, the aggregate contribution of indirect 
taxes to total revenue may be increased so as to relieve 
direct taxes on income and profits from a part of their 
present heavy burden. A rise in the proportion of 
indirect to direct taxation would not be inequitable. Sir 
Josiah Stamp adviced the Indian Taxation Enquiry 
Committee in 1924-25 that— 

“A light poll tax seems not unsuitable in Indian 
conditions ”* 

The current economic situation, in its essence, is not 
very different from what it was in those days. A return 
to the pre-war proportion is clearly indicated if the 
relative place of direct and indirect taxes in the Indian 
tax system is to rest on a more satisfactory basis. 
Question 7.— Do you consider that non-tax revenues are 
likely, in future, to occupy a more important place 
than hitherto in the public revenues of India ? If so, 
please state the sources of non-tax revenue you have 
in view and indicate to what extent they may be 
expected to contribute to the public exchequer. 

7. 1. Non-tax Revenues. —The present important 
sources and contributions of non-tax revenues of the 
Centre are set out in Table No. 7. I. and of the States in 
Table No- 7. II. Non-tax revenues do not have as much 
importance in the U. K. or U. S. A. as they have in 
India, partly because railways, irrigation works, etc. 


are privately owned and the public policy regarding rate 
structure is different. For example, in the U. K. public 
utilities are run primarily for service and incidentally 
for revenue. It is otherwise in India, as witness the 
recent increases in railway and postal rates. The place 
of the various non-tax heads in the_ Indian revenue 
system may be, therefore, briefly examined. 

7. 2. Receipts from Currency and Mint. —The Profit 
from currency and mint has been fairly substantial in 
recent years. It is however in the nature of a tax 
incidental to inflation. The contribution from this 
source will be maintained as long as there is recourse to 
inflation through deficit financing. But that carries' 
within itself seeds of distintegration if indefinitely pur¬ 
sued and the revenue under this head may therefore be 
expected to decline with the passage of time. 

7 3. Railway Contributions.—' The Railways with a 
capital at charge of over Rs. 800 crores have made sub¬ 
stantial contributions, largely because of the enormous 
increase in passenger traffic in recent years. However, 
current expenditure has been steadily rising and it is 
only by a monopoly increase in railway fares, recently 
of the order of 20 to 25 per cent., that the contribution 
has been kept up. The surplus is mainly obtained from 
third class passengers and this makes it obvious that the 
higher rates on railway traffic are regressive in charac¬ 
ter. But a good portion of the additional finance raised 
is being used for development purposes, and if there is 
efficient and economic management, the contributions to 
general revenues under this head may show a marked 


* Report of the Indian Taxation Enquiry Committee, 
Ch. Ill, Para. 31. 

Table No. 7. I. 


Main Heads of Central 

Non-tax 

Total Cen- 

* Revenue 


tral Non- 



tax Re- 

Year 


venue as 



Pereen- 

Currency Railways 

Post and 

tage of 

and Mint 

Tele- 

Total 


graphs 

Central 

Crores of Crores of 

Crores of 

Revenue. 

Rs. Rs. 

Rs. 

per cent 


1938-39 

. 

. 

0-58 

1-37 

0-19 

12-5 

1940-41 

• 


1-94 

12-16 

1-25 

28-3 

1942-43 



5-25 

20-13 

4-52 

29-5 

1943-44 



9-97 

37-64 

9-03 

31*5 

1945-46 



16-75 

32-00 

11-31 

21-9 

1946-47 



15-75 

5-61 

4-78 

20-0 

1948-49 



12-63 

,7-34 

2-36 

13 9 

1950-51 



12.27 

6-50 

3-98 

311 

1951-52 



11-30 

6-93 

3-43 

10-7 

1952-53 



10-77 

7-68 

1-40 

11-1 


(i Source : Reserve Bank of India Reports on Currency 
and Finance, 1942-43 to 1952-53.) 


Table No. 7. II. 


improvement. 

7. 4. Posts and Telegraphs Contributions.—Alter 
reaching their peak in the war period, the contributions 
of Posts and Telegraphs have been steadily dropping 
off in recent years in the same manner as those of Rail¬ 
ways. It may perhaps be that the point of diminishing 
returns has been reached and that the increases in 
postal rates have been exercising a restrictive effect. 
If the rates are suitably adjusted and if wasteful ex- 
penditure is curbed, the receipts under this head 
improve a little but there appear to be few prospects of 
any large contributions to the general revenues. 

7. 5. Forests and Irrigation Revenue. —The Revenues 
from forests and irrigation mainly belong to the States. 
The yield from irrigation has been almost static over 
a number of years but that from forests has been 
remarkably productive. There is a large potential 
source of revenue in the form of royalities and other 
fees if forests, fisheries, and the mineral and other 
underground wealth of the country are properly ex¬ 
ploited. Receipts under this head may therefore 
show notable progress if there is systematic develop 
ment of the country’s natural resources. 

7. 6. Revenues from Development Projects.— The 
revenues from development projects have so far been 
disappointing and it is a question what the future con¬ 
tributions to revenue under this head will be. The 
river valley projects have apparently been proceeded 
with without strict investigation or proper assessment— 
the Minister for Natural Resources and Scientific 
Research had occasion to admit that the original 
estimates of D. V. C. were “ more or less guess-work . 
Nor has the execution of these schemes been efficient 
or economic and Auditors’ reports have referred to 
absence of competitive tenders, heavy expenditures 
enormously exceeding estimates, and wastages and 
excessive overhead costs. D. V. C., Bhakra-Nangal, 
Hirakud and other important projects are expected to 
produce large output of foodgrains and increase revenue 
yields from income-tax and sales tax. But overcapi¬ 
talization and the top-heavy expenditures incurred lead 
to doubts whether they will contribute anything much 
f„ tVic ,,,,, 11 rpuMinp<; in flip near future. 


Main Heads of State Total Part A 
Non-tax Revenue States Non¬ 
tax Revenue 

Year Forests Irrigation as Percentage 

of total Part 
A States Re- 



Crores of 

Rs. 

Crores of 
Rs. 

venue, 
per cent 

1937-38 

2-81 

9-32 

30 

1944-45 

12-33 

13-69 

24 

1946-47 

11-52 

1315 

27 

1950-51 

19-21 

7-58 

28 

1951-52 

21-15 

8-40 

31 

1952-53 

20-14 

8-27 

30 


(,Source : Report of the Finance Commission, 1952, Ch. 
Ill, pp. 36-37 and 49, and Reserve Bank of India Reports 
on Currency and Finance, 1942-43 to 1952-53.) 
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7. 7. Revenue from State Industrial Undertakings .— 
The record of State industrial undertakings to date has 
been far from satisfactory. The Pre-Fabricated Housing 
Factory has been an outright failure, apparently involv¬ 
ing a loss of almost a crore of Rupees. The Mepa Mills 
have turned out to be a financially costly business giving 
no yield. Industrial undertakings like the Sindri 
Fertilizer Factory which has gone into production with 
some prospect of return have been severely critcised by 
the Estimates Committee for their heavy costs exceed¬ 
ing original estimates by as much as hundred per cent. 
The Railway Collieries have proved uneconomic and are 
reported to be suffering an annual loss of a crore of 
Rupees. The nationalised transport, telephone and elec¬ 
tricity undertakings have been inefficient and costly 
to the public, the surplus achieved being largely the 
result of monopoly rates and charges. Several other 
State enterprises like the Indian Telephone Industries, 
The Machine Tools Factory, the Chittaranjan Locomo¬ 
tive Factory, the Visakhapatnam Shipyard and the 
Hindustan Aircraft Factory have been making painfully 
slow progress and hardly any of them have shown sub¬ 
stantial profits on their working. The latest example 
is of the nationalised Civil Aviation industry acquired 
“ on the cheap ” from private hands by undermining 

42 






3^4 


their financial position and undervaluing their assets at 
well below current market prices. 

7. 8. Revenues from State Enterprises. —It is a matter 
of grave doubt how the various State enterprises and 
projects will function in the future and what will be 
their contributions to the general revenue. Upto now 
the direct return on a capital expenditure of hundreds 
of crores has been negligible. It may be conceded that 
long-range projects cannot be expected to yield short- 
period returns. But experience so far does not give 
much cause for optimism and throws doubts whether (oo 
high a price is not being paid. Perhaps monopoly under¬ 
takings may bring in some yield, but that will be little 
removed from taxation, pure and simple. The inexperi¬ 
ence of Government and the unsuitability and inefficiency 
of Government machinery will more probably lead to 
concealed waste of public funds, amounting to the im¬ 
position of a heavy fine on the community. The loss of 
more than half a crore of Rupees reported by ihe Parlia¬ 
mentary Public Accounts Committee on the State trad¬ 
ing scheme relating to the import and sale of Japanese 
cloth in 1947-48 is a case in point. On the whole, it is 
the general public, as taxpayer and consumer combined, 
which loses more than it gains. In the U. K., notwith¬ 
standing traditions of patriotism, discipline, sound 
administration and advanced techniques, the gilt has 
worn off the ginger-bread of nationalisation. In France, 
operating losses running into milliards of Francs, 
general increase in indebtedness and gross overstaffing 
have converted Government enterprises in coal, gas, 
shipping, films and the like into monuments of wastage, 
abuses and even fraud. One can only hope, though 
without much conviction, that the experiment in India 
may prove more fortunate and less unprofitable to the 
general revenues. In any case, the scope for further 
extension of State activity in the form of trade and in¬ 
dustry with the object of earning revenues appears to 
be severely restricted. As the Planning Commission has 
observed— 

“ The scope and need for development are so 
great that it is best for the public sector to develop 
those industries in which private enterprise is 
unable or unwilling to put up the resources required 
and run the risks involved, leaving the rest of the 
field free for private enterprise. The nation¬ 

alisation of the existing enterprises, which means 
acquisition by Government of existing productive 
assets has, in our view, only a low priority 
Question 8. —Do you agree with the view that receipts 
from particular taxes should not, as a rule, be funded 
or ear-marked for specific purposes ? 

8. 1. Tax Receipts should not be Earmarked. —In 
making a practical distinction between taxation and 
other sources of Government income, Prof. Taussig has 
suggested that— 

“The essence of a tax, as distinguished from 
other charges by Government, is the absence of a 
direct quid pro quo between the taxpayer and the 
public authority”.! 

On this view, which is generally accepted, a tax is a 
compulsory contribution imposed irrespective of the 
service rendered to the taxpayer. It therefore follows 
that receipts from particular taxes should not, as a rule 
be funded or earmarked for specific purposes The 
principles determining expenditure on various State 
activities bear little relation to the principles on which 
taxes are levied. Otherwise, expenditure on several 
essential public services cannot be incurred because of 
the impossibility of earning any revenue from those 
sources. 

8. 2. Special Cases. —The qualification “ as a rule ” 
may. be explained. If special taxes are imposed for 
special purposes as for example, for research or develop¬ 
ment in relation to an entire trade or industry, the 
receipts under^ that head may be separately funded or 
earmarked. Similarly, if, for instance, the machinery 
of controls is used to compel an industry to part with 
its product at a price lower than the corresponding 
imported articie, the difference may be absorbed by a 
special tax. In that event, the proceeds of such a 
special tax may be earmarked for the benefit of the 
industry concerned by helping it with research or in 
enlarging its productive capacity. Special taxes of the 
more familiar variety are referred to in the answer to 

e following question, but subject to those exceptions, 

f., 1 . ow , ed . that b y an d large all tax receipts 
should be utilized for general purposes. 

Question 9. Do you think that it is desirable, under cer¬ 
tain conditions, to levy cesses for special purposes ? 

9. 1. Cesses for Special Purposes— A cess may be 
levied on a commodity or economic activity provided the 

industry has the capacity to bear the tax and 
provided further the expenditure incurred out of the 

hfnpfifn 5 S a an + e utll i sed for securing some substantial 
be nefit y advantagejor__that trade or industry as a 

* The Firsx Five Year Plan. Ch. XXIX, Para 7 
t Taussig, Principle, of Economics, II, p. 483.' 


whole, say, by improving its productivity or the quality 
of its output or products, or by promoting special 
economic in production, or by increasing its earning 
power, or by expanding its markets or productive capa¬ 
city. Examples of this can be seen in the cess on cotton 
and sugar for furtherance of research with a view to 
improving the quality and yield of the product, or the 
cess on tea designed for promotion of exports through 
publicity and propaganda in order to exploit and retain 
world markets on which the prosperity of the tea indus¬ 
try depends. 

9. 2. Some Undesirable Developments. —The condi¬ 
tions postulated for levy of a cess preclude its imposi¬ 
tion when the tax is beyond the capacity of the trade or 
industry to carry, or when the object is to subject it to 
a disability or handicap or to utilise its proceeds not to 
further the interests of the trade or industry taxed but 
of a different trade or industry. The cess recently 
clamped on the textile mill industry for the specific 
purpose of subsidising uneconomic units of the rival 
handloom industry is repugnant to elementary considera¬ 
tions of justice and equity, no matter how deserving on 
other grounds the handloom industry may be for receiv¬ 
ing public assistance and support. No less undesirable 
is the diversion in other directions of cess revenue 
avowedly raised for a special purposes. Referring to the 
cess on sugar cane, the Fiscal Commission (1949-50) has 
adversely commented on— 

“ The levy of Provincial cesses of which only a 
portion was used for research in improved varieties 
of cane which was Ihe ostensible purpose for which 
the cess was imposed”.* 

The realisation by cerain States of sugar cane cess 
revenue far in excess of the expenditures incurred by 
them on cane development has meant, in effect, that 
consumers all over the country have been made to con¬ 
tribute a special tax 'o the State Governments con¬ 
cerned. The Motor Vehicle Taxation Inquiry Committee 
has been more forthright on this point. Strongly dis¬ 
approving the diversion to other uses of the revenues 
from special road taxes imposed for promoting rapid 
road development, the Committee has expressed itself 
as follows:— 

“ The principle should be recognised that the 
motor vehicle user, as a general tax payer, should 
contribute to governmental revenues only to the 
same extent as the Railway user, and should not 
be called upon to pay for implementing Union or 
State policies in matters such as defence, welfare 
and prohibition”.! 

9. 3. Reform Necessary.—It may be concluded that 
the procedure and rates applied to the levy of cess on 
different commodities and in different States should be 
systematised and made more uniform. It should also 
be ensured that the proceeds realised from levy of cesses 
should be spent in their entirely for the purposes for 
w ^ch they are collected. Finally, the purposes for 
which the cess revenues are raised should be wholly and 
exclusively for the benefit and advantage of the trade or 
industry subjected to the tax, which it should be well 
within the capacity of that trade or industry to bear. 
Accordingly, the Fiscal Commission (1949-50) has 
recommended that— 

“ The levy of cesses for promoting research is 
unobjectionable so long as the rates are moderate 
and the whole of the tax is actually spent on re¬ 
search and not directed to other purposes.”! 

Question 10.—State undertakings, commercial, industrial, 
etc., are coming to play an increasingly important 
part in the economy of the country. Have you, from 
the point of view of their significance as a source of 
revenue, actual or potential, any comments or sug¬ 
gestions to make on matters such as the further ex¬ 
tension of State undertakings and their policies m 
regard to pricing, in so far as these may be relevant 
to tax policy ? 

10. 1. Growing Importance of State Enterprises .— 
State undertakings engaged in commerce, industry and 
transport have been gaining prominance in the economy 
of the country and Ihe doubts expressed in answer to 
Question 7 above cannot gainsay that fact. Whether 
they will be a burden to the community, as feared, or 
otherwise, must be leit to the test of time and experience. 
It is the declared pclicy of Government not to nation¬ 
alise purely for revenue purposes. Even otherwise, 
certain points attract comment. 

10. 2. State Undertakings and Taxation. —Today, 
Government is in the position of a partner without risks 
in every private business with a share of about six or 
seven annas in the Rupee. State undertakings, on the 

* Report of the Fiscal Commission (1949-50), Ch. VI, 
Para. 74. 

t Report of the Motor Vehicle Taxation Enquiry 
Committee, 1950, p. 90. 

t Report of the Fiscal Commission, 1949-50. Ch. XII, 
Para. 171. 
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other hand, are free from income-tax liability. The loss 
in tax revenue is certain, and apart from the risks 
involved it is well worth considering to what extent 
such loss is made good by contributions in the form of 
non-tax revenues. The more appropriate and proper 
course is to subject State undertakings to tax in the 
same manner and to the same extent as similar private 
enterprises. 

10. 3. Management of State Enterprises on Business 
Lines .—It is necessary that not only should the profits 
of State undertakings be taxed ; the undertakings them¬ 
selves should be run on the lines of private enterprise if 
waste is to be avoided and efficiency maintained. They 
should observe the distinction between capital and 
revenue accounts and proper accounting methods should 
be employed, as in private business, for computing costs 
and providing for depreciation, replacement and general 
reserves. The present position is obscrue. The state¬ 
ments of accounts and balance sheets of those State 
undertakings which are working as private limited com¬ 
panies are not available for public scrutiny ; nor are 
their affairs under Parliamentary control. A more 
satisfactory basis for “ accountability ” must be evolved. 

10. 4. Pricing Policy .—Even when State undertak¬ 
ing, conform to accepted business standards, it will be 
difficult to judge whether they are being efficiently 
managed and whether the prices they charge for their 
goods and services do not contain an element of taxa¬ 
tion. State undertakings, particularly public utility 
services, tend to be monopolies. They are entitled, as 
Bastable* pointed out to the U. K. Royal Commission 
on Local Taxation (1897), to earn ordinary profit on the 
capital employed, but the surplus or monopoly profit is 
a kind of taxation falling not on the public as a whole 
but only on the particular section served by the under¬ 
taking. Sidgwick-j- was of the view that it is necessary 
to consider not how much the consumer pays beyond 
what the services rendered by the State managed indus¬ 
tries cost but how much is paid beyond what consumers 
would have had to pay in conditions of competitive pri¬ 
vate enterprise. Consideration of cost and utility afford 
little guidance in the determination of such rates. It 
has therefore been suggested that the pricing policy 
should be entrusted to an independent and competent 
body on whose decisions should “ beat the light of 
publicity far fiercer than any that has ever beat on a 
throne ”. But there is little doubt that the protection 
available to consumers under a system of competitive 
prices such as a private proprietor or business concern 
might charge under competitive conditions for the use 
of property or supply of goods or services will in time 
fade away. Governments have extravagant taste and 
their methods are slow and cumbrous. In practice, as 
experience teaches, the plea of public service will be 
used to cover a multitude of sins and the power to charge 
what the traffic will bear will be wielded in the same 
manner as the taxing authority of the State itself— 
without, perhaps, any of the cheeks resembling parlia¬ 
mentary and ministerial responsibility to the elected 
representatives of the people. 

10. 5. Dangers of Government Monopolies.—The 
vested interests in industry have often been denounced. 
But at least, as the Planning Commission has pointed 
out. 

“ There is no such thing under present conditions 
as completely unregulated and free private enter¬ 
prise ” t 

It is time to recognise that there are far greater vested 
interests in Government which are the more dangerous 
because of the monopoly position from which they 
operate. In activities like defence or public utilities 
like Railways, where private enterprise cannot function 
effectively, Government participation may be accepted, 
though even there the expenditure incurred may not be 
viewed without distrust. But in other directions, the 
strong bias in favour of the public sector must be recon¬ 
sidered. All its failings notwithstanding, the private 
sector is better fitted to undertake the tasks of invest¬ 
ment and production and more capable of giving better 
worth. 

Question 11.—Would you suggest that the net surplus 
earned by State undertakings should accrue to 
general revenues or be carried to a fund for financing 
projects of development or be re-invested, in the 
undertakings concerned ? 

11. 1. Revenue from State Undertakings .—The 
fiscal aspect of the activities of State undertakings is of 
great importance. The validity of any policy that aims 
at getting revenue for the treasury from the working 
of these enterprises is not generally disputed but what 
should be the basis and quantum of such contributions 
are matters on which opinions differ. 

* See Report of the Indian Taxation Enquiry Com¬ 
mute, 1924-25, Ch. II, Para. 17. 

f See Report of the Indian Taxation Enquiry Com¬ 
mittee, 1924-25, Ch. II, Para. 17. 

% The First Five Year Plan, Ch. II, Para. 16. 


11. 2. Profits from Competitive and Monopoly Profits — 
A distinction may be attempted between State under¬ 
takings earning the equivalent of profits from ordinary 
competitive prices and those deliberately charging mono¬ 
poly prices for their goods and services, which is the 
equivalent of taxation. It seems that the surplus resul¬ 
ting in either case might first be reinvested in the under¬ 
takings concerned if such investment is necessary or 
desirable for enabling them to work at an optimum level 
or for meeting the needs of the community through 
expansion of output and production. Should this be not 
necessary, the major part of the surplus earned by 
charging competitive prices may, with advantage, be 
carried to a fund for financing development project. If 
the surplus is of State undertakings enjoying a mono¬ 
poly, the excess charged is in the nature of a concealed 
tax on the consumers served by those undertakings. In 
such cases, if the consumers are not restricted to a parti¬ 
cular section but spread over the population at large, 
as in the case of Railways and Posts and Telegraphs, 
there is justification for diverting a substantial portion 
of the surplus to the general revenues. Where the con¬ 
sumers form a more restricted group, it is far from 
desirable that the State undertaking should exploit its 
monopoly and create a large surplus, for in the process 
wastage and extravagance are bound to be encouraged 
and the charge falls on a body of people who, from 
the point of view of equity and ability, may be the least 
fit to bear the burden but who nevertheless cannot 
escape the tax. 

11. 3. Element of Arbitrariness.— As pointed out in 
the answer to Question 10 above, it is difficult to avoid 
the element of arbitrariness in the pricing policy of 
most State undertakings. If faced with a deficit in 
competition with private enterprise, they are likely to 
secure special privileges and concessions as well as 
sponge on the general revenues. Accordingly, when a 
surplus appears, the general reserves may well claim a 
contribution and, subject to the reservations expressed 
in the preceding paragraph, the quantum of such con¬ 
tribution should very directly with the magnitude of the 
monopoly element entering in the pricing factor. In 
practice, therefore, the question of how much of a sur¬ 
plus in a particular case should accrue to the general 
revenues is likely to be a matter of widely differing 
views. 

Question 12.—In examining the incidence of taxation on 
various classes of people, which of the following 
factors singly or in combination, would you suggest 
as the basis of differentiation—(a) income', (b) 
occupation, (e) rural or urban residence ? 

Is there any other basis which may be considered ? 

12. 1. Basis of Differentiation.—The division of a 
mass into classes is useful provided the classes are 
broadly homogeneous and distinguishable from one 
another by an identifiable characterestic. For purposes 
of examining the incidence of taxation, the distribution 
of income amongst the community is the most important 
consideration. In India, however, the comparatively 
rigid stratification of the population into social and 
religious groups wedded to fixed habits and ways of life 
introduces complications which, for example, do not 
exist in the U. S. A. where relatively greater vertical 
mobility predominates. Again, conditions in rural areas 
are markedly different from those in the urban areas 
which have become more modernised and consume a 
large part of the imports subject to customs duty. Much 
more important is the practical exemption of agricul¬ 
tural income from income-tax. It therefore follows that, 
apart from income, which is the main factor, occupa¬ 
tion and rural or urban residence also require some 
consideration when examining the incidence of taxation. 

12. 2. Main Classes.—The main classes distinguished 
by the Indian Taxation Enquiry Committee (1924-25) are 
tabulated* by occupation and residence as under : 

Urban Rural 

1. Industrial Labour (in- Landless Agricultural labour- 

eluding low grade era (including low glade 
artisans) artisans) 

2. The Town Trader (small) The Village Trader 

3. Professional Classes— The Small Holder (ryot or 

Lower tirade— tenant) 

(Clerical, Subordinate 
officials and lower 
range of professional 
men) 

4. Professional Classes— The Peasant Proprietor'{with 

Upper tirade— and a .substantial holding) 
the Town Trader 

5. Big Merchants and Indus- Big Landlords and Zamindurs 

Irialists - 

* Report of the India" Taxation Enquiry Committee, 
Ch. XIV, Para. 4Pif PP. 340-41. 
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This horizontal and vertical classification on the basis 
of occupation and residence gives groups which are sub¬ 
ject to wide variations not only in income but also in 
spending, saving and investment habits comprised in 
standards of living which do not always correspond to 
the income earned. For instance, urban industrial 
labour enjoying high wages and improved amenities is 
better off than its rural counterpart—the landless agri¬ 
cultural labourers. With all adult male and female 
members of the family employed, and with small over¬ 
heads in the matter of housing, clothing, education and 
the like, industrial labour has also a great advantage 
over the urban lower middle class. Families in this 
lower middle class group, supported by a single earner 
and carrying inelastic overheads, have relatively fixed 
incomes on which there are increasing drafts as expen¬ 
diture mounts up with every rise in the cost of living. 
For much the same reasons, the middle and upper 
middle classes with well-developed saving and invest¬ 
ment habits are less well off than the peasant properie- 
tors with substantial holdings in rural areas. The 
incomes of the big merchants and industrialists on the 
one hand and of the big landlords and zamindars on the 
other may be quantitatively of the same order, but 
there is little doubt that the urban and rural divisions 
where these incomes arise lead to differentiation in 
taking methods which tend to affect the incidence of 
taxation. 

12. 3. Differentiation and the Principle of Maximum 
Social Advantage .—It may be concluded that the present 
incidence of taxation can be best examined on the basis 
of differentiation according to income, primarily, with 
occupation and residence as subsidiary factors. This is not 


to endorse the validity the existing basis. Differentia¬ 
tion should be primarily governed by the principle of 
maximum social advantage. On this approach, there is 
little reason why urban areas should be discriminated 
against in favour of rural areas. Spending, saving and 
investment habits are important and they vary with 
social groups which are traditionally inclined to engage 
in certain occupations. To the extent occupation is a 
good indicator of these habits, it is a useful supplement 
to the income factor in determining the basis of 
differentiation when examining the incidence of taxa¬ 
tion. 

Question 13.—Do you think that the burden of the pre¬ 
sent tax system — Central, State and Local —is fairly 
distributed among—(a) various classes of people ? 
different States ? 

13. 1. Incidence of Taxation .—It is difficult to be 
precise about the present distribution of the tax burden. 
But subject to such qualifying factors as distribution of 
income within each class and the objects for which 
public expenditure is incurred, indications of how the 
burden bears on the different classes of the community 
are to be found in their contributions to the Central 
and State revenues. The extent of the maldistribution 
has been frequently referred to in the foregoing para¬ 
graphs and the broad factors are re-examined in some 
detail here and in answer to the following Question 
No. 14. 

13. 2. The Background .—The distribution of popula¬ 
tion according to residence in rural and urban areas and 
agricultural and non-agricultural pursuits is shown in 
Table No. 13. I: 


* 


TABLE NO. 13. I. 


(Population in Millions.) 


Category of Population 


Self-Supporting 

Earning Dependents 

Non-Earning Dependents 

Category Total 

Percentage to Total Population 


Urban 

Non-Agri- Agri¬ 
cultural cultural 


Rural 

Total Non-Agri- Agri¬ 
cultural cultural 


Total 

Total Non-Agri. Agri¬ 
cultural cultural 


Total 


16’4 


* ‘ 

' 

68-7 

85-7 

33-4 

71-0 


2-3 

18-7 

17-0 

104-4 

2-0 

■8 

(30%) 

2-8 

4-8 

30-3 

(29%) 

35-1 

6-8 

311 

(29%) 

37-9 

34-8 

5-6 

(5%) 

40-4 

32-6 

141-4 

(12%) 

174-0 

67-4 

147-0 

(11%) 

214-4 



(65%) 



(5»%) 



(60%) 

53-2 

8-7 

01-9 

54-4 

240-4 

294-8 

107-6 

249-1 

356-7 

(86%) 

(H%) 

(100%) 

(18%) 

(82%) 

(100%) 

(30%) 

(70%) 

(100%) 

14-9 

2-4 

17-3 

15-3 

67-4 

82-7 

30-2 

69-8 

100 


Working Force—Number of Persons Engaged 


42-2 

90-5 

132-7 







(31-8%) 

(68-2%) 

(100%) 


Net Domestic Product in Crores of Rs. 

» . 

4,580 

4,150 

8,730 







(52%) 

(48%) 

(100%) 


Net Annual Output per Engaged person in Rs. 


1,000 

500 

660 


(Source : Census of India, 1951, Paper No. 3, Table No. 4, and First Report of the National Income Committee, 
April 1951, Ch. V, Table 4, p. 31.) 


The total population is 356-7 million, of which more than 
40 per cent. lS'boiow the age of 14 or above the age of 
65. The proportion s riiral to urban population is in the 
ratio of 83 to 17. The 0 f agricultural to non- 

agricultural population is 70 to.-Kt. jh e proportion of the 
estimated total working force in eacfUstiiacis about the 


same, being 68 to 32, but the net value of output per 
person engaged in agricultural and non-agricultural occu¬ 
pations is in the proportion of 1 to 2, being about Rs. 500 
and Rs. 1,000 respectively. The contributions of different 
types of productive activity to the national income, the 
size of the working force and the net output per engaged 
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arson in different branches of each activity appear in 
able No 13. II. The national income of India for 1948- 
9 is reckoned at Rs. 8,710 Crores, about 48 per cent, or 
alf of which represents the product of agriculture cover- 
lg 70 per cent, of the working force and the total popula¬ 


tion of the country. Household enterprises and hand- 
trades contribute about 10 per cent, of the income and 
professions and government services contribute another 
9 per cent. Industry, commerce, transport and communi¬ 
cations amount to 26-8 per cent, or approximately a fourth 


TABLE NO. 13. II. 




Net Output 

Percentage to 
Aggregate 

Number of 
Persons 

Net Output 
per Engaged 

Items 


Crores of Rs. 

Net Output 

Per cent 

engaged 

Lakhs 

Person 

Rs. 


Agriculture— 

(a) Other than Plantations, etc. 

(ft) Plantations and Forestry . 

Small Enterprises and Hand-trades . 
Large Enterprises— 

(«.) Mining and Factory Establishments, 
(ft) Railways and Communications . 

(c) Banking and Insurance 

(d) Other Commerce and Transport. 


. Professions and Liberal Arts 
, Government Services (Administration) 
. Domestic Service .... 

. House Property .... 

r et Domestic Product .... 

. Net Earned Income from Abroad 

rational Income .... 


4,020 

130 

-4,150 

860 


640 

230 

50 


47-6 

9-9 


7-3 

2-6 

•6 


1,420 


2,340 

320 

460 

150 

450 


16-3 j 


26-8 

3-7 

5-3 

1-7 

5-2 


905 

149 


38 

12 

95 


50 

36 

42 


600 

600 


1,700 

1,900 

1,500 


600 

1,300 

400 


8,730 

—20 


100-2 

- 0-2 


8,710 


100-0 


1,327 


660 


(Source : First Report of the National Income Committee, April, 1951, Ch. V, Tables 2, 3 and 4.) 


.f the national income. Considering these facts, the 
National Income Committee observes as follows: 

“ When it is remembered that a large part ot the 
commodity production does not enter into trade at 
all—being retained by the producer for his own con¬ 
sumption—the relative importance of this sector is 
clear. These figures, taken in conjunction with 
income-tax returns, may also be of some help in 
appraising the incidence of taxation on various 
sectors 

Actually, in 1948-49, the number of those paying taxes on 
ncome and profits was 4-7 lakhs, drawn from the middle 
ind upper class residing mostly in urban areas and cons- 
ituting less than 1/7 per cent, of the total population, 

.- per cent, of the total working force of about 13 crores 
ind 1 per cent, of the non-agricultural working force of 
t crores. This sets the background for measuring the 
•ontribution of the various classes to the Central and 
State revenues. 

13. 3. Distribution of the Tax Burden .—A consoli- 
lated statement showing the receipts under each tax head 
is a percentage of the total Central and State revenues 
s presented in Table No. 6. I. The relative contributions 
)f the middle and upper classes on the one hand and of 
he lower income groups on the other to these total tax 
■evenues is largely a matter of conjecture. The data is 
sxtremely fragmentary and all that can be attempted is 
issignment as under of what are judged to be appropriate 
>ercentages giving dimensional indications of the contri¬ 
bution of each class under separate revenue heads: 

(a) Taxes on income and profits are obviously paid 

in full by the middle and upper classes. 

(b) Similarly, Central customs duty being, as Table 

No. 6 IV shows, mostly on industrial goods and 
raw materials (like raw cotton, raw silk, silk 
yarn, oils, fuel, motor spirit, metal and machi¬ 
nery of all kinds, etc.) and on articles con¬ 
sumed in urban areas (like foreign spirits and 
liquors, foreign tobacco, textile fabrics, motor 
cars, etc.) may be allocated to the extent of 
80 per cent, to the urban area and the middle 
and upper classes. 

(c) The consumption of commodities on which Excise 

Duty is levied is more difficult to trace but, as 
Table No. 6. V shows, a substantial portion of 
the duty (as on fine and superfine cloth, tyres, 
motor spirit, etc.) may be ascribed to the 
urban area and the middle and upper classes 
whose share of the total may be put down at 
50 per cent. 

(d) The share of land revenue borne by the rural 

middle and upper classes may be set at 75 per 
cent. 

* First Report of the National Income Committee, Ch. 
V, Para. 5. 3, p. 29. 


(e) As regards indirect State taxes, an indication of 
the relative proportions may be gathered from 
the actual collections made under these heads 
in the cities of Bombay, Calcutta and Madras 
from 1948-49 to 1950-51. These are expressed 
as percentages of the total collections for the 
entire State in Table No. 13. III. On the basis 
of the percentages for the three main cities 
appearing in Table No. 13. Ill, the share of 
the urban area and the middle and upper 
classes may be placed at 40 per cent, for State 
Excises, 70 per cent, for Sales Tax and 60 per 
cent, each for Stamps and Other Taxes (com¬ 
prising Electricity Duty, Entertainment tax, 
receipts under Motor Vehicles Act, etc.). 

TABLE NO. 13. III. 


Year 

Bombay Calcutta Madras Average 

City City Percentage 

State Excise as Percentage of Total (Excise) 
State Revenue 

1948-49 . 

30 

50 

20 

1949-50 

26 

50 

20 

1950-51 

50 

50 

20 

Average 

35 

50 

20 35 


Stamp Revenue as Percentage of Total 
(Stamp) State Revenue 

1948-49 . 

61 

57 

16 

1949-50 . 

57 

56 

14 

1950-51 

57 

53 

14 

Average 

58 

55 

15 46 


Sales Tax 

as Percentage of Total (Sales Tax) 
State Revenue 

1948-49 . 

66 

80 

26 

1949-50 . 

63 

80 

23 

1950-51 

59 

81 

23 

Average 

63 

80 

24 56 


(Other Taxes as Percentage of Total Other 
Taxes) State Revenue 

1948-49 . 

73 

(55 

22 

1949-50 . 

55 

80 

16 

1950-51 

. 47 

74 

14 

Average 

58 

73 

17 49 


(Source: Report of the Finance Commission, 1952, 
Appendix IX, Table 11, pp. 194-95.) 
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The relative contributions of the urban and rural areas to the percentage tax collections under each head sho\ 

and the middle and upper classes and of the lower income in Table No. 6. I. The results appear as in Table No. 

groups to the Central and State revenues may be esti- IV: 
mated by applying the percentages estimated as above 

TABLE NO. 13. IV. 


Percntage to Total Central and States Tax Revenue 




Taxes 
on Incon\e 

Customs 

Duty 

Cenl ral 
Excise 

Land 

Revenue 

State 

Excise 

Sales 

Tax 

Stamps 

Other 

Taxes 

Total 

Proportion A : B 

100:0 

80:20 

50:50 

73:25 

40:60 

70:30 

60:40 

60:40 


1937-38— 











Class A 

. 

11-8 

27-3 

2-8 

14-9 

4-4 


4-9 

5*7 

71-8 

Class li 


— 

0-8 

2-9 

4-9 

6*5 


3-3 

3-8 

28-2 


Total 

a-8 

34-1 

5-7 

19-8 

10-9 

— 

8*2 

9-5 

1000 

1944-45— 











Class A 

. 

48-0 

8-2 

4-7 

5-9 

4-6 

1-5 

2-5 

4-0 

79-4 

Class B 

. 

— 

20 

4-8 

20 

6-8 

•7 

1-6 

2-7 

20-6 


Total 

48-0 

10-2 

9-5 

7-9 

11-4 

2*2 

4-1 

6-7 

100-0 

1946-47— 











Clas3 A 

. 

30*6 

160 

4-S 

5-3 

4-8 

2-1 

2-8 

3-8 

76-8 

Class B 

. 

— 

4-2 

4-!) 

1-7 

7-1 

•9 

1-8 

2-6 

23-2 


Total 

36'0 

20-8 

9-7 

70 

11-9 

30 

4-6 

6-4 

100-0 

1950-51— 











Class A 

. 

28-2 

20-0 

5-3 

FG3? 6-2 

3-1 

6-2 

2-3 

3-9 

75-2 

Class B 

. 

— 

5-0 

5-4 

20 

4-7 

2-6 

1-5 

2-6 

23-8 


Total 

28-2 

25-0 

10-7 

CC 

7-8 

8-8 

3-8 

6*5 

100-0 

1951-52— 











Class A 

* 

24-6 

25-4 

5-7 

5-5 

2-8 

5-0 

2-0 

4-4 

75-4 

Class B 


— 

6-3 

5-8 

1-8 

4-2 

2*2 

1-3 

3-0 

24-6 


Total 

24-6 

31-7 

11-5 

7-3 

7-0 

7-2 

3-3 

7-4 

100-0 

1952-53— 











Class A 


24-0 

20-4 

0-6 

7-1 

30 

5-7 

2*2 

4-7 

74-3 

Class B 


— 

5-1 

6-7 

2-4 

4-4 

2-5 

1-5 

31 

25-7 


Total 

24-6 

25*5 

13-3 

9-5 

7-4 

8-2 

3-7 

7-8 

100-0 


Note : Class A—Middle and Upper Class. Class B—Lower Income Groups. 

(Based on Table No. 6. I.) 

13. 4. Evidence of Maldistribution of Tax Burden .— superfine cloth, tyres, motor spirit, etc.) ai 


The conclusions that can be tentatively drawn, and which 
find confirmation in what is said in answer to the follow¬ 
ing question No. 14, are—• 

(a) That the entire burden of direct taxes on income 

and profits equal to 40 to 50 per cent, of the 
Central tax revenue and 25 to 30 per cent, of 
the total Central and State tax revenues falls 
on a small group of middle and upper class 
persons residing in urban areas and consti¬ 
tuting less than a quarter per cent, of the total 
population. As the Planning Commission 
observes: 

“ A striking feature of the present structure 
of taxation in India is the relatively narrow 
range of population affected by it to any appre¬ 
ciable extent. About 28 per cent, of the total 
tax revenue comes from direct taxation which 
directly affects only about half of I per cent, 
of the working force in the country estimated 
at 193 million in 1948-49 

(b) That the burden of about 80 per cent, of the 

Central customs duty being on industrial mate¬ 
rials and articles consumed in urban areas 
falls on the middle and upper classes. These 
classes also bear a substantial portion of the 
Central excise duty (as the duty on fine and 

* The First Five Year Plan, Ch. Ill, Para. 11. 


the States Sales Tax (which generally e 
eludes necessities or taxes them at a very lo 
rate, the incidence being the highest on bu: 
ness transactions). The Planning Commissi: 
notes that— 

“ Another 17 per cent, (of the total U 
revenue) is accounted for by import dutic 
a considerable part of which is derived fro 
taxation of commodities like motor vehicle 
motor spirit and oils, high-quality tobacco, si 
and silk manufactures, liquors and wines, el 
which affect but a relatively small section 
the population. A large proportion of tl 
excise duties on tobacco and cloth, which yie 
about 8 per cent, of the total tax revenue 
also probably paid by the limited number 
consumers who use better varieties 

(c) That on the whole the middle and upper class' 

are loaded with direct and indirect taxes equ 
to approximately 70 to 75 per cent, of tl 
total Central and States tax revenues. 

( d ) That the share of the tax burden borne by tl 

middle and upper classes residing in rur 
areas is relatively much less than of those r 
siding in urban areas because they are praci 
cally exempt from income-tax and the lar 

* The First Five Year Plan, Ch. Ill, Para. 11. 
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revenue has remained almost static in a time 
of revolutionary change. 

(e) That the lower income groups who constitute the 

large majority of the population contribute less 
than 25 to 30 per cent, of the total Central and 
State revenues. 

(f) That the urban lower income classes mostly con¬ 

sisting of industrial labour and artisans enjoy¬ 
ing relatively high wages and large incomes 
per family through multiple earning have 
almost completely escaped the increased tax 
burden. 

( g ) That the rural and lower income classes which 

have received large benefit from Government 
spending have assumed but a small part of 
the sharp increase in the burden of Central 
and State taxation. Referring in particular to 
the impact of taxation on the wealthy classes, 
the Planning Commission comments— 

“ If as much as one-third or more of total 
tax revenue is derived from certain limited 
strata of society it implies that the burden of 
taxation spread over the rest of the community 
is lighter and that relatively small increases 
in the rates of taxation on the latter will help 
to add significantly to the total tax revenue 

(h) That the major part of the fivefold increase in 

Central taxation and threefold increase rn 
States taxation over the last decade has fallen 
principally on the urban middle and upper 

* The First Five Year Plan, Ch. Ill, Para. 11. 


class. The Planning Commission therefore em¬ 
phasises that— 

“ Unless fiscal policy and the machinery of 
taxation are assimilated so as to obtain a signi¬ 
ficantly wider coverage, the tendency will be 
not only for tax revenues to fall as a propor¬ 
tion of further additions to national income 
but also to make the sharing of the burden of 
development increasingly inequitors ”.* 

(i) That, in particular, the middle and lower middle 
class constituting' the .backbone of the nation 
has been almost crushed between the two mill¬ 
stones of an inordinately high cost of living 
and a relatively equally heavy burden of direct 
and indirect taxation. 

13. 5. Distribution of Tax Burden among Different 
States. —The maldistribution of the burden of taxation 
between rural and urban areas is apparent from the pre¬ 
ceding paragraphs. It follows as a corollary that the tax 
burden has fallen most heavily on States which are more 
industrialised than on those which are more rural in 
character. Bombay and West Bengal are examples of 
States which have been overcharged, while Slates like 
U. P., Bihar, Orissa and others which have benefited much 
from increased Government expenditure have contributed 
relatively little in the form of additional revenue. The 
tax revenues of various States for 1950-51 to 1952-53 
appear in Table No. 13, V. It shows that Bombay and 
West Bengal have the highest per capita tax among Part 
A States, Bihar and Orissa being at the other end of the 
scale carrying less than a two-fifth charge. 

* The First Five Year Plan, Ch. Ill, Para. 17. 


TABLE NO. 13. V. 


State 


Population 
in Crores 


Total Tax Revenue* in 
Crores of Rs. 


1950-51 


1951-52 


Per Capita Tax Revenue* 
in Rs. 


1950-51 


1951-52 


Per Capita Revenue** 
in Rs. 


1950-51 


1951-52 


Average 
1937-38 to 
1946-47 


IET A— 

Assam 

•90 

5-07 

5-78 

5-6 

6-4 

11-0 

12-5 

4-3 

Bihar 

402 

15-73 

14-58 

3-9 

3-6 

7-2 

7-0 

2-5 

Bombay . 

3-60 

35-89 

33-66 

10-0 

9-4 

16-8 

16-8 

10-7 

Madhya Pradesh 

212 

10-72 

11-81 

5-0 

5-6 

9-1 

10-8 

4-3 

Madras 

5'70 

35-89 

38-33 

6-3 

6-7 

10-2 

10-5 

5-7 

Orissa 

1-47 

5-09 

5-48 

3-5 

3-8 

7-1 

7-9 

3-0 

Punjab 

1-26 

7-24 

8-10 

5-8 

6-4 

13-4 

14-1 

6-9 

Uttar Pradesh . 

6-32 

27-02 

27-31 

4-3 

4-3 

8-2 

8-6 

3-7 

West Bengal 

2-48 

21-66 

23-29 

8-7 

9-4 

13-8 

15-6 

3-9 

1BT B— 

Hyderabad 

1-87 

19-14 

20-52 

10-2 

11-0 

14-0 

15-6 


Madhya Bharat 

•80 

6-78 

7-08 

8-5 

8-8 

13-0 

14-2 


Mysore 

I’epsu 

Rajasthan 

•91 

5-90 

6-46 

6*5 

7-1 

15-8 

15-6 


■35 

3-73 

4-29 

10-7 

12-3 

16-1 

17-0 


1-53 

11-08 

11-04 

7-2 

7-2 

9-5 

10-2 


Saurasthra 

•41 

3-54 

2-91 

8-6 

7-1 

19-0 

18-3 


Travancore-Cochin 

•93 

7-58 

8-70 

8-2 

9-4 

15-0 

19-2 


Total 

34-67 

222-06 

229-34 

6-4 

6-6 





* Excluding Income-tax. 

** Excluding Transfers from Revenue Reserve Funds. 


(Source.—Report of the Finance Commission, 1952, Ch. 
Ill, Para. 41, pp. 58-59, and Appendix IX, Tables 1 
and 6, pp. 160 and 172-73.) 


13. 6. Signs of Maldistribution of Tax Burden among 
tates.—The per capita tax receipts of various States 
nder main heads of revenue for 1950-51 and 1951-52 are 
ecorded in Table No. 13 VI (Page 330). The Table shows 
lat while older taxes like land revenue and excise, parti- 
ularly the latter, still contribute to the high per capita 
ix of some Part B States like Hyderabad, they have 
een foregone on ideological ground in some Part A 
tates which have substituted instead such taxes as en- 
ertainment duties, motor vehicles taxes, urban immov- 
ble property tax and others. As a result, the tax inci- 
ence in these States has been shifted to the urban 
fiddle and upper class population. This is evident from 
able No, 13. III. The comparative rates of taxation in 
Nation to the field of taxation as a whole have moved in 
re same direction. It is this sector of the industrialized 
tates which has paid a good proportion of the import 
nd Central excise duties and contributed almost entirely 
o the large collections of income-tax by the Central 
5-overnment. The collections of income-tax from Bom¬ 


bay, Bengal, Madras and other States are set out in 
Table No. 13. VII. As the Finance Commission (1952) 
acknowledges— 

“ Between them, the two States of Bombay and 
West Bengal account for nearly three-quarters of 
the collections of income-tax in the country: of these 
collections again, about three-quarters are made 
within the cities of Bombay and Calcutta 

But as indicated in Table No. 13. VIII (page 331), the 
share of income-tax coming back to these States from 
the Centre out of the distributable pool has been re¬ 
latively low. The cummulative effect of these develop¬ 
ment has been to pile up taxes in one direction. 
In the event, the tax incidence has become unevenly 
dist-ibuted and the industrially advanced States have 
been heavily over-burdened. 


* Report of the Finance Commission, 1952, Ch. IV, 
Para. 23, 
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TABLE NO. 13. VI. 







Per Capita States Tax Revenue in Rs. 




State 


Land Revenue 

State 

Excise 

Stamps 

Sales Tax 

Total Tax Revenue 



1950-51 

1951-52 

1950-51 

1951-52 

1950-51 

1951-52 

1950-51 1951-52 

1950-51 

1951-52 

Part A— 












Assam 


21 

20 

1-0 

1-3 

0-3 

0-3 

0-8 

11 

5-6 

6-4 

Bihar , 


0-4 

0-4 

1-3 

1-2 

0-6 

0-6 

11 

0-9 

3-9 

3-6 

Bombay 


1-8 

1-7 

0-3 

0-3 

11 

1-2 

4-2 

3-6 

100 

9-4 

Madhya Pradesh 


1-S 

2d 

1-1 

1-2 

0-5 

0-5 

1-2 

1-2 

>1 

5-6 

Madras 


1-2 

1-6 

0-1 

0-1 

09 

0-8 

2-9 

30 

0-3 

6-7 

Orissa . 


0-7 

0-7 

1-5 

1-4 

0-5 

0-5 

0-6 

0-9 

3-5 

3-8 

Punjab 


1-5 

1-6 

1-7 

2-2 

0-5 

0-5 

1-5 

1-5 

5-7 

6-4 

Uttar Pradesh 


1-2 

1-2 

10 

1-0 

0-4 

0-4 

0-8 

0-7 

4-3 

4-3 

West Bengal 


0-9 

0-8 

2-5 

2-7 

11 

1-2 

2-5 

2-8 

8-7 

9-4 

Part B— 












Hyderabad . 


2-4 

2-6 

5-2 

5-1 

0-3 

0-4 

0'4 

1-0 

10-2] 

110 

Madhya Bharat 


3-1 

3'2 

2-4 

2-2 

0-4 

0'5 

O'5 

0'8 

8-5 

8-8 

Mysore 


1-4 

1-4 

2-2 


0-5 

0-6 

1-5 

1-8 

S'5 

7T 

Pepsu . 


2'S 

2-6 

5-4 

6-7 

0-4 

0'5 

1-4 

1-3 

10-7 

12-3 

Rajasthan . 


2-8 

21 

1-6 

1-9 

0'3 

0'3 

•- 

•• 

7-2 

7-2 

Saurashtra . 


5-5 

3-7 

O'4 

0-4 

0-5 

0-6 

0-2 

0'7 

8-6 

7-1 

Travanoore-Cochin 

0-7 

0-8 

2-3 

2-6 

09 

10 

2-8 

2-7 

8'2 

9-4 

Total 

• 

1-4 

1-5 

1-4 

1-4 

0-6 

0-6 

1-7 

1-7 

6-4 

'6'6 

(Source 

: Report of the Finance Commission, 1952, Appendix IX, 

Table 6(a), 

pp. 174-75.) 






TABLE NO. 

13. VII. 









Taxes on Personal and Corporate 
Income 



Taxes on 

Personal 

Income 


Year 


Percentage Contributions of State to Total 


Percentage Contribution of State to Total 




Bombay 

West 

Bongal 

Madras 

Other 

States 

Total 

Crorcs of 
Rs. 

Bombay West 
Bengal 

Madras 

Other 

States 

Total 

Crores of 
Rs. 


1938-39 

• 

37 

42 

11 

10 

14 

38 

34 

16 

12 

8 

1939-40 

• 

40 

37 

11 

12 

17 

39 

33 

15 

13 

9 

1940-41 

• 

42 

36 

11 

11 

21 

47 

24 

' 15 

14 

11 

1941-42 


39 

39 

11 

11 

25 

42 

28 

16 

14 

13 

1942-43 


43 

37 

10 

10 

37 

49 

22 

16 

13 

15 

1943-44 

* • 

45 

34 

10 

11 

56 

41 

25 

16 

18 

22 

1944-45 

• • 

44 

35 

10 

11 

72 

41 

24 

15 

20 

26 

1945-46 


47 

35 

9 

9 

75 

49 

19 

14 

18 

27 

1946-47 


46 

36 

10 

8 

83 

49 

24 

15 

12 

35 

1948-49 


49 

33 

10 

8 

131 

53 

23 

13 

11 

65 

1949-50 


49 

31 

10 

10 

147 

48 

25 

13 

14 

71 


(Source : Central Board of Revenue, All-India Income-tax Revenue Statistics 1938-39 to 1949.) 
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TABLE NO. 13. VIII. 



Income-tax 

Income-tax 

I ncome-tax 


Share in Crorcs of 

Share as Percentage to 

Share as Percentage to 

State 

Rs. 

State Revenue 

Total States’ 
Income-tax Share 


1050-51 1951-52 

1950-51 1951-52 

Annual Fixed by 

Average the Finance 

1950-52 Commission 

(1952) 


Taut A— 


Bombay ....... 

9-95 

10-99 

16-5 

18-2 

20-9 

17-50 

West Bengal ...... 

6-40 

7-OG 

18-7 

18-3 

13-4 

11-25 

Madras ....... 

8-29 

9-15 

14-3 

15-3 

\ 17-4 

15-25 

Assam ....... 

1-42 

1-54 

14-3 

13-6 

2-9 

2-25 

Bihar ..... 

5-92 

0-54 

20-4 

23-2 

12-4 

9-75 

Madhya Pradesh ..... 

2-84 

3-14 

14-8 

13-8 

6-0 

5-25 

Orissa ....... 

1-42 

1-54 

13-8 

13-3 

30 

3-50 

Punjab ....... 

2-61 

2-88 

15-5 

16-2 

5-5 

3-25 

Uttar Pradesh ..... 

8-53 

9-42 

10-4 

17-3 

17-9 

15-75 

Paet B— 

Hyderabad ...... 





_ 

4-50 

Madhya Bharat ..... 

•00 

•08 

0-6 

0-5 

•1 

1-75 

Mysore ....... 

— 

— - 

— 

— 

— 

2-25 

Popsu ....... 


•15 

2-8 

2-5 

■3 

0-75 

Rajasthan ...... 

•08 8 

•12 

0-0 

0-8 

•2 

3-50 

Saurashtra ...... 

— vS 

— 

— 

— 

— 

1-00 

Travancero-Cochin ..... 

— 

-r. 

—- 

— 

— 

2-50 

Total 

47-68 

52-60 

12-5 

12-9 

100-0 

100-00 

(Source. —Report of the Finance Commission, 1952, Oh. IV 

Para. 30 and Appendix IX, Tables 5 (a) and 5 (6).) 



Question 14.—Have shifts in the distribution of income 
in the community in recent years altered the relative, 
incidence of taxation on various classes of people ? If so, 
to what extent ? 

14. 1. Inflation and Shifts in Distribution of Income 
and Taxation .—Inflation is not so much of a forced loan 
free of interest as the levy of a tax. The war and post¬ 
war inflationary finance led to a drop in the purchasing 
power of the Rupee. If all internal prices had risen 
equally, the tax would have fallen upon individuals and 
the different classes in proportion to their incomes. But, 
in fact, because of the unequal rise in prices, money 
incomes in different sectors increased in different degrees. 
Those whose incomes increased the least had to bear the 
full force of the fall in the value of money, while the 
others had an advantage corresponding to the extent of 
the rise in their incomes. Thus inflation as a means of 
raising revenue had the effect of bringing about shifts 
in income and income groups, levying in the process not 
a proportional but a regressive tax. The taxing and 
spending policies of Government accentuated these shifts 
in income. Not only was there a change in the pattern 
of distribution but the burden of taxation on various 
groups was also materially altered. 

14. 2. Effect on Agricultural and Non-agricultural In¬ 
comes .—Statistical data relating to distribution of income 
and income groups is extremely fragmentary. Income- 
tax statistics cover only non-agricultural incomes, as agri 
cultural incomes are for all practical purposes not subject 
to income-tax. This furnishes a basis of differentiation 
and on a first approach, incomes may be classified into 
two main groups—rural and urban. The rise is incomes 
of these two classes may be measured by the rise in 
prices of the commodities of which they are the prin¬ 
cipal producers. The movement in the Index Numbers 
of food articles and industrial raw materials may be 
treated as fairly representative of the changes in prices 
and incomes in the agricultural sector, contributing about 
50 per cent, of the national income in 1948-49 and com¬ 
prising 70 per cent, of the total population of the country, 
The pattern of the entire rural area covering more than 
60 per cent, of the national income and 80 per cent, of 
the total population has been dominated by these changes. 
Their influence is registered in the relative Index Num¬ 
bers marked down in Table No. 14. I. Against them are 

1 tec/55 


set the Index Numbers of Semi-manufactured Articles 
and Manufactured Articles as representative indices of 
the urban area covering approximately 40 per cent, of the 
national income and 20 per cent, of the total population. 
The rise in agricultural indices must have added subs¬ 
tantially to agricultural incomes as a whole. Starting 
from the base 100 in 1939, the Index Numbers for food 
articles and industrial raw materials were up by 307 per 
cent, and 389 per cent, respectively by August, 1953. 
Against this, the indices for Semi-manufactured and 
Manufactured Artir'cs recorded a smaller rise of 265 per 
cent, and 271 per cent, over the same period. Obviously, 
the balance swung heavily in favour of the agricultural 
class and the rural area as a whole. 



TABLE 

NO. 14. I. 




Index Number of Wholesale Price 

Year 

Food 

Articles 

Indus¬ 

trial 

Raw 

Materials 

Semi- 

Manu¬ 

factured 

Articles 

Manu 

factured 

Articles 

1939 (Aug.) 

100 

100 

100 

100 

1947 

292 

365 

252 

277 

1948 

374 

431 

317 

341 

1949 

389 

464 

328 

344 

1950 

410 

603 

341 

348 

1951 

410 

608 

378 

396 

1952 

360 

453 

347 

378 

1953 (Aug.) 

407 

489 

365 

371 


(.Source .—-Monthly Abstract of Statistics, September, 1951, 
Table No. 70.) 
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14. 3. Distribution Within the Rural Area. —Compared 
with the urban area, the rural area gained considerably 
more through the rise in prices. Within the rural area 
itself, the benefit was spread over a number of groups in 
varying proportions. These groups are classified in Table 
No. 14. II. (Page 332). Broadly, farmers and agricul¬ 
turists cultivating land constituted two-thirds of the 
rural population, the remaining one-third being equally 
divided between agricultural labourers and the non- 


agricultural population. Their relative position may 
summed up as under: 

(a) Agricultural labour is widely scattered and n 
organised into bargaining groups. According: 
though agricultural wages witnessed a ri 
over the last decade, it may be surmised th 
the share of agricultural labour in the tol 
gain made by the rural sector was relative 





TABLE NO. 

14. II. 



(Population 

in Mm: 

Rural 

Population 


Self- 

Supporting 

Earning 

Dependents 

Non- 

Earning 

Dependents 

Total 

Percentage to 
Population 

Rural Total 

Agricultural: 









Cultivating Ownors . 

■ 

o/ 

7o 

44-7 

(27) 

21-1 

(13) 

97-1 

(CO) 

162-9 
(100) 

56 

40 

Cultivating Non-Owners 

. 

o/ 

/o 

*8-3 

(27) 

3-9 

(13) 

18-0 

m 

30-2 

(100) 

10 

9 

Cultivating Labourers 

. 

o/ 

/o 

no 

(28) 

5-1 

(13) 

23-0 

(00) 

39-7 

(100) 

14 

11 

Non-Cultivating Owners 


% 

1-4 

(32) 

•3 

(7) 

2-7 

(61) 

4-4 

(100) 

1 

1 


Total 

% 

65-4 

(28) 

30-4 

(13) 

141-4 

(59) 

237-2 

(100) 

81 

67 

Non-Agricultural: 









Production 

. 

• 

7-4 

2-4 

12-9 

22-7 

S 

i 

Commerce 

, 

• 

2-4 

•r> 

5-5 

8-4 

3 

o 

Transport 

. 

■ 

•5 

•1 

1-3 

1-9 

1 

A 

Other Services 

, 

• 

6-7 

1-8 

12-9 

21*4 

7 

0 


Total 

% 

17-0 

(31) 

4-8 

(9) 

32-0 

(fiO) 

54-4 

(100) 

19 

16 


Total 


82-4 

35-2 

174 0 

291-6 

100 

83 


(Source. —Census of India, 1951, Paper No. 

less than that accruing to the group of farmers 
and agriculturists cultivating land. 

(b) Of the non-agricultural rural population, one- 
fifth was occupied in commerce and transport 
and the remaining four-fifth equally divided 
between production and other services. The 
occupational status of the self-supporting 
group engaged in these activities is shown in 
Table No. 14. III. As according to the Table, 
three-fifths of the group consisted of indepen¬ 
dent workers and only two-fifths were em¬ 
ployees, the non-agricultural rural population 
also probably improved its position more than 
proportionately in relation to the agricultural 
labourers. 


Ill (1953), Summary Table IV.) 

urban area) to the total Central revem 
doubled as compared with the pre-war yeai 
In other words, instead of an increase in tax 
lion in rural areas corresponding to the rise 
income, there was a regressive movement. 

(e) It may therefore be concluded that the farme 
and agriculturists cultivating land were, as 
group, the pri ncipal beneficiaries of the shift 
income and that the non-agricultural rui 
population also gained, though perhaps not 
much. 

14. 4. Main Classes in the Urban Area. —The urb; 
sector, which covered about 20 per cent, of the total pop 
lation and 40 per cent, of the national income, may 
divided into three main classes: 


TABLE NO. 14. III. 


Self-Supporting 
Non-agrieultural 
Status Rural Population 



In 

Crores 

Percentage 
to Total 

Employers .... 

•3 

2 

Employees .... 

6-1 

30 

Independent Workers . 

10-1 

59 

Unclassified .... 

•5 

3 

Total 

17-0 

100 


(Source. —Census of India, 1951, Paper No. 3 (1953), Sum¬ 
mary Table V.) 

(c) From the point of view of the income-effect, 
therefore, it may be gathered that while the 
rural sector as a whole moved up in the scale, 
the shift of income was in favour of farmers 
and agriculturists cultivating land, the non- 
agricultural rural population and agricultural 
labour taking the second and third place in 
the order of priority. 

(d) Whereas the income-effect worked in one direc¬ 
tion in the rural sector, the taxation effect 
worked in the other. This heightened the dis¬ 
parity in relation to the urban sector. As 
appears from Table No. 6. II, the proportion of 
indirect taxes (which are more widely distri¬ 
buted) fell consistently, while the percentage of 
direct taxes (which are entirely borne by the 


(ft) Industrial labour. 

(b) Middle class, mostly with fixed incomes. 

(c) Upper class. 

How these classes were alfected by taxation and wl 
was the change in their position may be examined 
some detail. 

14. 5. Gains made by Industrial Labour. —The coui 
taken by employment and earnings of industrial labo 
is reflected in Table No. 14. IV. The Table indicates tfc 

TABLE NO. 14. IV. 


Number Per Capita Total Wag' 
Year of Workers Income Bill 





Employed 
in Lakhs 

Rs. 

1939 

—100 

Crores 
of Rs. 

193! 

1939 



17-51 

287-5 

100 

50-34 

100 

1940 



18-44 

307-7 

107 

56-74 

112 

1941 



21-50 

324-5 

112 

70-00 

139 

1942 



22-81’ 

— 

— 

— 

— 

1943 



24-30 

525-0 

182 

127-89 

254 

1944 



25-22 

586-5 

204 

147-91 

293 

1945 



26-42 

595-8 

207 

157-41 

312 

1946 



23-14 

619-4 

215 

143-32 

284 

1947 



22-7-1 

737-0 

256 

167-59 

332 

1948 



23-60 

883-0 

307 

208-38 

413 

1949 



24-33 

985-9 

342 

233-30 

463 

1950 



25-0-1 

964-3 

335 

241-46 

479 

1951 



25-30 1,035-4 

360 

262-57 

521 


(i Source ,—Monthly Abstract of Statistics, September 19 
Tables 6 and 73.) 
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wages of industrial labour increased more than three and 
a half times from 1939 to 1951 in spite of “industrial 
productivity in India having gone down substantially 
since 1939—by about 20 to 30 per cent—in certain 
lines During the same period, the number of workers 
employed increased by more than 7 ; j lakhs, from 17J 
lakhs to over 251 lakhs. The aggregate income of indus¬ 
trial labour as a group accordingly multiplied almost five 
times over. The enlargement in the scope of employment 
provided opportunities for gainful occupation to more 
than one member of the working-class family. The in¬ 
come of the family as a unit, therefore, recorded a larger 
rise than that appearing from the per capita increase in 
wages. In addition, there were other advantages, such 
as cheap food grains, medical benefits and social ameni¬ 
ties. On the other hand, the expenses of the group did 
not witness a proportionate increase. Their expenditure 
on housing, education and such other overheads remain¬ 
ed almost static at the old levels. At the same time, in 
the matter of taxation, the group continued to remain 
outside the orbit of direct taxes and the fall in the rela¬ 
tive proportion of indirect taxes to direct taxes helped to 
lighten the burden of taxation. The shift in income and 
the incidence of taxation, therefore, both moved strongly 
in favour of the industrial labour group. 

14. 6. Position of Middle and Upper _ Classes .—The 
middle and upper classes mostly residing in urban areas 

* The First Five Year Plan, Ch. XXIX, Para. 48. 

See also Report of the Fiscal Commission (1951-52), 
Ch. XVIII, Para. 240. 


were the two small groups which carried the entire 
burden of direct taxes on income and profits. Published 
income-tax statistics throw some light on the distribution 
of income within these classes and on the incidence of 
taxation. The total number and amount of personal in¬ 
comes charged to tax and the total tax levied thereon 
from 1940-41 to 1949-50 appear in Table No. 14. V. The 
Table shows that over the decade the total number of 
Income-tax assessees increased from about 3 3/5 lakhs 
•to 4 2/5 lakhs, that is, by about 4/5 lakh, against an 
increase of approximately 7 lakhs in the industrial labour 
class. Over" the same period, the gross income of the 
group comprising income-tax assessees increased from 
Rs. 187 crores to Rs. 417 crores, that is, by 250 crores, 
while the net income increased from Rs. 153 crores to 
Rs. 335 crores, that is, by Rs. 182 crores. In other words, 
the gross income of the group as a whole increased by 
about two and a half times and the net income by about 
two and a quarter times compared with the four fold in¬ 
crease in the earnings of the industrial labour class from 
Rs. 57 crores to Rs. 223 crores. This is apparent from 
Table No. 14. VI. The Table also shows that, whereas 
the annual per capita earnings of the labour class were 
up by about three and a quarter times, the net annual per 
capita income of the group of income-tax assessees in¬ 
creased by a little over three-quarter as much. This <8 
per cent, increase from 1940 to 1949 may be set against 
the nse of 173 per cent, in the Cost of Living Index 
(Bombay) and of 223 per cent, in the General Index. 
The conclusion is that the middle and upper classes, 
particularly those with fixed incomes, were adversely 
affected. 


TABLE NO. 14. V. 


1940- 41 . 

1941- 42 . 

1942- 43 . 

1943- 44 . 

1944- 45 . 

1945- 46 . 

1946- 47 . 

1948- 49 - 

1949- 50 . 


Year 



Number of 
Assessees 


Gross 

Income 


Lakhs Crores of 
Rs. 


3-59 
3-98 
3 79 

3- 83 

4- 17 
4-22 
4-44 
<•65 
4-42 


Tax paid 
(Income-tax, 
Super-tax, 
K.P.T. and 

b.p.t.) 

Crores of 
Rs. 


Net 

Income 


Percentage 
of Net r 
Income to 
Gross Income 


Per Capita 


Crores of Per cent 
Rs. 


166-80 
183-64 
199 55 
271-70 
304-14 
326-55 
341-79 
415-33 
417-10 


11-24 

18-48 

23-09 

• 12-12 

57-83 

47-31 

55-16 

83-33 

82-74 


152-56 

165-16 

176-46 

229-08 

246-31 

270-24 

286-63 

332-00 

334-66 


92 

90 

88 

85 
81 

86 
84 
80 
80 


Tax Paid Net Income 


Rs. 


Rs. 


396 

464 

609 

1,100 

1,387 

1,121 

1,242 

1,792 

1,872 


4,250 

3,041 

4,655 

5,994 

5,907 

6,617 

6,456 

7,138 

7,571 


(Source .—Central __ Boa^d^^Tllevenue, All-India Income-tax Revenue,cfA^s^’igS-sV) 1 t0 1949 ' 5 °’ 
Reserve Bank of India Reports on Currency and Finance, 1942-43 to iyou or j 


TABLE NO. 14. VI. 


(1939—100) 


Number in Lakhs 


Year 


Factory 

Workers 


Income-tax 

Assessees 


Per Capita Income 


Factory Income-tax 
Workers Assessees 


Total Income of 

Income-tax Assessees 
Factory Cross Net 

Workers 


1940 


• 



• 


18-44 

3-59 

1941 



. 

* 

• 


21-56 

3-98 

1942 







22-82 

3-79 

1943 







24-36 

3-82 

1944 






• 

25-22 

4-17 

1945 







26-42 

4-22 

1946 






* 

23-14 

4-14 

1947 







22-74 

4-08 

1948 







23-60 

4-64 

1049 







24-33 

4-42 


100 

100 

100 

100 

100 

105 

72 

123 

110 

108 


110 


119 

115 

170 

141 

225 

162 

150 

190 

139 ^ 

260 

182 

161 

193 

156 

277 

195 

183 

201 

151 

252 

204 

188 

239 

.. 

290 



286 

168 ' 

367 

248 

218 

320 

178 

411 

250 

219 


(Based on Tables Nos. 14. IV and 14. V.) 
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14. 7. Classification according to Functions and 
Income .—For a proper appreciation of the income, dis¬ 
tribution and taxation effects, incomes subject to income- 
tax may be vertically classified into five functional cate¬ 
gories and horizontally classified into two principal in¬ 
come groups with division into sub-groups as under: 


Vertical 


Horizontal 


Functional Classification 


Income Classification 


1. Salaries .... 

2. Profits and Cains of Business 

or Profession 

3. Dividends .... 

4. Interest on Government 

Securities. 

5. Bent ..... 


1. Middle Class— 

la) Lower—Income upto 
Rs. 5,000. 

(ft) Middle—Income 
Rs. 5,000—10,000. 

(r.) Upper—Income 

Rs. 10,000—25,000. 

2. Upper Class— 

(a) Income Rs. 25,000— 
1 , 00 , 000 . 

(ft) Income above 
Rs. 1,00,000. 


14. S. Functional Groups — Income Distribution .—The 
changes in the distribution of income relatively as be¬ 
tween various functional groups over the decade 1940 to 
1949 are reflected in Table 'No. 14. VII. The Table chows 
that, though the number of salary earners as a percentage 
of the total number of taxpayers rose from 20 to 27 per 
cent, between 1940 and 1949, their share of the total tax¬ 
able income actually diminished from 30 per cent, to 
about 22 per cent. Rent receivers were also worse oil. 
Though their number declined from 19-5 per cent, to 
16-4 per cent, of the total number of assessees, their 
share in the total taxable income declined much more, 
dropping from 6 per cent, of the total to 4 per cent. 
On the other hand, interest and dividend earners rela¬ 
tively gained a little. The number of interest earners 
shrunk from 9-5 per cent, to 6-5 per cent, of the total 
and the decline in their share of the taxable income was 
from 3 per cent, to about 2-5 per cent, of the total. 
The percentage of dividend receivers to the total re¬ 
mained more or less at 11 per cent, and so did their 
income at about 7 per cent, of the total. Com¬ 
paratively, the main advantage accrued to profit earners. 
Their number rose slightly from 27 per cent, of the total 
to 29 per cent, but their share of the total taxable income 
moved up by 11 per cent, from 49 per cent, to more than 
60 per cent. Obviously, profit earners were right at the 
top and their relative gain in income was at the expense 
of salary earners and rent receivers. 


TABLE NO. 14. VII. 







Group as Percentage to Total 




Functional Group 


Salary 

Profits 

Dividend 

Interest 

Rent 

Year 


No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

No of 

ASSC 530OS 

Income 

No. of 
Assessees 

Income 

1940-41 


20-6 

30-4 

27-4 

48-9 

10-5 

5-5 

9-5 

3-1 

19-6 

6-3 

1941-42 


19-5 

265 

26-i 

52-6 

11-6 

5-9 

10-0 

5-0 

19-4 

5-9 

1942-43 


17-3 

21 6 

29-3 

59-9 

11-9 

6-2 

8-8 

3-1 

20-5 

5-2 

1943-44 


18-5 

190 

32-9 

05-2 

9-5 

5-8 

7-7 

2-0 

20-9 

4-3 

1944-45 


25-3 

20-6 

29-5 

64-3 

9-4 

6-4 

7-2 

21 

19-1 

3-6 

1945-40 


24-9 

22-1 

29-5 

62-1 

9-6 

6-2 

7-2 

2-3 

18-9 

3-7 

1946-47 


25-0 

24-1 

29-8 

58-9 

9-6 

6-1 

6-8 

2-7 

18-2 

3-8 













1948-49 


26-9 

' M 

24-1 

22-3 

28-7 

58-9 

10-9 

7-1 

6-7 

2-5 

16-4 

3-7 

1949-50 


19-2 

30-6 

62-9 

11-4 

6-6 

6-6 

1-9 

16-4 

3-6 



(Source : Central Board of Revenue, All-India Income-tax Revenue Statistics, 1940-41 to 1948-49.) 


14. 9. Functional Groups—Incidence of Tax .—The 
variations in the incidence of tax on the different func¬ 
tional groups during the period 1940 to 1949 are recorded 
in Table No. 14. VIII. In 1949, salary earners paid 10-7 
per cent, of their gross income as tax, whereas rent re¬ 
ceivers paid double as much at 21 per cent., profit earners 
even more at 30 per cent, the investment group of interest 

and dividend recipients being the most heavily taxed at 
45 per cent, and 37 per cent, respectively. Tn the case 
of all groups, there was a sharp increase in the burden of 
taxation from 1939 to 1949—by 50 per cent, in the case 
of salary, profits and dividend recipients and by 150 per 
cent, to 200 per cent, in the case of other groups. The 
net per capita income, of the various groups reflected this 





TABLE NO. 

14. VIII. 






Group 


Salary 

Profits 

Dividend 

Interest 

Rent 

Year 


Tax as 
Percentag 
of Gross 
Income 

Per Capita Tax as 
e Net Percentage 

Income of Gross 
Income 
Rs. 

Per Capita Tax as 
Net Percentage 

Income of Gross 
Income 
Rs. 

Per Capita l'ax as 
Not Pi reentage 

Income c f Gross 
income 
Rs. 

Per Capita 
Net 
Income 

Rs. 

Tax as 
Percentage 
of Gross 
Income 

Per Capita 
Net- 
Income 

Rs. 

1940-41 

. 

6-7 

5,054 

140 

5,588 

18-3 

1,566 

16-0 

981 

8-9 

1,062 

1941-42 


6-2 

4,767 

14-7 

6,452 

10-9 

6,452 

16-8 

920 

9-1 

1,030 

1942-43 

• 

6-9 

4,774 

16-5 

7,007 

18-9 

1,726 

17-9 

1,188 

9-9 

931 

1943-44 

- 

70 

. 4,653 

17-4 

7,986 

20-9 

2,367 

18-8 

1,031 

10-3 

891 

1944-45 

• 

6-S 

4,259 

19-1 

9,807 

19-5 

3,038 

22-8 

1,238 

11-7 

931 

1945-46 


7-1 

4,935 

19-5 

10,140 

23-0 

2,978 

21-2 

1,527 

11-4 

1,032 

1946-47 

• 

6-6 

5,081 

23-4 

8,540 

25-5 

2,682 

29-0 

1,563 

16-3 

990 

1948-49 

• 

9-5 

5,002 

28-7 

9,968 

35-1 

2,865 

34-1 

1,648 

20-6 

1,207 

1949-50 

• 

10-7 

5,274 

30-1 

10,680 

370 

2,729 

45-4 

1,149 

21-1 

1,284 


(Source— Central Board of Revenue, All-India Income-tax Revenue Statistics, 1940-41 to 1948-49.) 
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eavy charge. Against the general rise in prices of 
pproxiinately 300 per cent, over the decade, the per 
apita income of salary earners after payment of tax was 
<arely maintained at the old level, that of rent receivers 
nproved a little by about 15 per cent, in later years and 
he rise was grossly incommensurate even in the case 
f other groups whose net income went up by about 75 
ier cent, towards the close of the period. Salary earners, 
s a class, were the worst hit among all. Evidently, not 
nly was there a shift in net income in favour of rural 
.reas and against the urban areas as well as against the 
ixed income earning groups, but the relative incidence 
■f taxation was also against the urban sector generally 
nd the fixed income earning groups in particular. 

14. 10. Income Groups—Distribution of Incbme. —The 
oregoing trends repeat themselves on an analysis of the 
tatistical data relating to the horizontal income groups 


consisting of the middle and upper classes with their sub¬ 
sidiaries. As appears from Table No. 14. IX, while the 
number of lower middle class assessees declined from 70 
per cent, to 55 per cent, of the total number from 1940 
to 1949, their income expressed as a percentage of the 
total income dropped by twice as much from 34 per cent, 
to 20 per cent. The middle and upper middle classes also 
suffered. Over the decade, the number of assessees in 
these two groups as a percentage to the total increased 
by about 50 per cent, from 17 and 9 to 26 and 15 respect¬ 
ively, but their shares as a percentage to the total income 
remained more or less constant at 20 and 23 respectively. 
Only the two groups of the upper class fully maintained 
their position. Their number and income expressed as 
a percentage to the total doubled from 1940 to 1949. In 
this rearrangement of the pattern of incomes distribution 
the middle classes were obviously the losers. 


ur.it'.'. jkxxxsm Mtaw man'in —r - 


TABLE NO. 14. IX. 


Group as Percentage to Total 


Income Group 

Hs. 

Under Rs. 5,000 

5,000- 

-10,000 

10,000 

-25,000 

20,000 

-1,00,000 

Over Rs. 

1,00,000 

Year 

No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

No. of 
Assessees 

Income 

940-41 

71-9 

34-4 

17-0 

21-2 

8-8 

23-0 

2-2 

14-4 

•2 

71 

941-42 

72*2 

31-3 

16-3 

20-1 

8-9 

24-1 

2-3 

16-5 

■2 

8-0 

942-43 

68-0 

27-7 

17-7 

19-6 

10-5 

25-3 

30 

18-8 

•2 

8-6 

943-44 

64-7 

25-0 

19-2 

18-9 

12-1 

25-9 

3’S 

21-1 

■3 

9-1 

944-45 

63-3 

23-4 

19-8 

191 

12-7 

26’3 

3-9 

21-4 

•3 

9-9 

945-46 

59-2 

22-3 

22-5 

19-5 

13-9 

26-4 

4-1 

210 

•4 

10-8 

946-47 

60-1 

230 

22-6 

20-7 

12-7 

24-7 

4-1 

21-3 

•6 

10-4 

.947-48 

58-9 

22'4 

23-3 

20-7 

13-0 

26-0 

3-9 

20-1 

•4 

10-9 

.948-49 

56-2 

19-7 

24-3 

19-2 

13-9 

23-4 

5-1 

23-7 

•5 

14-2 

.949-50 

52-7 

18-7 

26*2 

19-3 

14-8 

23-4 

5-8 

25-5 

•5 

13-1 


(Source. —Central Board of Revenue, All-India Income-tax Revenue Statistics, 1940-41 to 1948-49.) 


TABLE NO. 14. X. 


Income Group 

Rs. 

Under Ra 

5,900 

5,900- 

-10,000 

10,000- 

-25,600 

25,000- 

-1,00,000 

Over Rs. 1,00,000 

Year 

Tax as 
Percentage 
of Gross 
Income 

Per 

Capita 

Net 

1 ncome 

Tax as 
Percentage 
of Gross 
Income 

Per 

Capita 

Net 

Income 

Tax as 
Percentage 
of Grots 
Income 

Per 

Capita 

Net 

Income 

Tax as 
Percentage 
of Gross 
Income 

Per 

Capita 

Net 

Income 

Tax as 
Percentage 
of Gross 
Income 

Por 

Capita 

Not 

Income 



its. 


Its. 


Rs. 


Rs. 


Rs. 

940-41 

2-2 

2,173 

4-5 

5,544 

8-4 

11,032 

16-9 

25,779 

35-1 

1,31,325 

941-42 . 

1-9 

4,959 

4-8 

5,427 

8-5 

11,427 

16-7 

26,618 

35-1 

1,25,264 

.942-43 

2-4 

2,077 

4-6 

5,584 

8-6 

11,635 

16-8 

27,287 

33-4 

1,26,044 

.943-44 

2-4 

2,676 

4-6 

6,658 

8-6 

13,899 

16-8 

33,224 

35-2 

1,49,906 

.944-45 

2-4 

2,631 

4-6 

6,701 

8-7 

13,819 

17-1 

33,395 

35-7 

1,38,936 

1945-46 

2-4 

2,848 

4-5 

6,399 

8-4 

13,497 

16-8 

33,217 

36-3 

1,44,887 

1946-47 

2-6 

2,874 

5-2 

6,684 

10-0 

13,466 

19-6 

32,495 

41-0 

84,929 

1947-48 

2-8 

2,884 

5-8 

6,510 

11-2 

13,222 

22-3 

31,548 

71 

1,80,380 

1948-49 

3-1 

3,037 

6-0 

6,647 

12-6 

13,068 

23-5 

31,723 

55-5 

1,12,082 

1949-50 

2-9 

3,2-45 

5-8 

6,552 

13-0 

13,035 

25-9 

30,583 

58-7 

97,234 


(Source. —Central Board of Revenue, All-India Income-tax Revenue Statistics, 1940-41 to 1948-49.) 


14. 11. Income Groups—Incidence of Taxation. —The 
impact of taxes (other than E. P. T. and B. P. T.) on the 
middle and unper classes is recorded in Table No. 14. X. 
As is seen from the Table, the incidence in the case of 
the upper middle class and upper class rose by about 50 
per cent, to 75 per cent, over the decade 1940 to 1949. 
The percentage of income paid as taxes increased but 
little, from 2 to 3 per cent, and 4 to 6 per cent, of the 
gross income respectively, in the case of the lower and 
middle class groups, whereas in respect of the three higher 


groups the percentages increased over the decade from 8, 
17 and 35 to 13, 26 and 59 respectively. The full impact 
of the shift in income and taxation was reflected in the 
insignificant rise in the per capita net income of every 
group. Against the general rise in prices approximating 
300 per cent., the per capita income of the lower middle 
class rose by about 50 per cent, of the intermediate three 
classes by about 18 per cent, the net per capita of the top 
group actually falling off by about 15 to 25 per cent, in 
later years. The fact therefore stands confirmed that the 
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shift in income and in the incidence of taxation was to 
the advantage of the rural and against the urban sector 
and that the middle classes and the fixed income earning 
functional groups were in particular the major sufferers 
over the decade stretching from 1940-1949. 

14. 12. Conclusions .—The conclusions may be briefly 
stated. The shift in income during the decade 1940-49 
was distinctly in favour of the runil population and the 
urban industrial labour class at the cost of the other 
urban groups, particularly the middle class. At the same 
time, the burden of taxation falling on the rural popula¬ 
tion was diminished and that imposed on the urban sec¬ 
tor correspondingly increased, the brunt being borne by 
the upper and upper middle classes. The consequences 
have been inescapable. The high level of direct taxes, es¬ 
pecially the steeply progressive super tax, and the inci¬ 
dence of such indirect taxes as customs and excise duties, 
licensing fees and heavy State and municipal taxes have 
reduced the incentive and damaged the capacity of those 
income groups which used to save and invest in produc¬ 
tive enterprise. Curiously, investors as a class have been 
the most heavily taxed. The resulting gap in capital for¬ 
mation has not been filled up by the rural population and 
the urban industrial labour class in whose favour there 
has been a shift of income. Potential savings tnat would 
have been otherwise available to the community for 
investment have been dissipated. The scattered distri¬ 
bution amongst a large mass not enjoying a high standard 
of living, without any well-developed saving habit and 
spread over a wide area, has rendered it difficult to cana¬ 
lise the flow of additional income into fruitful channels. 
On the other hand, the capacity of the middle class to 
save and invest has been crippled. While the terms of 
trade have moved by far to the advantage of industrial 
labour and the farmers and agriculturists paying few 
taxes and subject to a fixed land revenue whose incidence 
has diminished in real terms, the purchasing power of 
the middle classes, particularly of those with fixed in¬ 
comes, has been reduced to a half or third, depending on 
the bracket, upper, middle or low, to which they belong. 
In fact, the price mechanism has imposed on them a 
burden exceeding that of any direct or indirect tax. On 
them has fallen the main stress and strain of the shifting 
burden of inflation. The imposition of taxes much higher 
than on those who have benefited from the shifts in 
income has heightened the inequity. The middle classes 
have thus fallen victim to the political pressure for equili- 
sation of current money incomes. Their savings have 
tended to disappear and their stability as an economic 
group has been seriously impaired. The likely conse¬ 
quences have not passed unobserved. As Prof. Kenne H. 
Parsons has warned in his Report* to the Planning Com¬ 
mission, unless productivity is improved, any further 
movement in present day India for elimination of in¬ 
equalities through shifts in income will only end in 
“ equality of poverty 

Question 15.—Do you think that the cost oj compliance 
with tax regulations adds materially to the burden of tax¬ 
ation ? If so, in respect of what taxes '1 Please give 
details. 

15. 1. Increase in Cost of Compliance with Tax Regu¬ 
lations .—--The cost of compliance with tax regulations has 
increased appreciably in recent years, and if the volume 
of complaints against Government Departments and the 
number of appeals preferred are any indication, it seems 
more than likely that the cost of compliance has added 
materially to the burden of taxation. 

15. 2. Growing Cost of Tax Collection .—The large 
and growing cost of tax collection is in some ways a reci¬ 
procal reflection of the rising cost of tax compliance. As 
Table No. 15. I shows, the direct demands on revenue 
have mounted up from year to year. Though a substan- 

TABLE NO. 15. I. 

(Crores of Its.) 


Direct Demands on Revenue 


tial justification for this increase may be found in ti 
expansion of services, the expenditure should also 1 
judged in relation to the facts of daily experience. Th 
multiplicity of staff and the need to justify excessiv 
expenditure have led to unnecessary duplication, pro! 
fecation of returns and paper work, causing coniusio 
and delay in disposal and contributing to the costs c 
compliance. In fact, the Select Committee on th 
Estimates* has commented adversely on the bureaucrati 
habits acquired during the war. The maintenance c 
detailed records, filling up of forms and submission ( 
returns inflict a hardship on small establishments. Th: 
is particularly true of Sales tax, Income-tax and tb 
specific excise duties levied on some industries. Tb 
burden of taxation has therefore materially increase< 
especially in the case of small traders and businessmei 

15. 3. Costs of Complicated Legislation .—Tax lay 
have also become increasingly complicated. There lu 
been a tendency to legislate even when the gain$_ i 
revenue are disproportionately small, irrespective of tb 
cost in terms of man-hours to the tax-payer and Goverr 
ment itself. The intricate nature of tax regulations con 
bined with onerous penalties on the tax payer whenevs 
there is an infraction have added to the burden of respoi 
sibility and to the costs of observance. The uncertaint 
in respect of legal liability, the voluminous quantity c 
new law enacted, the variations made therein time an 
again and the expansion of executive authority becaus 
of the growing practice of governance by delegated legi; 
lation, have imposed a heavy burden on the tax-payer i 
addition to the tax itself. The operation of Sales Tax i 
various States is an instance in point. The obligation t 
keep records classified in numerous ways, differing re 
quirements and doubtful instructions entail labour an 
expense. Further, specialists and professional advisei 
have to be employed for understanding the precise in 
plications of the complicated laws and for appearing o 
behalf of the tax-payers before the tax authorities. Th 
rise of a new profession of Income-tax, Sales Tax an 
other “ experts ” is a symptom that the costs of con 
pliance with tax regulations must have substantially it 
creased. 

15. 4. Enlarged Powers of Tax Collectors an Elemer. 
of Cost.—The vastly enlarged powers of tax collectors i 
another element in the cost of compliance. Power coi 
rupts, absolute power corrupts absolutely. Lack c 
consideration, arbitrary and high-handed demand: 
and peremptory orders subject the tax-payer t 
harassment, interfere with his normal busines 
and at times put him into serious difficultie, 
Appeals become necessary, litigation has to be entere 
into for obtaining relief and costs of compliance are coi 
respondingly increased. When the appeal is limited t 
the Department itself, the burden of the tax is furthe 
magnified. 

15. 5. Costs of Compliance and the Income-tax Depart 
ment .—What is true of all Departments is perhaps mor 
true of the Income-tax Department. An extremely con 
plicated law, the wide powers vested in Income-ta 
Officers, harassment and “official inquisition” of asse; 
sees, and delay, indifference and lack of consideration fc 
the convenience of tax-payers are some of the commone: 
complaints and they combine together to add in a larg 
measure to the costs of tax compliance. Witness th 
following from the Report of the Income-tax Investigc 
tion Commission (1948-49): 

“ The Income-tax Officer and the system of whic 
he is the product are held, in these replies, respons. 
ble for driving the taxpayer first to non-cooperutioi 
then to hostility and thirdly to evasion. Incivility 
incompetence, extortion and lethargy are some of th 
accusations made against the Income-tax Office) 
while the administration as a whole is blamed a 
wooden, ill-managed, unimaginative and unjust . . . 
Even after making due allowance for exaggeratio 
of language; it is evident from the replies that 
strong feeling of distrust and discontent exists in th 
public mind against the administration of income-ta 


Year 


in this country”.** 


Centre Part A States 


1939-40 





3-80 

9-33 

1943-44 





609 

13-6.8 

1944-45 





8-31 

17-40 

1945-48 





9-67 

19-09 

1946-47 





10-37 

17-03 

1948-49 





8-62 

19-68 

1949-50 





13-90 

24-01 

1950-51 





12-50 

24-30 

1951-52 





10-23 

26-23 

1952-53 





14-63 

' 29-06 


(Source.—Reserve Bank of India Reports on Currency 
and Finance, 1940-41 to 1952-53.) 

* Parsons, Report to the Planning Commission on Land 
Reforms. 


Further on, the Commission makes the following con 
ment on the attitude of the Department and the Income 
tax Officer: 


“ He is j udged efficient not by the knowledge h 
shows or the manner in which he deals with th 
assessees, but on the increase he makes in the deman 
of tax. Hiti approach to assessment is thus not the 
of a fair ju ige but of a partisan collector of revenu 

.We would suggest that an Income-tax Office 

should be j udged not on the number of heavy assess 
ments he makes but on the number of unsuccessfr 
appeals ag dnst his assessments; on the knowledg 
and understanding he shows and not on the pitc 
to which h e raises his assessments; on the speed c 

* U. N. Public Finance Surveys—India (1951), Ch. 1 


** Report of the Income-tax 
1948-49, Section IV, Para. 357. 


Investigation Commissioi 
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his collections and not on the size of his paper 
demands ”.* 

here is little doubt that the manner in which the taxing 
epartments are administered adds to the burden of 
ompliance with tax regulations. The arrears of assess- 
lents and refund applications cause much hardship, 
uch arrears pending on the 31st of July, 1948, exceeded 
iree lakhs, as shown in Table No. 15. II (Page 337). The 
elay in dealing with refund applications is particularly 
eprehensible as it accentuates the objectionable effects 
f the system of taxation at source under which assessees 

TABLE NO. 15. II. 


Number pending on 31st July, 
1948. 


Year 



Assessments 
in Arrears 

Refund 

Applications 

947-48 . 

1,54,344 

17,310 

946-47 . 

77,121 

2,113 

945-46 

36,923 

1,086 

944-45 and earlier 

17,886 

695 

Total 

2,86,274 

21,204 


Source. —Report of the Income-tax Investigation Com¬ 
mission, 1948-49, Section I, Para. 13.) 

ire penalised. In the words of the Income-tax Investiga- 
;ion Commission— 

“ The hardship resulting from the deduction to 
persons who are exempt or entitled to considerable 
relief is clearly a serious one especially where divi¬ 
dends or interest on securities are the main sources 
of income ”.** 

As in connection with tax deducted at source, so with 
taxes payable in advance, the assessee is subjected to a 
great deal of hardship. Arbitrary assessments and de¬ 
mands, refusal to grant time for payment and the long 
delay and expenses involved in appeal are some of the 
usual grievances. References to the High Court are not 
infrequent and the Courts have had occasion to pass 
strictures on the administration. On this point, the 
Income-tax Investigation Commission observes as under: 

“ As late as 1943, the Chief Justice of the Bombay 
High Court made strong remarks about the way in 
which the rights of appeal provided by law (as it 
then stood) to the Assistant Commissioner and Com¬ 
missioner “ proved a farce ” in practice.We gather 

* Report of the Income-tax Investigation Commission, 
1948-49, Section IV, Para. 445. 

** Report of the Income-tax Investigation Commis¬ 
sion, Section IV, Para. 275. 

TABLE 


that the Tribunal often finds itself embarrassed by 
the attitude of the officers of the Department in their 
very method of approach to the problems that arise 
before them.”* 

15. 6 . Conclusion.- —The foregoing facts are difficult to 
ignore. They are relevant because the way in which 
taxing departments function and the manner of their 
administration admittedly influence the costs of compli¬ 
ance with tax regulations. As matters stand today, these 
costs are unnecessarily increased, and they thus add not 
a little to the actual burden of taxation. 

Question 16.—Do the benefits accruing from public 
expenditure have a bearing on a consideration of the 
burden of taxation ? If so, how would you take this into 
account in considering the burden of Indian taxation ? 

16. 1. Taxation and Public Expenditure. —A reference 
has been made in Para. 4. 3 above to Sir Josiah Stamp’s 
view that the limit of taxable capacity depends in part 
upon what purpose taxation is to be used for. As the 
Indian Taxation Enquiry Committee (1924-25) observes— 

“ It is essential for a determination of the economic 
effects of taxation to know how and where taxes are 
spent. To take an instance, if a State replaced a 
private system of education by a State system and 
levied a tax to pay for it, which was less than the 
sum paid to the private teachers, there would be an 
apparent addition to the tax burden, but actually a 
reduction in the expenditure of the taxpayer.”** 

The point has been amplified in some detail in the answer 
to Question No. 5, where it has been noted that the extent 
of spending on defence, general administration and social 
services by various countries is an important determinant 
of the proper proportion of tax revenues to the national 
income of a country. A well contrived system of expendi¬ 
ture may adjust individual incomes more closely to indi¬ 
vidual or family needs through, for example, education 
and health service, old age and widows’ pensions, sick¬ 
ness, maternity and unemployment benefits, etc., which 
would provide a set-off to a heavier burden of taxation. 
Accordingly, when assessing the burden of taxation in 
India, it is necessary to analyse the content of public ex¬ 
penditure under two broad categories, namely— 

(a) that incurred for preserving the social life of 

the community as, for example, on defence, 
security, law and order ; 

(b) that incurred for improving the quality of that 

social life by making it more worth living as, 
for example, through expenditure on social 
purposes like education, health, old age, un¬ 
employment, etc. and for promoting the deve¬ 
lopment of trade, commerce and industry of 
the country. 

16. 2. Central and State Expenditure Classified and 
Compared. —The revenue expenditure of Central and 
State Governments under main heads is classified in 
Tables Nos. 16. I. and 16. II (Pages 337-38): 


* Report of the Income-tax Investigation Commission, 
1948-49, Section II, Para. 20. 

** Report of the Indian Taxation Enquiry Committee, 
1924-25, Ch, XIV, Para. 478. 


(Crores of Rs.) 


Main Heads of Central Govt. Revenue Expenditure 


Total Central 
Govt. 



Year 




Defence 

Social 

Security* 

Direct 
Demands 
on Revenue 

Social 

Services** 

Civil 

Works 

Revenue 

Expenditure 

1938-39 

, . 


• 


46-2 

Rio-o 

4-2 

1-0 

2-5 

85-1 

1940-41 

. 


• 


736 

11-4 

3-8 

1-0 

3-0 

114-2 

1942-43 



. 


214-6 

11-6 

5-1 

5-1 

3-1 

288-9 

1944-45 



* 


. 395-5 

16-2 

8-3 

7-9 

•• 

496-3 

1946-47 





. (207-4 

25-8 

10-4 

13-6 

5-6 

343-5 

1948-49 



. 


146-1 

18-2 

8-6 

17-3 

6-6 

320-9 

1949-50 



. 


148-9 

21-6 

13-9 

17-7 

6-5 

317-1 

1950-51 





164-1 

25-4 

12-5 

23-4 

10-4 

351-4 

1951-52 

. 




171-0 

28-8 

16-2 

24-9 

11-4 

387-3 

1952-53 

. 

• 



192-7 

29-9 

31-1 

26-3 

14-8 

422-4 



IIlLi UUttb VjeiiCl- ctA nuaumowavtun, * 

** Includes Scientific Depts., Education, Medical, Public Health, Industries, etc. 

(Source. —Budgets of the Central Government, 1939-40 to 1953-54.) 
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TABLE NO. 16. II. 


(Cro 


Main Heads of Part A States Revenue Expenditure 




Year 


Social 

Security* 

Direct 
Demands 
on Revenue 

Social 

Services** 

Irrigation 

1938-39 





2G-6 

8-8 

20-9 

5-4 

1940-41 





29-2 

9-7 

24-3 

7-9 

1942-43 





34-3 

11-6 

27-7 

8-3 

1944-45 





44-2 

i ^ 7*4 

38-2 

10-8 

1946-47 





61-9 

17 0 

54-1 

8-8 

1948-49 





73-4 

19-7 

68".) 

9-7 

1949-50 





890 

240 

87-1 

' 10-9 

1950-51 





900 

24-3 

90-1 

12-5 

1951-52 





91-3 

26-2 

991 

14-1 

1952-53 





92-3 

29-7 

100 9 

13-7 


* Includes General Administration, Police, etc. 

** Includes Scientific Depts., Education, Medical, Public Health, Industries, etc. 

(i Source .—Reserve Bank of India Reports on Currency and Finance, 1939-40 to 195: 


A consolidated statement showing the Central and States 
expenditure under three principal heads as a percentage 
of the total Central and States expenditure appears in 
Table No. 16. III. The 50 per cent, expenditure on 
defence and social security is a predominant feature of 
these Tables. No less significant is the large and growing 
cost of tax collection and general administration. Accu¬ 
sations of waste, inefficiency, graft and corruption made 
against public departments tend to show that the expendi¬ 
ture incurred is excessive in relation to the results obtain¬ 
ed. Making allowances for increased activities, it is the 
opinion of the Select Committee on the Estimates* that 
the outsize expansion of services seems to be a conse¬ 
quence of the bureaucratic habits acquired during the 
war. In the U. S. A., the Hoover Commission recommend¬ 
ed to Government that the service establishment could 
be reduced without loss of efficiency as there was too 
much duplication of work. Dean Paul H. Appleby speaks 
as follows of a Flow Chart showing the secretariat method 
of dealing with correspondence in the Government of 
West Bengal: 

“ The chart showed from 30 to 42 different hand¬ 
lings of a letter when the letter was given cor.sidera- 

* U. N. Public Finance Surveys—India (1951), Ch. V, 
p. 54. 


tion only with a single department o! 
It is not beli ;ved that the West B- 
notably different from the system in « 
in the Centre.”* 

There is little doubt that the administ: 
should be simplified, rival administrative 
be abolished or amalgamated and pub 
should toe re-equipped and reorganised c 
ness lines to promote efficiency and econo: 
the heavy charge for defence and genera 
directly competes with spending on econ 
advancement. The 16 to 17 per cent, 
essential social services and developmei 
in strong contrast to what is spent in c 
Witness, tor example, the meagre combii 
State Government outlay amounting to ( 
education and 3-7 per cent, on health in 19 
cd in Table No. 5. IV. The disparity req 
comment. 

16. 3. Influence of Public Expenditure 
of Taxation .—Public expenditure may 
benefit to a particular group of people 

* Appeleby, Public Administration in 1 
a Survey (1953), Sec. VIII, p. 57. 


TABLE NO. 16. III. 


Main Heads of Revenue Expenditure as Percentage to Total Centrt 1 and Part A States 

Revenue Expenditure 



Year 


Defence 

Central 

Central 

Administration 

States 

Total 

Social Sc 

Central 

rviecfi and 

States 

Development 

Total 

1938-39 

* 


. 

27-0 

10-8 

20-7 

31-5 

0-2 

15-4 

15-6 

1940-41 


• 

• 

35-2 

7-3 

18-6 

25-9 

0-2 

10-2 

16-4 

1942-43 

• 


* 

52-7 

41 

11-3 

15-4 

0-2 

11-3 

11 -5 

1944-45 

• 

• 


56-5 

3-5 

8-8 

12-3 

0-1 

8-8 

8-9 





— 



OA 1 

n.a 

13-R 

14-1 
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benefit to the community as a whole, or partly of special 
and partly of general benefit. This broad fact must be 
kept in view when imposing taxes or granting relief so 
that the burden of taxation is not unfairly distributed as 
between different groups. The main question, however, 
is what are the benefits accruing out of current Central 
and State revenue expenditure. The per capita Central 
and State expenditure on selected services during 1950- 
52 is set out in Table No. 16. IV. The small amount spent 
per capita on social services, particularly in relation to 
what is spent in other countries,* must cause dismay. 

TABLE NO. 16. IV. 


Per Capita Central and States 
Selected Services Expenditure in Rs. 

i - A -> 

1950-51 1951-52 


Social Security — 


Delence . 

4-7 

6-2 

Police .... 

1-8 

1-7 

General—Administration 

1-2 

1-3 

Others .... 

0-5 

0-6 

Total Rs. 

8-0 

8-8 

•Social Services — 



Education 

1-8 

19 

Medical and Public Health . 

0-8 

0-9 

Others .... 

10 

10 

Total Rs. 

3-6 

3-8 


( Source .—Report of the Finance Commission (1952), 
Ch. Ill, pp. 52-53 and 56-57.) 
tt is not that there is no spending. But mere spending 
s not welfare. As recently pointed out in the U. N. 
ieminar lectures on the formulation of development plans, 
m item of expenditure should be approved not only be¬ 
cause it is good in itself, but also because, when com- 
>ared with all the other objects of expenditure, it pro- 
nises to yield the best results as measured by the bene- 
its derived from it. This principle of “ opportunity cost ” 
nust be recognised and implemented when a country 
;o poor as India proposes to do so much with such few 
•esources. Unfortunately, discounting ideosyncracies and 
{elusions, there is little sign of welfare in the country 
mtside the capital expenditure on planning and develop- 
nent. The amount spent out of revenue on nation-build- 
ng activities like social services, education, labour, civil 
vorks, etc. has no doubt increased from Rs. 30 crores in 
938-39 to Rs. 155 crores in 1952-53 at the Centre and in 
he States combined. However, its chief visible sign has 
>een an unending spate of legislation and the tangible 
jenefit accruing therefrom has been far from commen- 
urate. Much of the expenditure has been unproductive, 
>eing incurred on salaries for an inflated bureaucratic 
faff. The point is dealt with in Para. 19.2 below. The 
•esults have therefore been disproportionately small in 


* See Para. 5.3. 


relation to the quantum of the expenditure. The capital 
spending on development has been indeed not negligible, 
nor can its effects be ignored. But it has been mostly at 
the cost of the private sector, which is being denuded of 
its savings. The diversion has been to the benefit of 
areas and groups which contribute but little to the com¬ 
mon pool of taxation. They should be therefore put 
under levy through adequate increases in land revenue 
and suitable indirect taxes, so that the balance may be 
restored and relief given to the hard pressed middle and 
upper classes. These classes have been badly hurt by 
the present high levels of taxation and appropriate re¬ 
distribution of taxes according to benefits received from 
public expenditure would revive their capacity to save, 
invest and produce, thereby helping capital formation 
and enlarging the national income of the country. 

Question 17.—Do you think that the tax burden 
weighs particularly heavily on any individual industry or 
occupation ? If so, please furnish the Commission with 
the evidence on which you rely. 

17. 1. Tax Burden on Industries.—It appears that the 
burden of taxation has been unduly heavy in the case of 
some industries as compared with others. For example, 
it is estimated that the-textile industry has been subject¬ 
ed to a number of imports, which, apart from income-tax, 
constitute 20 per cent, of the total cost of production. 
Similarly, for the sugar industry, it is estimated that 
excise duty, cane cess and other taxes constitute 33 per 
cent, of the ex-factory price of Rs. 75 per bag. The steep 
rise in prices of the products of various industries reflect 
in varying measure the shift of these heavy taxes on to 
the consumers. Though it is neither an industry nor an 
occupation, it may be said that consumers as a class have 
been the most heavily taxed. Scarcity and prevalence of 
sellers’ markets for many years have enabled producers 
to pass on the major part of the burden of taxes levied 
on them to the consumer in the shape of high prices. Signs 
of a change are impending. Sellers’ markets are gradu¬ 
ally being replaced by buyers’ markets, consumer resis¬ 
tance to high prices is increasing and the stock position 
is becoming difficult. In the case of some industries it 
seems that either production and output will have to be 
reduced, causing unemployment and general loss of wel¬ 
fare, or taxes will have to be reduced as they have tend¬ 
ed to cost inflation by entering directly into the price and 
cost of production. This is true not only of the cotton 
and sugar industries, but also of others, for example those 
dependent on export markets, such as jute and coal. In 
other words, taxes have tended to contribute directly to 
inflation. The general level of taxes must therefore be 
brought down. 

17. 2. Tax Burden on Occupations. —As with indus¬ 
tries, so also for occupations, it appears that the burden 
of tax has weighed very heavily in not a few cases. For 
example, as has been pointed out in Paras. 14.8 and 14.9, 
landlords as a class have been discriminated against. 
Rents have been rigidly controlled while costs of repair 
and construction have gone up and at the same time 
heavy Government taxes, such as the Urban Immoveable 
Property Tax in Bombay, have been imposed and local 
rates and taxes have been sharply increased. Other occu¬ 
pations also have been adversely affected. In particular, 
the profession of stockbrokers has been severely penalis¬ 
ed. How their position has deteriorated in comparison 
with other occupations and what have been the contribu¬ 
tory causes may be briefly explained. 

17. 3. Tax Burden on the Stock Broking Profession .— 
The change in the relative position of the stockbroking 
profession and other occupations is set out in Table No. 
17. I. It is evident from the Table which records the 


TABLE NO. 17. I. 


Net Per Capita Income (1041-42-100) 


Trade Classification 

1941-42 

1942-43 

1943-44 

1944-45 

1943-46 

1946-47 

1948-49 

1949-50 

tines. Quarries, etc. 
extile Manufacture 

100 

100 

97 

113 

86 

270 

104 

475 

102 

452 

88 

320 

98 

65 

274 

78 

63 

329 

81 

[etal and Metal Goods 

100 

85 

68 

48 

45 

Manufacture. 

'ood Manufacture 
hctnicals. Leather, 

100 

100 

134 

125 

149 

153 

226 

183 

209 

232 

219 

168 

171 

197 

185 

163 

Paper, etc., manufacture, 
iuilding and Miscel- 



172 

158 

151 

201 

211 

178 

100 

93 


laneous goods manu- 









faeture. 

Hatribution and com- 

100 

105 

177 

144 

138 

116 

142 

150 

munications. 
rofessions . 

100 

93 

111 

145 

200 

236 

142 

248 

190 

274 

166 

277 

inance (other than 

100 

113 

165 

184 

Stock Brokers). 


113 

94 

110 

122 

98 

139 

122 

took and Share Brokers 

100 


and Jobbers. 












♦ 






(Source. —Central 
1 TEC/55 

Board 

of Revenue, 

All-India 

Income-tax Revenue Statistics, 1941-42 to 1949-50.) 
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percentage variations in the per capita net income over 
the period 1941-42 to 1949-50 that in comparison with 
most other trades the position of stock brokers has been 
worse in every year and that their net money income 
has increased very little—by about 20 per cent, only 
against the steep rise in prices of about 400 per cent. 
The decline in stock market activity has contributed to 
the decline in stock broking incomes; but over and above 
that, the profession of stock brokers—as of other brokers 
in forward markets—has been singled out in Bombay 
for further heavy taxation in the form of extortionately 
high stamp duties levied by the State Government on 
contracts relating to the purchase and sale of shares and 
securities. The nature and incidence of the tax have 
been analysed in some detail in answer to Questions 162 
and 163 in Part V of the Questionnaire. It is enough to 
state here that the stamp duty has operated as a tax on 
the very method and machinery of business and has had 
to be paid irrespective of whether profits are earned or 
losses incurred. Its effect has been to drain away the 
life-blood of the profession. Table No. 17. II shows the 
total amount of Stamp Duty paid under this head by 
members of the Stock Exchange in Bombay and the 
annual per capita stamp duty charge as compared with 
the net income of all stock brokers and jobbers assessed 
to income-tax in the entire Bombay State and the per 
capita and total amount of income-tax and super-tax paid 
by them during the years for which statistics are avail¬ 
able. It is clear from the Table that about 25 to 30 
per cent, of the net assessable income of members is 
annually taken away from them in the form of an usuri¬ 
ous stamp duty. The discrimination against the Stock 
Exchange is too obvious to call for any laboured argu¬ 
ment. Income-tax, super-tax and corportion tax have to 
be paid only if the business has been lucrative and profits 
have been earned. They therefore bear some relation to 
equity and capacity. Contrariwise, the Stamp Duty has 
to be paid irrespective of whether trade has been good or 
bad and the earnings on the credit or debit side. A 
monthly tax of approximately Rs. 500 to Rs. 600 per 
member, no matter whether there is a profit or whether 
there is a loss, offends against all recognised canons of 
taxation. The figure has only to be stated to demons¬ 
trate how the Stamp Duty has passed beyond the limits 
of endurance. A tax—if it can be so called—of this 
nature and magnitude has imposed an unconscienable 
burden on stock brokers and seriously weakened their 
strength and capacity. In spite of frequent warnings 
and repeated appeals, the burden of the Stamp Duty has 
not been reduced. Inevitably, as Table No. 17.11 shows, 
the point of diminishing returns has been reached and 
the annual yield is now less than half of what it used to 
be. In addition to the Stamp Duty, the burden of 
income-tax on the stockbroking profession has recently 
been increased indirectly by disallowing set-off of specu¬ 
lation losses except against speculation gains, even 
though speculation gains continue to be included in the 
income of the assessee chargeable to tax. The impli¬ 
cations of this extraordinary restriction, for which there 
appears to be no parallel in any other part of the world, 
are discussed at some length in the answer io Question 
No. 74 in Part II of the Questionnaire. It is enough to 
state here that the duress implicit in disallowing specu¬ 
lation losses will destroy speculation gains which form 
the substance of trade and livelihood and are the source 
from which the tax revenue itself is derived. The 
effect of such coercive measures and excessively heavy 

TABLE 


stamp duty imposts can only be to disrupt the efficient 
functioning of forward markets by slowly garroting 
bona fide trade and to increase the burden of tax on 
the stockbrokers’ profession beyond their capacity to 
bear. It is possible to kill the goose that lays the golden 
egg. In the interests of the revenue itself, as much as 
in the interests of the profession of stockbrokers the un¬ 
reasonable restraints must be forthwith removed and the 
crushing burden of stamp duty drastically reduced. 

Question 18.—What role would you assign to taxation 
vis-a-vis various types of borrowing in finding the addi¬ 
tional resources required for the development pro¬ 
gramme of the country ? 

18. 1. Resources Required for the Development Pro¬ 
gramme. —The development programme of the country 
contemplates a high rate of capital investment. The 
additional resources required can only come from inter¬ 
nal savings, either private or public, or from external 
loans, on a sufficiently large scale. If internal private 
savings or external loans are not easily forthcoming 
the gap arising from excess investment has to be adjust¬ 
ed by budget surpluses, failing which inflation through 
deficit financing becomes inevitable. As the Planning 
Commission observes, if rapid capital formation is the 
object in view, it will be necessary— 

“ To impose on the community a high rate oi 
savings through taxation, loans, price inflation oi 
by any other means and to utilise the resources thu.‘ 
made available for a sharp increase in the rate oi 
capital formation.”* 

But whatever the channel employed—borrowing, taxa¬ 
tion or deficit financing—, what is ultimately involvec 
in all these cases is curtailment of current consumptior 
so that more may be available out of production foi 
capital investmenl. This fact must be remembered. 

18. 2. Develop nent Programme should be Financec 
through Borrowing. —Ordinarily, straightforward taxa 
tion is preferable to deadweight public debts whicl 
leave a trail of interest and capital repayment charges 
and throw an increasing direct and indirect burden oi 
the community. But public debts employed for creating 
public assets and producing an income sufficient to take 
care of the service charges impose no such burden 
They are comparable to the debenture capital of a com 
pany and the subscribers to the loans to debenture 
holders. The interest on the loans is met out of income 
accruing to the public authority from the ownership o: 
property or conduct of enterprises. It is sometimes sug 
gested that, even in such cases, more reliance should be 
placed on taxes and less on loans, so that when develop 
ment schemes mature there is no mortgage on the result 
ing benefit. Even now, new capital expenditure is beini 
financed by taxation to a larger extent than is generally 
realised. But when such expenditure is on the scale anc 
of the magnitude involved in the development pro 
gramme, the heavy taxation necessary would soon react 
the limit when the incentives to production and savins 
are destroyed and taxes enter into the cost of produc 
tion. That would then tend to generate cost inflatior 
with the result that much more would be lost in th< 
private sector than gained in the public sector. Th( 
total of budget surpluses in this country amounting tc 
approximately Rs. 300 crores between 1948 and 1951 

* The First Five Year Plan, Ch. I, Para. 24. 

>. 17. II. 


The Stock Exchange, Bombay Bombay State—Brokers and Jobbers Assessed to Income- 

Tax 


Year 


No. of Active 
Members 

Stamp Dul y Paid 

Total in Per Active 

Lakhs of Rs. Member 

Rs. 

No. of 
Assessees 

Net Income 
Free of 
Income-tax 
and Super¬ 
tax in 

Lakhs of Rs. 

Income-tax and Super-tax 
Paid 

Total in Per 

Lakhs of Rs. Assessee 

Rs. 

1940-41 . 

• 

248 

4-17 

1,618 




1941-42 . 

• 

241 

4-11 

1,704 

730* 

68-82 

15-94 2,180 

1947-48 . 

• 

321 

24-21 

7,541 

1,172 

100-57 

36-34 3,100 

1948-49 . 

* 

326 

16-36 

5‘017 

1,033 

113-13 

59-22 5,733 

1949 50 . 

- 

326 

21-52 

6,602 

1,005 

100-31 

39-86 3,966 

1950-51 . 

. 

326 

21-14 

6,485 




1951-52 . 


318 

50-52 

6,452 




1052-53 . 


294 

9-05 

3,077 





(Source : Central Board of Revenue, All-India Income-tax Revenue Statistics, 1941-42 to 1949-50, and 
Clearing House of the Stock Exchange, Bombay.) 

♦Estimated, Total Number far AU-India 1,153, 
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had exactly these effects. It therefore seems desirable 
that the development programme should be financed 
through borrowing rather than taxation so that mem¬ 
bers of the community remain free to subscribe to loans 
according to their incomes, capacity, inclinations and 
circumstances. The success of the State loans this year, 
particularly in the districts as in Madras, indicates that 
there is good scope for public borrowing. A vigorous 
small sayings campaign is therefore likely to yield en¬ 
couraging results. 

18. 3. Compulsory Saving. —When public borrowing 
through voluntary loans falls short of requirements, the 
alternative of compulsory savings or forced loans is often 
canvassed. A forced loan must be compulsorily subscrib¬ 
ed by different individuals in the same manner as a tax. 
In the case of middle and upper classes, such a provi¬ 
sion would either operate as a tax and therefore as a 
strong disincentive, or if it does not. even then it would 
prove of little avail as compulsory loans would probably 
replace rather than add to voluntary savings. But for 
the large mass of people comprising industrial labour 
and other groups, whose incomes have increased but 
whom politically it seems inexpedient to tax, compul¬ 
sory loans would enforce a cut in consumption and may 
weil at the same time inculcate the saving habit. 

18. 4. External Borrowing. —In an underdeveloped 
country with a small per capita income and with living 
standards on the border of subsistence, a cut in con¬ 
sumption on a sufficiently large scale to finance develop¬ 
ment expenditure may be difficult to achieve. Colin 
Clark has suggested empirically that an increase in the 
ratio of Government expenditure to national income 
oeyond a critical percentage limit tends to generate in¬ 
flation. In advanced countries where standards of living 
are high and the margin of saving substantially broad, 
the ratios are correspondingly high. For example, in 
the U. K. the percentage has been as high as 40. In 
1947, the contribution of budget surpluses t<Dwards capi- 
cal formation was negligible but in 1948 it accounted 
for nearly one-third of the total. The trend has now 
changed,* for even in the U. K. a stage was quickly 
reached when the powerful disincentives to work and 
save induced businessmen to play golf on week days. In 
an underdeveloped country like India, the critical percent¬ 
age of net expenditure to the national income is much 
lower, as there is little to spare above the margin of 
subsistence. Any attempt at reduction in consumption 
through taxation or internal borrowing meets with re¬ 
sistance and results in inflation. In such circumstances, 
external borrowing may legitimately be resorted to for 
financing development projects. 

18. 5. Distinction between Internal and External 
Loans. —External loans must be distinguished from 
internal borrowing. Internal loans imply a transfer of 
wealth within the community and their burden arises 
from a redistribution of income between different groups 
within the country itself. On the other hand, external 
loans impose on posterity the burden of interest charges 
and repayment of capital which operate as a debit for 
the community as a whole. They not only disturb sub- 
sequent budgets but also become an important factor in 
the international balance of payments. But internal 
cans are not always a practicable alternative to exter¬ 
nal loans, as, for example, when the spending has to be 
lone abroad and the necessary foreign exchange re¬ 
sources are not immediately available. In such cases, 
external assistance is indispensable. As the Planning 
Commission puts it—- 

“ To a certain extent, the volume of domestic re¬ 
sources available for investment can be augmented 
through appropriate fiscal and economic policy, 
through compulsory savings, and through drawing 
on unutilised manpower. There will, however, still 
remain certain shortages which would tend to res¬ 
train the whole force of development, and it is in 
meeting these that external resources can be of 
help.”** 

Apart from free external aid, such resources can also be 
drawn from specialised agencies like the World Bank 
which have for their object the rapid development of the 
ratural resources of underdeveloped countries when the 
;ask is too big for their nationals to perform unaided. 
When borrowing yields little and taxation has passed to 
:he stage of diminishing returns, external borrowing 
either through a recourse to these agencies or otherwise 
s inevitable in finding the resources required for the 
development programme of the country. 

18. 6. The Importance of Internal and External 
Sorrowing. —The development Plan is committed to a 
■ertain level of expenditure and the volume of expendi- 
ure has to be covered by taxation or by borrowing at 
lome or abroad, failing which there must be a resort to 
deficit financing. Taxation seems to have reached the 
joint of saturation. The Planning Commission, in July 

* Reserve Bank of India Report on Currency and 
finance, 1952-53, pp. 10-11. 

** The First Five Year Plan, Ch. I, Para. 45. 


1953, has expressed its fears at “ the inability of the 
private sector to maintain the rate of investment accord¬ 
ing to the plan and programme ”. But taxation has 
starved the private sector by diverting resources to the 
public sector, emasculated the capital market by penal¬ 
ising thrift and dissipating savings and has tended to 
become an inflationary factor by entering into the cost 
of production. Almost as a direct result, internal 
borrowing has failed to achieve a satisfactory response 
and external borrowing has been inadequate to the 
needs. For the present, the gap is being closed by deficit 
financing. But if the rate of development expenditure 
must be maintained—being conceived as essential if 
political democracy is to survive in this country—, the 
remedy seems to lie in reducing and redistributing the 
burden of taxation and in promoting capital investment 
through private savings supported by influx of external 
capital in adequate volume. Even so, the ultimate ques¬ 
tion, will remain whether the-rate of development con¬ 
templated in the Plan can be achieved within the frame¬ 
work of a free economy and political democracy with¬ 
out recourse to totalitarian methods of coercion for cut¬ 
ting down consumption to the bone so as to provide the 
surplus required for capital investment. 

Question 19. — In maximising the resources required 
for the financing of development, what degree of im¬ 
portance would you assign to : (a) economy and ration¬ 

alisation in expenditure, (b) prevention of tax avoidance 
and tax evasion, (c) higher rates of existing taxes, 
(d) fresh taxes, (e) development pf non-tax revenues ? 

19. 1. Public Expenditure—Need of Economy and 
Rationalisation.—From the point of view of both, 
husbanding the resources of the country and preventing 
uneconomic waste which is a dead loss to the com¬ 
munity, it is necessary that public expenditure should 
be rationalised and reduced. Some indication of the 
extraordinary growth of public expenditure and its mal¬ 
distribution under different heads has been given in 
Para. 16. 2 supported by Tables Nos. 16. I and 16. II. 
The relationship of public expenditure to the per capita 
national income has been referred to in Para. 5. 3 and 
the disproportionately large amount of expenditure de¬ 
voted to defence and police services has been pointed 
out in Paras. 5. 3 and 16. 2 and illustrated by Tables Nos. 
5. V and 16. IV. The increasingly higher cost of revenue 
collection as shown in Table No. 15. I has been comment¬ 
ed on in Para. 15. 2 and the continuous rise in the 
charges for general administration has been noted in 
Para. 16. 2 and illustrated by Tables Nos. 16. I and 16. II. 
The relatively small percentage of expenditure on social 
and economic services has been mentioned in Paras. 5. 3, 
16. 2 and 16. 3 and its comparative insignificance reveal¬ 
ed in Tables Nos. 5. IV and 16. II to 16. IV. Herein is 
a prima facie case for economy and rationalisation. 

19. 2. Bloated Staff Expenditure. —The expenditure 
of public authorities in 1948-49 classified under three 
broad heads appears in Table No. 19. I. The Table 
shows that Civil Administration salaries and wages 
amount to Rs. 342 crores or more than one-fourth of the 
total expenditure. Defence wages and salaries consti¬ 
tute another Rs. 117 crores and public enterprises Rs. 221 
crores, so that on the whole Rs. 680 crores, that is, more 
than 50 per cent, of the total expenditure of Rs. 1,214 
crores is incurred on wages and salaries. Of the balance, 
stores, stationery and services absorb Rs. 360 crores or 
more than a fourth of the total. As the Central and State 
Governments are the principal contributors to the total 


TABLE NO. 19. I. 

(Crores of Rs.) 


Expenditure 
by Publie 
Authorities on 

Wages 

and 

Salaries 

Stores, 

Services 

etc. 

Other 

Payments 

Total 

Administration— 





Current 

281 

70 


351 

Capital . 

61 

20 


81 

Defence (Current) 

117 

162 


279 

Subsidies and 

Transfers (Current). 


60 

60 

Public Enterprises— 





Current 

157 

52 

107 

316 

Capital . 

64 

66 

7 

127 

Total . 

680 

360 

174 

1,214 


(Source.—First Report of the National Income Com¬ 
mittee (April 1951), Ch. VI, Table 12.) 
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expenditure of public authorities, a major portion of the 
rise of Rs. 340 crores at the Centre and of Rs. 255 crores 
in the States between 1938-39 and 1952-53 recorded in 
Tables Nos. 16. I and 16. II may be put down under the 
head wages and salaries. While a substantial portion of 
this enormous increase may be accounted for by the rise 
in wages, salaries and other allowances, say, bv 100 per 
cent., it is obvious that an extraordinary increase in the 
strength of the staff, of the order of 100 per cent., has 
taken place after 1938-39. Confirmation of this fact is 
to he found in Table No. 19. II (Page 342) recording the 
increase in the number of persons employed by the 
Central Government since 1950. The sharp rise in the 
number of administrative and clerical staff compared with 
the skilled, semi-skilled and unskilled personnel is speci¬ 
ally noticeable and it offers a clear indication of the 
growth of bureaucratic habits adversely commented on 
by the Select Committee on the Estimates.* The 14 per 
cent, increase in the executive staff and 18 per cent, 
increase in the clerical staff in three and a half years 


* See Paras. 15. 1 and 16. 2. 


following upon a decade of continuous expansion must 
cause concern. The change in political status and en¬ 
largement of the functions of Government may justify a 
reasonable increase but clearly it must be in some rela¬ 
tion to the previous strength and current state activities. 
A large part of the expenditure on salaries is, in the 
main, unproductive. In its First Report, the National 
Income Committee states as under: 

“ In the Government sector, the output of govern¬ 
ment administrative services is by definition equal to 
the cost of these services. It is interesting to note 
that the cost of government administration in this 
sense (that is, Ihe net output per engaged person in 
this sector) is practically double the average output 
in the country. ’® 

It follows that the number of men on the pay-roll of 
Government and the size of the wages and salary bill 
must be brought under immediate control. 

* First Report of the National Income Committee 
(April 1951), Ch. V, Para. 5. 8. 


TABLE NO. 19. II. 


Central Government 


Number in Thousands 


N umber (1950—100) 


Employees* 

1950 

1951 

1592 

1953 

(July) 

1950 

1951 

1952 

1953 

(July) 

Administrative and Exe- 

51-9 

54-8 

58-6 

59-0 

100 

106 

113 

114 

cutive. 

Clerical 

132-0 

142-9 

150-9 

156-0 

100 

108 

114 

118 

Skilled and Semi- 

148-0 

145-3 

145-4 

152-0 

100 

98 

98 

103 

Skilled**. 

Unskilled . 

245-5 

247-7 

260-0 

252-7 

100 

101 

106 

103 

Total 

577-4 

590-7 


619-7 

100 

102 

107 

107 


•Excluding Employees of Railways and Indian Embassies and Missions abroad. 

**All skilled and semi-skilled operatives not included. 

(Source. —Monthly Abstract of Statistics, September 1953, Table 5.) 


19. 3. Top Priority for Economy and Rationalisation .— 
Apart from salaries, the expenditure on stores, stationery 
and other supplies is also an important item. The large 
increases under this head require careful investigation. 
The top-heavy capital spending on development schemes 
and other Government undertakings far in excess of 
estimates has been referred to in Para. 7. 6. The insuffi¬ 
cient planning of State projects has been criticised by 
the Select Committee on the Estimates.* The necessity 
of a strict scrutiny of expenditure in all directions is 
obvious. Rationalisation and economy should not be 
abandoned merely on the ground that defence expendi¬ 
ture cannot be curtailed and that civil expenditure is 
diffused and difficult to curb. This helpless attitude to¬ 
wards Government expenditure involving in the aggre¬ 
gate more than Rs. 800 crores must be discouraged. The 
dissipation of funds on infructuous purposes involves 
heavy taxation of the public, implying a reduction in the 
quantum of goods and services that would be otherwise 
available for the benefit of tax-payers. It is not enough 
that budgets are balanced at progressively higher levels 
of expenditure through back-breaking taxation. What 
is urgent and essential is stringent control of expendi¬ 
ture and a ruthless drive for economy and rationalisation 
without which no relief can be obtained. These, there¬ 
fore, must take the top priority. 

19. 4. Little Scope for Higher Rates of Existing Taxes. 
—Enough has been said in the foregoing paragraphs to 
show that, except in the case of land revenue, agricultural 
income-tax and similar other imposts, there is no scope 
for higher rates of existing taxes. On the contrary, what 
is presently necessary is a scaling down and redistri¬ 
bution of the tax burden among different sections of the 
community. In this respect, the point of diminishing 
returns seems to have been passed. Accordingly, a re¬ 
duction in existing rates and proper re-adjustment be¬ 
tween direct and indirect taxes are of great importance 
and should be given a high priority. Ultimately, such 
lower taxes, by stimulating production, saving and in¬ 
vestment, will benefit the exchequer by fetching a better 
yield. 

19. 5. Inter-relationship between High Rates and Tax 
Avoidance and Evasion. —The questions of prevention of 
tax avoidance and tax evasion and of higher rates of 
taxes are inter-related. When the tax-payer is left with 
a reasonable and appropriate share of his earnings, he 

* See First Report of the Select Committee on the 
Estimates. 


does not entertain a sense of grievance and the tempta¬ 
tion to avoid and evade taxes also diminishes. As the 
Taxation Committee of New Zealand points out— 

“ Legal avoidance takes many forms end is en¬ 
couraged by high taxation. Tax laws are complex 
and in some directions inequitable . As the tax¬ 

ing authority insists on payment according to the 
law, the tax-payer cannot be condemned for follow¬ 
ing the form of the law to avoid liability for taxation. 
Tax avoidance does not occur only with large tax¬ 
payers. The spirit of avoidance is evident in those 
who will not work longer, or try harder, because too 
much goes in taxes.” 

It is no less a fact that only high rates are worth the 
risks and hazards of penalties and blackmail which 
follow upon manipulation and fabrication of records in¬ 
cidental to tax evasion. For example, evasion was ram¬ 
pant in Italy when the income and super taxes were 
high. In the end, income-tax had to be reduced from 
18 per cent, to 13 per cent, on incomes exceeding Rs. 7,500 
and the super-tax rates slashed from 12* to 3j per cent, 
on inocmes of Rs. 7,500 from 35* to 8 per cent, on incomes 
of Rs. 37,500 and from 73* to 22j per cent, on incomes 
of Rs. 3J lakhs to promote a more normal state of affairs. 
For the same reasons, the French Budget for 1952 granted 
an amnesty to enable tax-dodgers who had not declared 
their hoards of currency or gold to do so without stating 
their origin.* In this connection, the Income-tax Investi¬ 
gation Commission makes the following observation: 

“ It has been strongly pressed on us that the pre¬ 
sent rates of income-tax and super-tax are so high 
as to defeat their purpose by discouraging enter¬ 
prise and by increasing the temptation to conceal 
business income. It has been added that there is 
more likelihood of a larger tax income being realised 
at a moderate rate of tax than at a higher rate. We 

do not belittle the force of this argument. So far 

as the temptation to evade is attributable to high 
rales of t< xation, it must be met in the same 
manner as every other attempt to evade tax.”** 

It is only proper that, while taxes should be scaled down 
to reduce the temptation to evade, those guilty of evasion 
should be ruthlessly punished. 

19. 6. The Evil of Tax Evasion.— The tax-dodger is 
a n unm itigated nuisance and a menace to society. The 

* See Reserve Bank of India Report on Currencyand 
Finance, 1951-52, Para. 5, p. 17. 

. ** ol the Income-tax Investigation Commission 

(1948-49), Part I, Sec. II, Para. 15. 








343 


loss of revenue resulting from his anti-social activities 
increases the burden thrown on the honest tax-payer. 
On this point, the Planning Commission comments as 
under: 

“ Apart from the question of legal coverage, there 
is the question of actual coverage which is a function 
of the administrative arrangements for securing that 
those liable to tax do in fact pay. In India it would 
appear that there are considerable leakages on this 
account. The reports of the Income-tax Investiga¬ 

tion Commission show that such evasion takes place 
in the middle as well as higher income ranges. The 
fact that the corporate form of organisation is 
confined to a limited sector of business renders the 
problem of checking evasion difficult, particularly in 

regard to trading operations. If such evasions 

could be stopped, it might make a considerable addi¬ 
tion to the receipts under direct taxation.”* 

Apart from tax evasion through concealment and mani¬ 
pulation, there is internal evidence in the Central Board 
of Revenue statistics from which it appears that a con¬ 
siderable number of incomes chargeable to tax escapes 
assessment altogether. This can be gathered from Table 
No 19. III. Treating the 1940-41 figures as 100, the Table 
records the changes in the number of non-salary earners 
as distinguished from salary earners for various income- 
groups during the period 1940-41 to 1949-50. Two facts 
emerge. First, throughout the decade, the movement in 
the series for salary earners—in whose case there can be 
practically no tax evasion—broadly corresponds for all 
the five income-groups from year to year. Secondly, 
whilst this also holds true of the other series represent¬ 
ing the number of non-salary earners in respect of ail 


* The First Five Year Plan, Ch. Ill, Para. 13. 


the four income-groups above Rs. 5,000, the group of non¬ 
salary earners under Rs. 5,000 is the only one which 
shows a movement in the contrary direction. Actually, 
over the decade, while there is a consistent rise resulting 
in an increase in the number of assessees from 100 to 
300 per cent, in all non-salary income-groups above 
Rs. 5,000, the group under Rs. 5,000 is the only one m 
which the number falls off and that by more than 25 
per cent. This striking downward trend in tha non¬ 
salary group earning under Rs. 5,000, contrary to the 
main trend in almost all the other classes in both the 
salary and non-salary groups, goes to indicate that, a 
large number of non-salary assessees in the lower income 
brackets ai-e escaping assessment to income-tax. The 
problem of such tax evasion is not peculiar to India. For 
example, the Board of Inland Revenue in the U. K. esti¬ 
mated in its Ninety-fourth Report that some 40,000 cases 
had escaped assessment and also recorded that in some 
8,000 cases for the years 1948-51 a total charge of more 
than £21 Millions or about Rs. 28J crores was raised in¬ 
clusive of penalties. In India, the sum of approximately 
Rs. 100 crores* so far uncovered indicates the magnitude 
of the problem. Prevention of tax avoidance and evasion 
can increase the yield substantially, and though it can¬ 
not be treated as a source of revenue, there are distinct 
possibilities under this head which should be fully ex¬ 
ploited. But its importance will wane and a substan¬ 
tial poriion of the tax presently being avoided or evaded 
will naturally flow into the exchequer leading to large 
abundance if the general level of existing taxes is scaled 
down accompanied by a more equitable redistribution 
amongst the different sections of the community. 


* See Reserve Bank of India Report on Currency and 
Finance, 1951-52, Para. 51, p. 74. 


TABLE NO. 19. III. 


Number of Non-corporatc Assessees (1940-41— 100) 


Income Group Rs. 

Under Rs. 

5,000 

5000 

-10,000 

10,000 

-25,000 

25,000- 

-1,00,000 

Over Rs. 

10,0000 


Sn.lu.ry 

Non- 

Salary 

Non- 

Salary 

Non- 

Salary 

Non- 

Sidary 

Non- 


Salary 


Salary 


,Siilary 


{Salary 


Salary 

1940-41 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

1941-42 

113 

111 

103 

109 

107 

115 

115 

, 126 

163 

126 

1942-43 

103 

99 

101 

115 

110 

131 

131 

155 

278 

143 

1943-44 

83 

101 

74 

147 

70 

194 

59 

241 

45 

198 

1944-45 

153 

81 

86 

105 

05 

211 

78 

266 

58 

258 

1945-40 

134 

SI 

125 

174 

129 

219 

103 

259 

45 

290 

1946-47 

135 

90 

79 

163 

151 

195 

102 

290 

65 

453 

1948-49 

155 

79 

183 

186 

157 

233 

120 

387 

00 

434 

1949-50 

132 

73 

158 


120 

260 

106 

433 

45 

432 


Source : Central Board of Revenue, All-India Revenue Statistics, 1940-41 to 1949-50) 


19. 7. Limited Scope for Fresh Taxes .—It has been 
suggested that not only should existing taxation be re¬ 
duced but it should also be redistributed to secure a 
better balance between direct and indirect taxes as well 
as between the agricultural and industrial labour popu¬ 
lation on the one hand and the urban middle and upper 
classes on the other. Accordingly, those fresh taxes 
which, through substitution or reduction of existing im¬ 
posts, help to bring about a proper redistribution may be 
considered desirable. Among these may be included the 
salt tax, revenue from excise duties on liquor, revision of 
land revenue and development of agricultural income-tax 
on a national basis, which would to some extent relieve 
the urban population of the inordinately heavy burden of 
income and profit taxes and at the same time yield a size¬ 
able revenue. 

19. 8. Doubtful Contributions of Non-tax Revenues .— 
Development of non-tax revenues is more an expression 
of hope than a fact of experience. The answers to Ques¬ 
tions Nos. 7, 10 and 11 above deal with what would be 
the contributions to the exchequer under this head and 
the doubt there appearing may be restated without loss 
of conviction. 

Question 20.—Under the Five-Year Plan the public 
sector is expected to undertake a larger investment; an 
important place is also assigned to the private sector in 
the development programme. How would you devise a 
tax policy suitable to the development programme of the 
country in both sectors ? 

20. 1. Investment A Function of National Income and 
Consumption .—Apart from external loans and free aid. 


the total investment (planned and unplanned) of a country 
is equivalent to the surplus of national income over con¬ 
sumption expenditure. The means whereby the private 
sector can take a share of this surplus is through private 
savings, whereas the public sector can do so in more 
than one way—by borrowing private savings, or by 
revenue surpluses through taxation, or by deficit financ¬ 
ing which is a concealed form of taxation. Obviously, the 
public sector can, through heavy taxation or deficit finan¬ 
cing, starve the private sector by appropriating a larger 
proportion of the surplus. But, in the main part, it can¬ 
not increase the surplus itself, which is a function of the 
national income and consumption expenditure. In fact, 
heavy taxation and inflation may ultimately work in the 
other direction through their adverse reactions on the 
incentive and ability to produce and to save. 

20. 2. Importance of High Rate of Savings .—The Five 
Year Plan estimates that the total planned and unplanned 
investment during the five-year period will be about 
Rs. 3,500 crores*. Of this, the investment in the public 
sector is expected to be about Rs. 1,700 crores or roughly 
50 per cent, of the total. The balance investment of 
about Rs. 1,800 crores in the private sector is made up of 
about Rs. 550 crores or 16 per cent, of the total as planned 
investment in large scale industry, the residue of about 
Rs. 1,250 crores or 34 per cent, of the total representing 
unplanned investment in private small scale industry, 
agriculture, housing, etc. The responsibility for industrial 
expansion and development rests in the main on the 
private sector and in the allocation of resou rces the 

* The First Five Year Plan, Ch. Ill, Para. 42. 
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provision made for investment in the private sector 
appears to be inadequate in the light of its needs and 
requirements. Even on the basis of this under-estimate, 
the problem, as the Planning Commission recognises, is 
not one of diverting investment from the private to the 
public sector but of increasing the total.* * * § In other 
words, the emphasis in a right taxation policy should 
fall, not on transfer of resources from the private to 
the public sector, but on stepping up the rate of savings 
on which (apart from external resources) the develop¬ 
ment or investment expenditure in the last analysis 
depends. Savings can increase by increasing produc¬ 
tion and reducing consumption. It follows that the 
principal object of the policy should be to tax consump¬ 
tion and not to overburden the productive mechanism 
or those groups and classes which save and invest. 

20. 3. Effect of Taxes on Savings .—It is generally re¬ 
cognised that a large proportion of high incomes is saved 
and ploughed back for further expansion. Accordingly, 
direct taxation of such incomes impinges more on savings 
and production than on consumption. It has been estab¬ 
lished in the foregoing paragraphs that a disproportion¬ 
ately heavy burden of the total taxation falls on the small 
middle and upper income groups. This fact has been 
noted by the Planning Commission which has observed 
that— 

“ If as much as one-third or more of total tax 
revenue is derived from certain limited strata of 
society it implies that the burden of taxation spread 
over the rest of the community is correspondingly 
lighter and that relatively small increases in the 
rates of taxation on the latter will help to add signi¬ 
ficantly to total tax revenue.”f 
The current direct taxes on income and profits and the 
other imposts are high not only relatively but also in 
terms of the burden they impose. They act as a power¬ 
ful disincentive to saving and investment and merely 
help to drain oil resources from the private to the public 
sector. The total investment is in no way increased. 
Instead, they tend to generate cost inflation and thereby 
reduce the percentage of total private and public invest¬ 
ment in relation to the national income. The conclusion 
• appears to be that not only should the emphasis shift 
from direct to indirect taxation through a switch over 
to more appropriate indirect taxes but also that the abso¬ 
lute burden of taxes should be drastically reduced, partly 
by scaling down the rates now in force and partly by 
grant of suitable concessions and reliefs with a view to 
encouraging savings and promoting capital formation. 

20. 4. Revision of Tax Policy Essential. —A revision 
of the tax policy on the lines indicated will also conform 
to equity. The Five Year Plan envisages investment of 
almost Rs. 900 crores, equal to about 44 per cent, of the 
total capital outlay of about Rs. 2,000 crores, in agricul¬ 
ture, multi-purpose schemes and irrigation, power and 
community development projects. Accordingly, the pro¬ 
ductivity and taxable capacity of the rural population 
may be expected to improve and a portion of these gains 
may legitimately be drawn into the public exchequer by 
suitable modification in taxes. As the Planning Com¬ 
mission concludes— 

“ Unless fiscal policy is reorientated so as to obtain 
a significantly wider coverage, the tendency will be 
not only for tax revenues to fall as a proportion of 
further additions to national income, but to make 
the sharing of the burden of development increasing¬ 
ly iniquitous. 

Question 21.—What part can tax policy play in stimu¬ 
lating capital formation in the private sector consistently 
with the needs of the public sector ? 

21. 1. Taxation affects Capital Formation at all 
Stages.—The Fiscal Commission (1948-50) has describ¬ 
ee^ capital formation as a long process consisting of 
three principal stages. The first stage is concerned with 
creation of savings, that is, a surplus resulting from an 
excess of income over expenditure. The sources of these 
savings are individuals, business or trading houses and 
public authorities. In the second stage, savings are mobi¬ 
lised for investment in trade, industry or agriculture, 
and in the third stage, the funds so invested are convert¬ 
ed into capital goods when “ capital formation ” in the 
strict sense of the term takes place. Among the prob¬ 
lems that arise at the different stages of capital forma¬ 
tion, the Commission particularly mentions those relating 
to the will to save and the capacity to save in the different 
sectors of the economy; the leakages from the stream of 
savings because of the conditions and circumstances in 
Much savings are not made available for conversion into 
investible funds; and the factors of depreciation and re¬ 
placement allowances and the level of earnings which 
govern the utilization of investible funds for the acquisi¬ 
tion of capital goods. Tax considerations enter at each 
one of these stages and it is obvious that tax policy can 

* See the First Five Year Plan, Ch. Ill, Para. 1. 

t The First Five Year Plan, Ch. Ill, Para. 11. 

$ The First Five Year Plan, Ch. Ill, Para. 17. 

§ See Report of the Fiscal Commission (1949-50), Ch. 
XV, Para. 206. 


play an important part in restricting or stimulating 
capital formation. 

21. 2. Effect of Taxation. —The high level of taxes on 
income and profits has an immediate impact on the will 
and the capacity to save. The element of steep progres¬ 
sion and the cumulative burden of taxes on a compara¬ 
tively small group of people have seriously affected the 
incentive and scope for thrift and saving. Similarly, the 
conversion of savings into investment has been impeded 
by high taxation on incentives to invest. Risk or venture 
capital prepared to carry the risks inherent in promoting 
new enterprise in an under-developed economy must have 
its reward in the shape of higher earnings. Heavy per¬ 
sonal and corporation taxes, which take away a substan¬ 
tial part of the gains accruing as a result of risk taken 
and pioneering work done, act as a strong deterrent to 
new investment and development expenditure. Tax 
reliefs and concessions are essential for newly established 
enterprises to promote flotation of new ventures. For 
the same reason, further progress and expansion ef exist¬ 
ing enterprises are retEirded. The system of taxation has 
also a direct bearing on the maintenance in tact of the 
existing capital, which is as important as new capital 
formation. It would be an anomaly to allow existing 
capital to be depleted while new capital is being formed. 
The depreciation and replacement allowances rehabilitate 
industry by providing the replacement of productive 
assets at the end of their working life. It follows that 
tax regulations should provide a scheme of depreciation 
allowances properly related to current costs of replace¬ 
ment, without which it is not income but capital that is 
taxed and dissipated Tax policy also influences the 
formation of capital within the industry itself by plough¬ 
ing back of profits. Tax exemptions to new enterprises 
for a given number of years and a reduction in the cor¬ 
poration tax offer direct encouragement to corporate 
savings which are fruitfully invested in development pro¬ 
grammes and schemes of further expansion. 

21. 3. Taxation must correspond to Optimum Rate of 
Capital Formation. —Without formation of capital there 
can be no economic progress and the level of taxation 
must therefore correspond to the optimum rate of capital 
formation. The economic development as envisaged in 
the coming years is in the context of a mixed economy. 
Under the First Five Year Plan, the private sector is 
charged with most of ‘the responsibility for the expansion 
and modernisation of industries and there is the addi¬ 
tional charge that existing capital equipment must be 
maintained in tact through replacement and renewal. If 
the private sector is to discharge these duties, it must be 
left with sufficient resources. The tax policy must be 
devised accordingly. It must be remembered that it is 
the private sector which contributes today 9T3 per cent, 
of the national product, of which about 40 per cent, is 
from commerce, mining and industry.* If essential re¬ 
sources are diverted from the private to the public sector 
through unwise taxation, a lower rate of capital forma¬ 
tion in the private sector will not only lead to economic 
stagnation but may well cause a setback through dissi¬ 
pation of capital which is not replaced fully or fast 
enough in terms of productive capacity. The present 
contribution of the public sector to the national product 
is relatively small and by how much will it increase 
through increments in investment currently contemplated 
is a question which must be considered in determining 
the level of taxation. The increasing expenditure on the 
part of the Central and State Governments, which if well- 
meaning is immediately non-productive, will have to be 
related to the broader question of capital formation and 
to the effects of taxation on such accumulation if 
economic development is to be accelerated for attaining 
higher standards of living. 

Question 22. —(i) Is there evidence for the view that the, 
rate of private capital formation in the community 
has been lower in the last few years as compared 
to the pre-war period ? What factors, in your 
opinion, account for the decline ? ■> 

(ii) Has there been a shift in recent years in the sources 
of capital formation in the private sector as be¬ 
tween individuals, corporations and other institu¬ 
tions ? 

22. 1. Rate of Savings and Investment. —It has been 
pointed out in para. 21. 1 that capital formation is a 
function of savings and that in turn the rate of savings 
is governed by the national income and consumption 
expenditure. No precise statistical data relating to the 
rate of savings or capital formation is available. The 
Fiscal Commission (1949-50) refers in its Reportf to 
Colin Clark’s estimates of Savings and capital invest¬ 
ment in the four quinquennial periods ending in 1938. 
These estimates are summarised in Table No. 22. I. On 
the basis of this Table, the Fiscal Commission 
observes!: that the rate of over-all investment constitu- 

* See the First Report of the National Income Com¬ 
mittee (1951), Ch. V, Table 5. 

t See Ch. XV, paras. 215-16. 

t Ibid., Ch. XV, paras. 215-216. 
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TABLE NO. 22. I. 




Average Annual Rate of Investment in Crores of Rs. 


Rate of 

Percentage 

Period 

Industry 

Agricul - 


Other 

Housing 

Over-all 

Invest¬ 
ment as 
Percent¬ 

of Per 
Capita 
Savings 


and 

tural 

Irriga¬ 

Public 

and Railways 

Total 

age of 

to Per 


Mining 

Improve¬ 

ment 

tion 

Works 

Building 


National 

Income 

Capita 

Real 

Income 


1919-23 


26 

55 

2 

6 

42 

19 

150 

7-6 

9-7 

1924-28 


11 

47 

6 

6 

43 

27 

140 

6-6 

10-6 

1929-33 


10 

39 

4 

4 

52 

5 

114 

70 

90 

1934-3S 


12 

58 

2 

4 

61 

2 

159 

7-3 

11-7 


Total 

59 

199 

14 

20 

198 

53 

543 




(Source ; Report of the Piss 1 1 Commission (1949-50), Ch. XV, Tables 32 and 33) 


ting about 7 per cent, of the national income through¬ 
out the period was supported by a rate of savings equal 
to about 10 per cent, of the national income. The Com¬ 
mission adds: 

“ No comparative figures of savings for post-war 
years are available but an unofficial estimate based 
on admittedly inadequate data suggests the actual 
emergence of dissavings in the years 1946-47 and 
1947-48 followed by a negligible amount of savings 
in 1948-49 when the rate of savings was said to be as 
low as 1-4 per cent. We cannot accept the correct¬ 
ness of these figures. But there can be no doubt 
about the post-war trends in general—that the rate 
of capital formation has declined.”* 

The Fiscal Commission-further expresses the view** that 
in the present-day conditions, the country will be 


* Report of the Fiscal Commission (1949-50), Ch. XV, 
para. 216. 

** Ibid., Ch. XV, para. 215. 


TABLE 


Domestic Savings Crores 

of Rs. 


PUBLIC SECTOR (including Rlys.) 

PRIVATE SECTOR— 

' ' 

98 

Corporate Enterprises .... 

• 

40 

i Unincorporated Enterprises and Personal 
Snnin'/s (residual) of which private 
savings in — 
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(i) Insurance Policies 

40 


(ii) Co-operative Ranks (Deposits and 
Share Capital). 

25 


fiii) Small Savings .... 

30 


(iv) Provident Funds 

15 


(v) Currency and Scheduled Banks’ 
Deposits. 

100 



fortunate if it achieves the pre-war rate of investment. 
These fears seem to be confirmed by the Planning Com-, 
mission. Assuming that the level of per capita national 
income remains constant between 1948-49 and 1950-51, 
the Planning Commission computes the national income 
in 1950-51 (at 1948-49 prices) at about Rs. 8,900—9,000 
crores* and gives an estimate as in Table No. 22 II of 
the saving and investment in the economy in 1951-52. 
The Planning Commission then concludes: 

“Allowing,. however, for the fact that the above 
estimates are in terms of 1950-51 prices and the 
estimates of national income for 1950-51 estimated 
earlier is expressed at 1948-49 prices, the propor¬ 
tion of savings may be placed roughly at 5 per cent, 
of the national income.”** 

Against this is the estimated pre-war rate of saving 
of about 10 per cent. 

SjjjF The First Five Year Plan, Appendix to Part I, 
para. 13. 

** Ibid., Appendix to Part I, para. 19. 


. 22. II. 


(Year: 1950-51) 


Domestic Investment 


Crores 
of Rs. 

ON PUBLIC ACCOUNT 

• 

185 

ON PRIVATE ACCOUNT— 

(i) Large and Small Scale Tndusl ties 

80 


(ii) Transport other than Railways 

25 


(iii) Building Construction . 

100 


(iv) Agricultural and Small Scale Indus- 

20 


tries. 

Investment Abroad .... 

60 



285 


,'vi) Private Savings directly invested 150 
in agriculture, small industries, 

* . buildings, etc. 

(vii) Adjustments . .12 

372 


Total . 470 


Total 470 


(Source : The First Five Year Plan, Appendix to Part I, Para. 19) 


Dealing with the five-year planning period as a 
whole, the Commission expects that in 1955-56 the 
national income will be higher at about Rs. 10,000 
crores,* and that the savings will go up to about Rs. 675 
crores**, gradually in the first two years and more 


* The First Five Year Plan, Appendix to Part I, 
para. 13. 


rapidly in later years. On this footing, the resources 
available internally for investment over the five-year 
period are estimated at 2,700—2,800 crores, @ which, 
with the help of sterling balances and external finance, 

** Ibid. Appendix to Part I, paras. 20-21. 

@ Ibid. Appendix to Part I, paras. 20—21. 
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are expected to support an aggregate investment pro¬ 
gramme in the public and private sectors of the order 
of Rs. 3,500—3,600* as shown in Table No. 22. III. 
The investment programme of large scale industries in 
the private sector and the sources of such investment 
are estimated as in Table No. 22. IV. Against this back¬ 
ground of the past and the present and the expectations 
of the future, the Planning Commission in its July 1953 
Report expresses its disappointment at— 

“ The inability of the private sector to maintain 
the rate of investment according to the plan and 
programme.” 

22. 2. The Effect of Budget Surpluses.—The doubts 
and fears that have been from time to time entertained 
about the rate of private saving and investment seem 
to find a reflection in what little statistical data that is 
available. For example, compared with the pre-parti¬ 
tion years, the quantum of savings in the private sector 
was substantially reduced by the creation of budget 
surpluses through taxation during 1948-52. This is 
apparent from Table No. 22. V. As the Table shows, 
the Central and Part A State budgets had an over-all 
surplus of Rs. 271 crores and Rs. 19 crores respectively 
from 1948 to 1952 and capital formation in the private 
sector was the loser to the extent of these Rs. 290 crores. 

* Ibid. Appendix to Part I, para. 21. 
_ TABLE NO, 22, III. 

Total Investment Expected—1951-56 Crores of Rs. 


PLANNED INVESTMENT— 

Public Sector 1,650 Approx. 

Private Sector — 

Large Scale Industries . 533 

Transport other than Railways 17 550 ,, 

UNPLANNED INVESTMENT— 

Agriculture, Small Seale Industry, Buildings, 1,300 „ 

etc. 


Total . 3,500 



(Source: The First Five Year Plan, Ch. IV, para 5 
Ch. XXIX, para 33, Ch. XXXI, para. 36 and Appen¬ 
dix to Part I, para 21.) 


TABLE NO. 2 

2. IV. 

(Period: 

1951-56) 

Requirements of Industries 

Crores 
of Rs. 

Sources of Finance 

Crores 
of Bs. 

Expansion Programme 

233 

Corporate Savings 

200 

Replacement and Modernisa¬ 
tion. 

150 

New Issues 

90 

Additional Working Capital 

150 

State Assistance 

5 

Current Depreciation 

80 

Industrial Finance 
Corps. 

20 



E.P.T. Refunds 

60 



Bank and Other 
Short term 
Finance. 

158 



Foreign Invest 
inent. 

80 

Total 

613 

Total 

613 


(Source: The First Five Year Plan, Ch. XXIX, para. 33.) 


22. 3. Experience of Government Borrowing .—During 
the war years, Government was the largest borrower of 
private savings and there was a steady increase in the 
outstanding amount cf Government of India loans. In 
post-partition years, though Part A State loans and 
small savings maintained their position, the Central 
Government was unable to complete its borrowing pro¬ 
grammes. In fact, as appears from Table No. 22. V, 
it expei>ienced a sharp set-back during 1948-52. In¬ 
stead of fresh borrowing, there was net repayment 
during these years, pointing to actual dissaving. The 
inverse relationship between Central Government 
budget surpluses and deficits on the one hand and public 
borrowing on the other is reflected in the Table which 
shows the parallel but contrary movements of the two 
series. The Table also indicates that the era of budget 
surpluses is drawing to a close with a corresponding 
change in the trends that have been in operation in the 
post-partition years. 

22. 4. Significance of Continuous Decline in Stock Ex¬ 
change Values .—The paucity of savings as a result of 
top-heavy taxes and the shift of incomes to classes not 
accustomed to save was also reflected in the diminished 





TABLE NO. 22. V. 



(In Crores of Rs.) 


Year 


Increase 

Govt, of India 
Loans 

( + ) or Decrease (—) 
in 

Small Savings Part A States 
Loans 

Increase (4-) or Decrease (—) 
in 

Central Govt. Part A States 
Budget Budgets 

1939-40 



+ 12-3 

—6-1 

+4-5 


+ 1-6 

1940-41 



+ 124-4 

-26-6 

+ 37 

—6-5 

+2-3 

1941-42 



+37-3 

—13-2 

—03 

-12-7 

+3-9 

1942-43 



+ 136-8 

-2-8 

+81 

—111-8 

+6-1 

1943-44 



-1-257-9 

+25-7 

+85 

-189-9 

+9-5 

1944-45 



+205-5 

+40-7 

+ 11-3 

-160-6 

+3-9 

1945-46 



+280-1 

+62-3 

+8-4 

-123-4 

+ 11-2 

1946-47 



+ 37-6 

+51-7 

+4-3 

-0-6 

+8-7 

1947-48 



—-12-7 

-40-1 

-19-4 

-6-6 

+8-6 

1948-49 



-38-7 

+38-0 

+ 3*7 

+50-9 

+ 7-4 

1949-50 



-26-2 

+22-1 

+4-5 

+ 33-3 

+4-0 

1950-51 



—13-7 

+32-5 

+7-7 

+59-2 

+ 1-2 . 

1951-52 



-36-4 

+46-3 

+ 11-0 

+ 128-1 

+ 6-5 

1952-53 



+3-5 

+45-0 

+0-3 

-3-8 

3-1 


(Source : Reserve Bank of India Reports on Currency and Finance, 1940-41 to 1952-53) 
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activity in capital markets and the continuous decline in 
Stock Exchange Values in post-partition years. The 
extent of the decline as compared to the rise in the 
pre-partition period appears in Table No. 22. VI. The 
Table shows the uninterrupted fall in the indices of 
gilt-edged, fixed yield and variable yield securities at a 


time, it must be noted, when all other price indices were 
moving upwards. The gilt-edged market had a prop 
in official purchases which absorbed sales by the public 
and prevented a sharper drop. Table No. 22. VII show¬ 
ing the increase in Government Security holdings of the 
Reserve Bank of India under two principal heads gives 

Table No. 22 VI. 


(Index Numbers) 




Si' 

ui'itv Prices 

* 

'Bullion 



Wholesale Prii 

OS 


Cost, uf 












Living 

Year 








fndus- Semi- 



(Bombay 


(hit- 

Fixed 

Variable 

t ink! 

Silver 

K< H >d 

trial Manvi- 

Maim 

Tt'neral 

Index) 



Edged 

Yield 

Yield 



Articles 

Haw lactmed 

Inclined 

Index 










Materials (loo< Is 

< 



1938 


loo 

100 

100 

100 

100 






1939 


95 

101 

109 

112 

1 10 

1IIO 

|0(l loo 

loo 

100 

100 

J 940 


94 

108 

110 

119 

124 




1 18 

107 

1941 


97 

120 

121 

125 

132 




130 

118 

1942 


94 

iOH 

122 

162 

186 




159 

150 

1943 


96 

124 

163 

216 

239 

269 

.. 


218 

219 

1944 


97 

131 

184 

201 

255 

247 

.. 


241 

226 

1943 


97 

140 

198 

226 

267 

248 

.. 


244 

224 

1946 


104 

141 

254 

275 

316 

263 

.. 


267 

246 

1947 


104 

124 

195 

302 

328 

292 

365 252 

277 

297 

265 

1948 


102 

112 

147 

318 

338 

374 

431 317 

341 

367 

288 

1949 


101 

103 

118 

323 

347 

389 

46-4 328 

344 

38t 

292 

1950 


101 

101 

1 2 

321 

363 

410 

503 341 

348 

401 

298 

1951 


98 

99 

130 

316 

383 

410 

608 378 

390 

439 

314 

1952 


91 

92 

111 

256 

326 

360 

454 347 

378 

387 

321 

1953 


92 

91 

106 

247 

312 

407 

489 365 

371 

410 

358 


(Aug.; 


SffiAttract, India, 1050, Tables Nos. .2,, 1 24 and 120 and Monthly Abstract of Statistics, October 1W Table 57 and 
September 11)53, Tables 06 to 1 1.) 


Table No. 22. VII. 


(Crimes of Its.) 


Year 


Holdings of Government 
Securities (excluding 
Treasury Rills) 
bv the Reserve Bank 
of India 


1939-40 

1040- 41 

1041- 42 

1042- 43 

1043- 44 
1944-45 
1045-40 

1946- 47 

1947- 48 

1948- 49 

1949- 50 

1950- 51 

1951- 52 

1952- 53 


Investment 

Hu pee 

(Banking 

,Securities 

Dept ) 

(Issue Dept.) 

. • • '' 

9 

15 

46 

13 

21 

9 

30 

10 

22 

22 

21 

40 

21 

m 

s 

108 

21 

126 

18 

123 

98 

106 

130 

109 

172 

loo 

168 


some indication of the support extended by the monetary 
authorities, particularly in the post-partition period. T..e 
actual scale of purchases must have been much larger. 
As the Report of the Central Board of Directors ot the 
Reserve Bank of India acknowledges— 

“ The net purchases of securities by the Reserve 
Bank of India in 1950-51 had been of the order of 
Rs. 75 crores.”* 

Variable yield securities had no such support to 
cushion the impact of selling pressure and the fail in 
their prices was much steeper. The loss during the post- 
partition years in the market value of equity shares 
quoted on the principal Stock Exchanges in India as 
against the gain in the earlier period is summed up in 
Table No. 22. VIII. The heavy depreciation in stock 
market prices continued unabated after October 1948 
with a further sharp break in March 1952 whereafter 
the position has tended to stabilize. Referring to these 
severe price changes, the Fiscal Commission says 

“ It is alleged (they) are due not to normal market 
fluctuations but to extensive speculative opera¬ 
tions. ”t 

* Report ~~of the Central Board of Directors of the 
Reserve Bank of India for the year ended June 30, 1952, 
PcirH 19 

t Report of the Fiscal Commission (1949-50), Book V, 
Ch. XV, para. 211. 
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The Commission studiously refrains from expressing 
its own opinion on the subject. Hectic speculation can 
cause heavy upsets—as aided and abetted by a wrong 
monetary policy it did in 1946-47—but it must be re¬ 
membered that— 

“The long term movement of stock market prices 
is a derivative of the trend of national economic 
progress deflected to either side by disturbing mone¬ 
tary and technical factors ; that the medium-term 
movement is an aspect of the trade cycle and its 
concomitants and that the short period movement 
is the outcome of market influences.”* 

The allegation that speculation—no matter how 
rampant—can drive the prices of all securities—specula¬ 
tive and non-speculative, equity, fixed yield and gilt- 
edged—consistently in one direction over a number of 
years against the general current cannot bear any 
serious scrutiny. It is contradicted by the experience 
of the First World War and its aftermath which also 
constituted a period of violent speculative activity. 
Table No. 22. IX (page 348) records the fluctuations in 
stock market prices during these two highly speculative 
war cycles and correcting them by the general price 
index brings out the striking difference between the two 
periods. Obviously, a more fundamental factor, other 
than speculative manipulation, has been in operation 
dur ing the second war cycle. A glance at Table No. 22. 

“‘Output’, No. 3, August, 1950, “Stock Exchange 
Prices , p. 21. Also see pp. 17-26 for a detailed analysis 
of war and post-war stock price fluctuations. 


VI shows that the unchecked fall has been against a 
background of rising prices in all other sectors of the 
economy. This is a significant fact. It implies that 
existing capital goods in the form of plant, machinery, 
working mills, factories and other business undertakings 
—which shares ot joint stock companies represent— 
were under-valued in terms of non-capital goods and 
new capital goods. Such under-valuation can only be 
accounted for by the dearth of savings and capital form¬ 
ation. Stocks and shares are the most liquid of in¬ 
vestments and the stock market is the paying teller's 
window at which an investor immediately presents him- 
seif whenever he desires to withdraw his savings, either 
lor capital employment, or for making an essential 
provision like payment of life insurance premium or calls 
on holdings of partly paid shares, or for incurring any 
kind of consumption expenditure. The amount the in¬ 
vestor can withdraw depends on the market price. If 
the demand for a particular kind of share is less than 
(he supply, the market price of that share declines. 
When the demand for all kinds of shares and securities 
—equity, fixed yield and gilt-edged—is less than the 
supply, it means that the inflow of savings is less than 
the outflow, and then the market as a whole declines. 
When that decline is continuous and uninterrupted at a 
time when all other prices are rising, as has actually 
been the case till recently, the conclusion is that re¬ 
placement savings for maintaining the position are not 
available and that in fact dissaving is taking place. 
This is what has been happening in the economy of the 
country in the posl-partition years, though currently it 
seems that perhaps the trends are again being drawn 
into alignment. 


Table No. 22. IX. 



r~ 


First World War 

----A_ 



Second World War 



Year 

Variable 
Yield 
Security 
Price 
i ndex 

(Jencra 1 
Index 

“ ('Directed ’! 
Variable 
Yield 
Security 
Price 

Index 

“ Corrected ” 
Variable 
i Yield 
Security 
Price 

Index 

- 

General 

Index 

Variable 

Yield 

Security 

Price 

Index 

Year 

1914 

• 

7 

100 

100 

100 

100 

100 

100 

1939 

1915 

♦ 

• • 

101 

112 

90 

97 

119 

112 

1940 

1916 

• 

• • 

130 

128 

102 

96 

128 

123 

1941 

1917 


• * 

158 

145 

109 

80 

157 

125 

1942 

1918 


• » 

194 

178 

109 

76 

226 

173 

1943 

1919 

• 

• « 

212 

196 

108 

81 

239 

194 

1944 

1920 


• • 

298 

201 

143 

87 

243 

210 

1945 

1921 


• • 

287 

178 

161 

105 

2G5 

278 

1946 

1922 



256 

J76 

146 

74 

287 

210 

1947 

1923 



182 

172 

106 

49 

355 

174 

1948 


(Source : Output No. 3, August 1950, “ Stock Prices ”, Table No. 2, p. 22.) 


22. 5. Significance of Decline in Neiv Issue Activity - 
The unbroken decline in stock market values in opposi 
tion to rising prices in all other directions implies a 
upset in the balance of power between the saving an 
the non-saving groups in their command over the avah 
able resources of the community. Those investors wh 
sell shares to meet current liabilities arising fo 
example, out of the high cost of living, or to pr’ovid 
capital for an existing or new enterprise, receive mud 
less m real terms than what they invested. Those wh 
t^ e J J °" OWed against their holdings for the purpose o 
financing expansion projects or new or existing enter 
^emselves in similar difficulties as the over 
T>v? fts aild loan c va ue of their investment diminishes 
This shrinkage of savings and under-valuation of exist 
ng capital goods has two effects. First, the process o 
seasoning ’ is arrested. In the absence of replacemen 
there is a slow-down in the outflow of risl 
nnS! tal f 5° m c ? ncerns that have become established *b 
new ventures, leaving more conservative capital to tak 
its place. Secondly, new issue activity is further dis 
couraged because those who invest in shares of nev 

fin I H P ?vi 11 t S ’ 4 i! V ^ 1Cl1 have to ac fl uire assets at a high cost 
c£ d ir that , th , eir .savings evaporate in terms of curren 
±£, mS , r * et prlce f' For these reasons, industry is com 
t a ?, reat ?F degree of self-financing, and whei 
capital is at all forthcoming—as it seems to be of late 

fprpn^ reSS u S 3 prefe 5 erlce for debentures or quality pre 
ference shares or for further issues by existing ran 
cerns and shows marked reluctance to engage itfelf h 


new issues made by recently floated companies. These 
symptoms appeared in the post-partition period and 
they indicate, not that capital has been on strike as has 
been alleged, but that savings have been dwindling and 
that capital has been in distress. . 

22. 6. Evidence of Decline in New Issue Activity.— 
rhe new issue market has remained stagnant in the 
post-partition years and the amount of capital for which 
permission has been sought from the Controller of 
Capital Issues has continued to dwindle from year to 
year. The consents given by the Controller of Capital 
Issues are summarised in Table No. 22. X, and though 
they do not represent the actual capital raised, they are 
useful indicators of the general trend. The Table also 
shows the increase in paid-up capital of joint stock com¬ 
panies a striking advance by doubling itself over the 
war decade in spite of loss through partition. However, 
the entire amount of the increase did not signify forma¬ 
tion of new capital in the private sector. For example, 
it is estimated that in the post-partition period more than 
Rs. 25 crores of the paid-up capital was contributed by 
the State, as must as Rs. 17 crores being the capital of 
Sindri Fertiliser which was registered as a private limit¬ 
ed liability company at the end of 1951. Further, as can 
be seen from Table No. 22. IX, the amount of bonus 
issues sanctioned in three years from 1948 to 1951 
totalled upto Rs. 35 crores, from which it may be in¬ 
terred that a sizeable portion of the increase in paid- 
up capital must have been composed of bonus shares 
Ibe issue of such shares merely involved capitalisation 
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of existing reserves in the joint stock system and did 
not involve any fresh capital formation. The same was 
the effect of the conversion of private businesses into 
limited liability companies, which occurred on a fairly 
extensive scale, partly with a view to reducing the tax 
liability and also with the object of inviting public parti¬ 
cipation in the capital of those concerns. A number of 
important foreign business houses with industrial, trad¬ 
ing and managing agency interest were also registered 
in the same manner, though in their case it was prob¬ 
ably followed by repatriation of the sale proceeds in¬ 
volving the withdrawal of foreign capital from the 
country. Lastly, much paid-up capital was lost through 
companies—particularly newly floated ones—ceasing to 
work without being taken into liquidation, the figures 
for which are not reflected in Table No. 22. IX. Making 
these allowances, the joint stock sector nevertheless 
witnessed a large expansion during the war decade. The 
advance was not confined to established industries but 
was broadly diversified. Table No. 22. X gives the 


breakdown of the increase in the total paid-up capital 
under various classified heads and it shows that the 
steepest rise was in the blanket category—trading and 
manufacturing ” concerns, which accounted for as much 
as Rs. 56 crores in 1947-48 and Rs. 30 crores in 1948-49. 
In fact, the post-partition period is distinguished 
from the pre-partition period for the sharp increase 
in paid-up capital as much as the pre-partition period is 
distinguished from the post-partition period for 
a rapidly accelerating interest in new capital 
issues, particularly by newly floated ventures. This can 
be seen from Table No. 22. IX. The pre-partition gesta¬ 
tion period and the post-partition digestive period are, 
however, parts of a continuous process and comple¬ 
mentary to each other. The rapid increase of paid-up 
capital in the post-partition period represents in a sub¬ 
stantial measure the capital called up on partly paid 
shares subscribed for in the pre-partition boom period. 
The liability in respect of such payments could not be 
escaped, and the funds for them were probably found, 


Table No. 22. X 



Yea i* 


Consents Granted by the Controller of Capital Issues* 


Net 

Increase 
in Paid-up 
Capita] of 
Joint Stock 
Companies 

Paid-up 

Capital 

of 

Companies 

Liquidated 

f— ■■ 

Initial 

3 ssues 


Further Issues 


Total 

Amount 

Sanctioned 

Other 

than 

Bonus 

Bonus 

Deben¬ 

tures 

Total 

1939-40 








13 

4 

1940-41 








6 

3 

1941-42 








16 

3 

1942-43 








11 

4 

1943-44 


58 




35 

93 

IS 

5 

1944-45 


70 




42 

112 

35 

2 

.1945-46 


1 14 




51 

165 

35 

3 

1946-47 


211 




00 

271 

55 

7 

1947-48 


101 


• • 


62 

163 

90 

10 

1948-49 


65 

35 



52 

117 

59 

<> 

1949-50 


12 

34 



43 

55 

94 

7 

1950-51 


17 

33 

9 

12 

54 

71 

50 

8 

1051-52 


23 

20 

10 

3 

33 

56 


4 

1952-53 


9 

30 

6 

0 

38 

47 


7 


* (Adjusted for the oeriod 1943-47 for which combined statistics were published in Reports Nos. 1 to 6. 

(Source : Reports of the Controller of Capital IssuesNos. 1 to 32, Statistical Abstract, India, 1950, Tables 
Nos. 130 to 137, and Monthly Abstract of Statistics, December 1951 and September 1953.) 


Table No. 22. XI. 


(In crores of Rs.) 


Increase or Decrease (—) in Paid-up Capital of Joint 
Stock Companies 



Year 


Banking 

Transport 

Plantation 

Mining 

Trading 
and Manu¬ 
facturing 

Cotton 

Mills 

Misce¬ 

llaneous 

Total 

1939-40 



—0-4 

0-6 

0-3 

0-2 

6-1 

1-4 

5-1 

13-3 

1940-41 



—1-4 

1-6 

—0-1 

0-2 

54 

2-2 

—20 

5-9 

1941-42 



1-2 

0-4 

—01 

0-3 

10-7 

0-9 

2-2 

15-6 

1942-43 



2-6 

—1-1 

0-5 

0-1 

4-3 

1-9 

20 

10-9 

1943-44 



3-8 

0-5 

30 

0-6 

2-8 

1-5 

5-4 

17-6 

1944-45 



9-5 

0-4 

1-8 

0-4 

13-3 

2-8 

7-0 

35-2 

1945-46 



6-5 

6-1 

1-8 

1-7 

9-1 

1-8 

8-3 

35-3 

1946-47 



3-6 

9-5 

L-0 


20-8 

3-9 

15-8 

55-2 

1947-48 



8-1 

1-4 

2-2 

6-8 

55-7 

8-9 

7-0 

90-1 

1048-49 

, 


—0-4 

7-8 

2-3 

4-4 

30-2 

5.0 

95 

58-8 


45 a 


(Source : Statistical Abstract, India, 1950, Tables Nos. 130 and 131.) 
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as often as not, by selling existing holdings, which added 
to the pressure of sales in the open market. The over¬ 
load taken in the earlier gestation period would have 
been in any case difficult to digest and was bound to 
precipitate a break in prices. However, the break re¬ 
mained unchecked and developed into an uninterrupted 
fall as long liquidation set in on the investing class find¬ 
ing the old no less than the newly accumulated invest¬ 
ments progressively too heavy and beyond its means 
to carry at ruling prices. That was because political 
changes altered its composition and attenuated its num¬ 
bers and crushing taxes, a high cost of living and 
other adverse economic developments forced it into dis¬ 
saving in subsequent years. Hence, while on the one 
hand the paid-up capital continued to increase at a re¬ 
markable pace in the post-partition period, major new 
issues on the other hand were few and far between, 
with the emphasis resting on preference shares and de¬ 
bentures carrying high rates of interest. Formation of 
new risk capital was at a low ebb. In fact, as can be 
gathered from Table No. 22. IX, the amount of further 
new issues (excluding bonus shares) for which consent 
was given by the Controller of Capital Issues in 1952-53 
was as little as Rs. 30 crores and that for initial issues 
by newly floated ventures only Rs. 9 crores, the smallest 
on record for any year. The process of adjustment now 
seems to be nearing its end. The consents granted by 
the Controller of Capital Issues have increased in the 
current year, pointing to a possible revival of new issue 
activity, and other trends also—as noted in paras. 22.3 
and 22.4 above—seem to confirm the signs abroad that 
stock market conditions may gradually become more 
favourable if the policies are revised to leave a margin 
for savings and investment and if reasonable economic 
policies are pursued so that the general conditions con¬ 
tinue to improve. 

22.7. Comparison with the pre-Second World War 
and the First World War Periods. —The progress made 
in the joint stock sector in the period of the Second 
World War may be considered in the light of the experi¬ 
ence of the First World War and the period immediately 
before the Second World War including the years of the 
great depression. Table No. 22. XII makes this com¬ 
parison. It shows that in the period of the great 


Table No. 22. XII. 
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* Separation of Burma. 
** Partition in 1947-48. 


(,Source : Reports of Joint Stock Companies in India, 
Department of Commercial Intelligence and Statis¬ 
tics.) 


depression, much paid-up capital was dropped in the 
early years, and that the lost ground was only retrieved 
at the end of 1938, after which the rate of increase 
quickened upto about Rs. 11 crores per annum. A more 
comparable period is that of the First World War, when 
the paid-up capital almost quadrupled itself, giving an 
annual increase of about Rs. 19 crores. Correspond¬ 
ingly in the period of the Second World War, the paid- 
up Capital expanded two and a half times and the 
average annual rate of increase was Rs. 43 crores. If 
the rise in prices that occurred during the interval is 
taken into account, it becomes clear that the progress 
in the joint stock sector in the decade of the Second 
World War has not been as remarkable as at first sight 
appears. An assessment in terms of national income 
points to the same conclusion. Figures of national in¬ 
come comparable to the estimate of Rs. 8,730 crores for 
1948-49 are not available for earlier years. Colin Clerk’s 
estimate* of national income for the period 1919-23 is 
approximately Rs. 2,000 crores per annum, K. T. Shah 
and K. J. Khambata’s estimate** for 1921-22 is Rs. 2,304 
crores and Sir M. Visvesveraya® puts it at Rs. 2,223 
crores for 1922-23. Table No. 227 XIII presents a very 
rough picture on the basis of these estimates. Obvious¬ 
ly, the period of the First World War stands on a higher 
plateau than that of the Second World War, with the 
trough of the Great Depression Period in between. It 
therefore does not seem wrong to surmise that, though 
the Second World War period marked a distinct 
improvement on the static position of the immediately 
preceding period which included the years of the great 
depression, notwithstanding that striking expansion, the 
rate of increase relatively lagged behind the rate 
achieved in the period of the First World War. The 
needs and requirements of the development period that 
lies ahead are bound to make greater demands. In this 
respect, the provision made by the Planning Commis¬ 
sion as recorded in Table No. 22. IV appears to be an 
underestimate. In any event, the utmost exertion will 
be necessary if the targets are to be attained. All the 
efforts, therefore, must be directed at stepping up the 
rate of saving and investment and in creating condi¬ 
tions which make this increase possible in the context 
of a mixed economy and a democratic form of govern¬ 
ment. 

* See Table No. 22. I above. 

** K. T. Shah aiid K. J. Khambatta, “Wealth and 
Taxable Capacity of India 

@ 1VI. Visvesveraya, “Planned Economy for India ” 
Table III, p, 400. 

Table No. 22. XIII. 
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1920-25 

153 

31 

2,200 Approx. 

1-4 

1940-51 

348 

70 
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22.8. Impediments to Capital Formation. —Many 
factors have tended to impede the formation of capital 
in the private sector and among the most important 
have been the shifts in the distribution of national in¬ 
come and the high level of taxes, particularly direct 
taxes on income and profits. Their repercussions have 
been examined in some detail in the answers to Ques¬ 
tions Nos. 13, 14 and 17 above. These and the other 
causes may be briefly enumerated as under: — 

(a) Attenuation of the Investing Class in numbers 

and capacity. —The wealthy class of princes 
and zamindars has disappeared as a result of 
political changes and the urban population, 
particularly the middle class who formed the 
backbone of capital investment, has been 
impoverished. As the Fiscal Commission 
acknowledges— 

“ There is no doubt that increased pur¬ 
chasing power is now passing to population 
who have not been in the habit of saving 
and investing, while owing to higher costs 
of living and other causes the margin of 
savings available with those classes who 
usually invest in industries is being stead¬ 
ily reduced.”* 

(b) Multiple taxation through high income-tax, 

super-tax and corporation tax as well as 
E. P. T. and B. P. T. ( now abolished). —These 
have reacted on the ability to save and the 

* Report of the Fiscal Commission (1949-50), Ch. XV, 

para. 212. 
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incentive to invest and led to capital erosion 
because of the insufficiency of the allowances 
for renewal, replacement and rehabilitation. 

(c) The ravages of partition, the consequent dislo¬ 

cation of the economy of the country and the 
continuance of controls. —The destructive in¬ 
fluence of these factors has abated, particular¬ 
ly after 1953, but in the post-partition period 
they impaired the normal working of the 
economy, throttled business activity and 
diverted large amounts of black-market 
money into hoards and anti-social activities. 

(d) Futile and psychologically adverse legislation— 

for example:—- 

(i) dividend limitation ; and 

(ii) capital gains tax. 

Both these have now been abolished. 

(e) Unsound notions of what constitutes “ fair re¬ 

turn on capital ” as illustrated in 

(i) Government’s rejection of the Tariff Commis¬ 
sion’s considered recommendation that 
there should be a small increase in the re¬ 
turn on Tata Iron and Steel Company’s 
gross block, even though the rate of 8 to 
10 per cent, on gross block adopted by 
earlier Tariff Boards could not be deemed 
reasonable in the current changed circum¬ 
stances when tax liabilities and replace¬ 
ment costs have increased so much ; 


O') Discrimination against capital as evinced iti the 
frequent oral and sometimes actual depar¬ 
tures from the April 1948 policy declaration 
on nationalisation—for example: — 

(i) the recent overt threats to nationalise bank¬ 

ing and insurance ; 

(ii) the nationalisation of air transport in con¬ 

travention of the recommendation made by 
the Air Transport Enquiry Committee, 1949, 
from which the Chairman of Air-India, 
Ltd., drew the following conclusions ; 
namely, “ that private enterprise should 
not rush into a new field without making 
sure that the total productive capacity so 
created will not exceed the available 
demand and that the industry will be 
allowed to function with a reasonable 
measure of freedom ; that a detailed econo¬ 
mic plan, once accepted by Government, 
should not be changed arbitrarily without 
careful consideration at the highest levei 
and without consultation with those con¬ 
cerned ; that the appointment of high power 
commissions does more harm than good if 
their recommendations are to be disregard¬ 
ed, as happened in the case of the Air 
Transport Enquiry Committee’s Report. 

* Presidential address at the Annual General Meet¬ 
ing of the Federation of Electricity Undertakings of 
India, September 1953. 


Finally, that safeguards instituted in the 
lorm of statutory authorities for control or 
licence purposes should not be allowed to 
be destroyed by constant interference by 
the executive, as happened in the case of 
Air Transport Licensing Board.”* 

( g ) The inequitable and confiscatory terms of com¬ 

pensation against the spirit, if not the letter, 
of Article 31 of the Constitution—as in the 
case of the nationalised air transport com¬ 
panies whose assets were arbitrarily acquired 
at much below current market prices. As 
the Chairman of Air-India International pro¬ 
tested : — 

“ The principle of paying to the owners 
the market value of assets compulsorily 
acquired is a well proven and accepted one 
which has been invariably adopted by 
democratic Governments and public bodies, 
in India and elsewhere. The fact that the 
assets may have increased in value since 
their original purchase or creation has never 
been allowed to invalidate this eminently 
sound and fair principle. In the case of the 
nationalisation of the Indian airlines, it has 
been wholly set aside by Government.”** 
The Chairman’s speech at the meeting of Air- 
India, Ltd., was more forthright in pointing out as 
follows how enterprising investors who had risked 
their savings in a pioneering venture were mulcted 
of their dues: — 

“The use of the term ‘ compensation ’ in the 
debate in Parliament and in the Act has created 
the wrong impression in some quarters that com¬ 
pensation for the loss of business, licences, profits, 
etc., will be paid to the nationalised companies in 
addition to a reasonable price for their assets. 
Such compensation, if payable at all, will be pure¬ 
ly nominal—the maximum is fixed at Rs. 10,000— 
while nothing will be paid towards the heavy 
development expenditure incurred by the opera¬ 
tors in the course of opening new routes, etc. 

the nationalised companies will receive about one- 
fitth of the world price for Dakotas, Vikings and 
Skymasters and about 50 per cent, for Constella¬ 
tions. Even if we ignore world prices, the figures 
fixed for Dakotas will be about half the Indian 
market prices. To that extent, therefore, it may 
legitimately be contended that the terms on which 
the air transport industry is being taken over con¬ 
tain an element of expropriation.”* 

(h) Expropriatory labour awards as in the case of— 

(i) the Cawnpore Electric Supply Corporation 

award (subsequently set aside on technical 
grounds) which ordered the distribution of 
Rs. 75 lakhs of the shareholders’ capital 
amongst some 2,000 employees ; 

(ii) the recent case of the Madras Electric Tram¬ 

ways where the Appellate Tribunal has 
ordered that 50 per cent, of the unused re¬ 
serves belonging to the shareholders of the 
Company should be distributed among the 
workers. 

(t) Unwarranted discrimination practised against in¬ 
vestors as, for instance, in the case of— 

(i) the Sholapur Mills where the rights of in 

vestors (as represented by the minority 
group of shareholders, which was respon¬ 
sible for exposing the mismanagement after 
years of concentrated effort spent in com¬ 
pelling a strangely reluctant Government to 
act) were wholly ignored when constituting 
the new management under the Sholapur 
Spinning and Weaving Company (Emergency 
Provisions) Act, 1950, and where what, in 
declaring the Act ultra vires of the Consti¬ 
tution, the Supreme Court described as 
nationalisation without compensation was 
sought to be practised by Government fm 
the benefit of labour at the expense of in¬ 
vestors ; 

(ii) the nationalised airline companies when an 

attempt was made in the Parliament (no 
matter what justification there might have 
been in the case of a particular company) 
to interfere with the basic contractual rights 
of Preference and other classes of share¬ 
holders inter se ; 

(iii) the latest Nagpur Textile Mills award, where 

with reference to the reserve funds belong¬ 
ing to investors the Chairman of the 
Madhya Bharat Industrial Court has gone 

* Chairman’s address at the Annual General Meeting 
of Air-India, Ltd., June 1953. 

** Chairman’s address at the Annual General Meet¬ 
ing of Air-India International, Ltd,, June 1953. 


(ii) Government’s refusal in the case of electric 
power industry to raise to 6 per cent, the 
over-riding limit of 5 per cent, on the net 
block or depreciated cost of fixed assets 
prescribed under the Electricity Supply Act 
which was passed in 1948 when the cheap 
money policy was at its peak. To repeat 
the complaint made by the Federation of 
Electricity Undertakings of India— 

“ The bank rate may go up, the interest 
rate on gilt-edged securities may in sym¬ 
pathy move forward, the fully secured 
loans of the Central Government's own 
Industrial Finance Corporation may even 
demand an interest rate as high as 61 per 
cent.; and all these by executive acts 
moving in response to the day to day 
pressures of economic laws. Yet our 
request for a modest increase of one per 
cent, (making six per cent.) in the basic 
rate of ordinary equity risk return to be 
permitted to the investors in the electric 
supply industry has to be taken before the 
seat of Government itself, and for two 
years has been kept waiting in vain to get 
that far. I really wonder whether one 
could anywhere find a parallel case where 
a Government, having rightly given 
absolutely top priority to schemes for the 
development of electric power in its plans, 
has been so callously or indifferently 
ignored, in the way that seems to be hap¬ 
pening here, the very essentials necessary 
to the development of a substantial part 
of that urgently needed power.”* 
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to the extent of declaring that “ it would 
not be proper to hold that the owner of 
the machinery would have an absolute 
right or control over such fund ” and fur¬ 
ther that “ labour should have greater con¬ 
trol over the fund than the investor 
<iv) the numerous labour tribunals’ bonus awards 
where varying rates of return over capital 
are arbitrarily assumed in determining the 
percentage of profits to be distributed 
among workers as bonus and the rights and 
interests of investors are belittled or ignor¬ 
ed at the whims and fancies of the adjudi¬ 
cators concerned. 

(J) The volume and pace of welfare legislation as 
for example industrial housing schemes 
Employees’ State Insurance, Provident Fund, 
retrenchment gratuity, lay off benefit, etc. —-In 
other countries, such benefits have followed 
on improvement in productivity per man hour 
but here it has been otherwise. The Fiscal 
Commission quotes the following from the 
Chairman’s speech at the annual genera! 
meeting of the Tata Iron & Steel Co., Ltd., 
held in August 1949: — 

“ Whereas the average labour cost per ton of 
finished steel has gone up from Rs. 31.54 in 1939-40 
to Rs. 92.80 in 1948-49, the average outout of 
finished steel per employee has declined from 24.36 
tons in 1939-40 to 16.30 tons in 1948-49. While the 
increase in labour cost can be explained to a great 
extent by the increase in the cost of living, it is 
the decline in the output per head by nearly one- 
third which is an index of the prevailing malaise 
and which causes serious anxiety. The number 
of men employed in (your) company is not only 
several times the number required for the same 
output in advanced countries like America and 
Europe, but is far in excess of the number of 
men required even under Indian conditions. This 
is particularly so in the maintenance departments 
where, ironically enough, the men who have 
recently had the largest increase in emoluments 
have given the greatest trouble. The output per 
man in our structural shops is half a ton per 
month, whereas the average output per man in 
similar shops in the United States is 5 tons per 

month.We have been advised by experts that 

in our maintenance departments the majority of 
the men are working at one third to half of 
their capacity even under normal Indian condi¬ 
tions.”* 

In the circumstances, the deadweight load on industry 
has continued to increase and its inflated cost structure 
has tended to rigidity, thus reducing the return on 
capital employed. 

The cumulative effect of the foregoing factors has 
been to cause serious misgivings in the minds of inves- 
tors, to curtail the scope of profitable enterprise and 
impede formation of risk capital in the private sector 
The Planning Commission is reported to have estimat¬ 
ed that new investment in industry has been about 
Rs. 60 crores during the first two years of the Plan 
against a rate of investment of the order of Rs 50 crores 
per annum provided for in the Plan. If the targets are 
to be reached, it is clearly necessary to create condi¬ 
tions favourable to investment in industry. In effect, 

* Quoted by the Fiscal Commission (1949-50) in its 
Report, Ch. XVII, Para. 240. 


and labour policies in particular must be suitably re¬ 
vised so that the margin of savings may expand and 
opportunities may be restored to equity capital to earn 
a fair reward for the risks it undertakes. 

22. 9. Shift in the Sources of Capital Formation .— 
The relative slowness in the rate of capital formation 
has been accompanied by a shift in the sources as be¬ 
tween individuals, corporations and other institutions. 
The middle classes who were capable of saving and had 
a mind to invest have suffered a major eclipse. The 
precipitate rise in prices and cost of living have de¬ 
stroyed their capacity to save and even compelled them 
into dissaving. The high level of income-tax plus super¬ 
tax has squeezed out the margin of savings of the upper 
class and deflected savings away from fruitful invest¬ 
ment. Accordingly, the emphasis has shifted from indi¬ 
vidual to institutional investors. 

22. 10. Financial Resources of Banks and Insurance 
Companies. —The growth of the banking and insurance 
habit has led to a large accumulation of assets with 
banking and insurance companies, which is reflected in 
Table No. 22. XIV i.page 352). The introduction of the 
State Provident Fund and other similar schemes has 
also had the effect of canalizing funds into the hands 
of institutional investors. This change in the character 
of the machinery through which savings are collected 
has directly led to a corresponding change in the 
channels of capital formation. In conformity with law 
or custom, a large proportion of such savings has been 
utilised for investment in gilt-edged securities. This is 
apparent from Table No. 22. XV which gives the 
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ribution of the investments of scheduled banks and 
he assets of Indian Insurance Companies over the last 
ade. In the result, industry has had to rely in a 
;e measure on bank advances for purposes of working 
ital, as is clear from Table No, 22. XVI. In addition 
the credit from the banking system for working 
ital, there has been a growing recourse to loans from 
Industrial Finance Corporation. This is apparent 
n Table No. 22. XVII which gives the amounts of 
is applied for and sanctioned by the Corporation 
n its inception. The difficult market conditions and 
many competing demands have thus made for an 
■easing resort to institutional agencies for short and 
iium term finance. 


Table No. 22. XVI. 



End of 

1 udustry 

Crores of 
Rs. 

Total 

Crores of 
Rs, 

Advances to 
Industry as 
Percentage 
to Total 
o/ 

/O 

) . 

112 

482 

29 

3 . 

160 
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30 

1 . 

203 
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32 

> 

180 

548 

34 


iurce : Reserve Bank of India Statistical Tables Re¬ 
lating to Banks in India, 1951 (Table No. 17 (1)). 

Table No. 22. XVII. 

(Crores of Rs.) 

Loans from Industrial Finance Cor¬ 
poration 

As at; 30t.li Juno , - A -—\ 

Applications Amount Total 
Received for Sanctioned Amount 

Outstanding 


cords, without adjustment, the net assessable income 
(after providing for depreciation) of companies after 
deduction of income-tax and super-tax as well as the 
income under the head “ dividends ” appearing in in¬ 
come-tax returns for different years. It must be re¬ 
cognised that the income of a large number of foreign 
companies is included in the total assessable income 
noted in the Table and further that the dividend income 
reflected in income-tax returns does not fully cover the 
entire amount of the dividends distributed by Com¬ 
panies. Making allowance for these adjustments, it is 
nevertheless clear that large funds are retained by Com¬ 
panies for their own use. The Planning Commission re¬ 
ports that— 

“In the private sector, the profits of corporate 
enterprises engaged in industries assessed to income- 
tax in 1950-51 were about Rs. 98 crores. Of this, 
after allowing for tax and dividend payments, about 
Rs. 34 crores is estimated to have been ploughed 
back.’’* 

This brings out the vital role played by ploughed 
back profits in the formation of new capital in the cor¬ 
porate sector. The large percentage of retained earn¬ 
ings which represents ploughing back of profits by in¬ 
dustry compares favourably with the rate in the U.K. 
where it is estimated to average at 60 per cent, of the 
corporate income and in the U. S. A. where a more vari¬ 
able average is estimated at 50 per cent. To the re¬ 
serves built up out of such retained earnings must be 
added the provision for depreciation. These provisions 
at the depreciation rates allowed for purposes of income- 
tax for the years 1946 to 1950 in respect of concerns 
covered by the Census of Manufacturing Industries are 
set out in Table No. 22. XIX. Assuming an average 
rate of Rs. 20 crores per annum for retained earnings 
and Rs. 10 crores per annum for depreciation reserves, 
it may be surmised that a sum aggregating in the neigh¬ 
bourhood of Rs. 300 crores has been available from 
these two main sources for capital formation in the 
industrial sector during the war decade. 

Table No. 22. XIX. 


(Ororcs of Rs.) 



Depreciation 

Provision 

Year Allowable for 


Income-tax 

Purposes 


# • * 

10-33 

3-42 

1-33 

. 

8-76 

3-77 

3-42 


5-48 

2-39 

5*66 

, 

7-30 

4’45 

7-25 

4 • i 

8-26 

1-43 

9-87 

Total 

40-13 

15-46 



tree : Annual Reports of the Industrial Finance Cor¬ 
poration of India.) 

2. It. Self-Financing By Industry .—Industry has 
been able to fill all its requirements by borrowing 
it has had to rely increasingly on retained earnings 
the purpose of financing its replacement and expan¬ 
programmes. Table No. 22 XVIII (page 353) re- 

Table No. 22. XVIII. 
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less All 
Taxes 

Covered by 
all Income- 
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Columns 

2 and 3 

11 

. 37-82 

11-83 

25-99 

12 

37-10 

13-83 

23-27 

3 

52-63 

17-85 

34-78 

4 

58-43 

23-43 

33-00 

5 

52-99 

29-80 

23-19 

6 

33-00 

30-89 

22-11 

7 

37-35 

29-89 

7-46 

8 

70-55 

37-08 

33-47 

9 

86-38 

41-43 

44-95 

0 

101-92 

40-94 

60-98 


ee: Central Board of Revenue All-India Income- 
ax Revenue Statistics, 1940-41 to 1949-ftft 
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1947 . 




. 

12-63 

1948 . 




. 

13-99 

1949 . 




. 

16-35 

1950 . 




Total 

17-89 

72-31 


(Source : Census of Manufacturing Industries, 1946-50.) 


22. 12. Conclusion .—The trends discussed in the 
preceding paragraphs are reflected in detailed statistical 
studies of structural changes in industry now being 
carried out by various institutions. These studies illus¬ 
trate in statistical terms the difficulties of raising new 
equity capital, the depletion of cash and investments, 
the reliance on bank advances and other borrowing and 
the predominance of self-financing through retained 
earnings and depreciation reserves. They thus serve to 
confirm the conclusion that there has been a tendency 
for a shift in the sources of capital formation as between 
individuals, corporations and other institutions. Whether 
such a shift is in the best interests of a developing 
economy is however an open question. Ploughing back 
of profits, while good within limits, leads either to mono¬ 
poly aggrandisement by giant corporations f when carried 
too far or to hypertrophy of existing industries when 
they expand beyond the optimum point through easy 
accumulation of funds. The particular industries and 
concerns where funds accumulate quickest are not neces¬ 
sarily those commanding a top priority from the develop¬ 
ment point of view. Again, it is a question how far it 
is desirable that the savings now being generated in the 
other parts of the system should tend to investment in 
fixed-interest and gilt-edged securities instead of gravita¬ 
ting to risk-taking productive enterprise. If progress is 
to be achieved, it is essential that risk capital should 
engage itself more freely than new in new ventures 
opening out new lines of activity and sponsoring more 
diversified pursuits. This requires an active capital 
market and a body of investors ~ 
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save and a willingness to risk such savings in hazardous 
enterprises in the expectation of future rewards higher 
than any obtainable on “ sate' investments. Expecta¬ 
tion ol such rewards cannot survive for long the present 
grasping demands of labour, the taxing authorities and 
Government combined. It follows that the tax, labour 
and general economic policies must be suitably re¬ 
orientated so that the hard-pressed and virtually 
defenceless investor may come into his own and the 
capital markets may be revivified to speed up the flow 
of savings to those points where they can be most use¬ 
fully employed to further the economic development of 
the country. 

Question 23.—Do you think that, tax relief in respect, 
of persons in the middle-income group would assist 
the. growth of savin as or mainly promote consump¬ 
tion ? 

23. 1. Tax and Income Changes in Middle-income 
Group.—The shift in incomes and the burden of taxa¬ 
tion have been dealt with in some detail in the answers 
to Questions 13 and 14 above. Breaking up the middle- 
income group into three classes—lower, middle and 
upper—, the critical percentages regarding tax and in¬ 
come changes from 1940-41 to 1949-50 are set out in 
Table No. 23. I. The entire middle class has undoubted¬ 
ly suffered under recent developments, relatively less by 


reason of the increase in the burden of direct taxation 
and more by reason of the high cost of living. The 
group has been overstrained in its attempt at maintain¬ 
ing a comparatively inelastic standard of life out of 
fixed incomes which have failed to keep pace with the 
steep rise in prices and whose purchasing power has 
dropped between a half and a third depending on the 
bracket of the middle-income class. In their case, in¬ 
flation has imposed a tax more burdensome and much 
heavier than any direct tax. The demands made by 
the high cost of living, particularly in matters like 
clothing, housing, conveyance charges and education 
especially, have forced them to draw upon their past 
savings which are being rapidly exhausted. So far as 
the lower middle-income group is concerned, its contri¬ 
bution hr terms oE direct taxes is small and it can be 
relieved only through a reduction in prices or through 
an increase in income. The tax contributions of the 
middle and particularly the upper middle-income groups 
are larger and it is necessary and desirable that they 
should have tax reliefs in the same manner as is avail¬ 
able in other countries, namely, through childrens’, de¬ 
pendents’ and house-keeping allowances, by splitting up 
a married man’s income into two for tax purposes and 
by raising the exemption limit for life assurance premia 
irom Rs. 6,000 to Rs. 12,000 and from a sixth to a 
fourth whichever of the two is lower. 


Table No. 23. I. 


Tax as Percentage of Gross Income in 


Middle-Income Group 


1940-11 


1949-50 


1910-41 

Rs. 


Net l’tr Capital Income 

, -A _ 

]949-30 
II.s. 


Percentage 
Increase in 
1949-50 over 
1940-41 


Lower-— 

(Under Rs. 5,000) . 
Middle— 

(Rs. 5,000 -10,000) 
Upper— 

(Rs. 10,000- -25,000) 


4-5 


8-4 


20 


5'S 


1.10 


2,173 


5,544 


1 1,082 


3,245 


0,552 


13,035 


50 


23 


IS 


23. 2. Tax Relief Will Arrest Dissaving. —Grant of 
tax relief to the middle-income groups will check dis¬ 
saving, which, it is suspected, is taking place in the 
middle class group, and will substantially assist the 
growth of savings in respect of the upper middle-income 
groups. In any case, the middle class has for years 
taken the strain and stress of the inequitable burden of 
inflation and it would be but fair and proper to move 
the terms of trade in its favour. The group is not 
addicted to conspicuous consumption ; responsibilities ot 
family life are well recognised and the instincts of 
thrift and saving with a view to providing for old age 
and other contingencies are deeply ingrained. By and 
large, therefore, tax relief will not stimulate promiscuous 
consumption, but will arrest the process of dissaving 
and promote to some extent the growth of savings. At 
the same time, it will help in some measure to adjust 
the unequal burden that has been cast on the middle- 
income group and which for years it has so patiently 
borne till, as is now generally feared, the breaking-point 
has been reached. 

Question 24. —The Planning Commission have given an 
estimate of the rate of progress in regard to 
national income and consumption standards on the 
assumption of 50 per cent, of the additional output 
going into investment each year after 1956-57. What 
measures in the field of taxation are necessary if 
this assumption is to be realised ? 

24. 1. Proposed Rate of Saving. —Capital formation 
is the key to the Five Year Plan. The Plan has assumed 
that at the end of the five-year period, that is, from 
1956-57 onwards, the rate of saving should increase by 
the equivalent of 50 per cent, of the additional income 
accruing each year. This rate of 50 per cent, of the 
new output implies a progressive increase in the rate 
of total national saving. On the basis of the additional 
incomes estimated in the Plan, it is proposed that the 
rate of saving should increase from about 6} per cent, 
of the national income in 1955-56 to approximately 11 
per cent, by 1960-61 and to 20 per cent, by 1967-68 at 
which level it would be stabilized. In money terms, 
what is contemplated is an increase in the amount of 
annual savings from about Rs. 675 crores in 1955-56 to 
approximately Rs. 3,000 crores by 1967-68 when the 
maximum rate of savings at 20 per cent, of the national 


(Based on Table No. 14 X.) 

income takes full effect. A progressive increase in 
savings ot the magnitude involved will not be easy to 
realise. 


24. 2. Taxation and the Rate of Savings. —-The main 
emphasis of the Plan is on agricultural development. 
As a result, the additional incomes will be generated 
particularly in the primary and tertiary sectors. It is 
these incomes which will have to be mobilised or 
impounded. As has been pointed out in the answers to 
Questions 18 and 20 above, the means whereby 
national savings can arise are private investment 
through the working of the capital market, public 
borrowing—voluntary or enforced—, taxation indirect¬ 
ly to restrain consumption and directly to yield budget 
surpluses and inflation which is an indirect torm of 
taxation. It is obvious that in order to mop up as 
much as one-half of the newly generated additional 
incomes in the agricultural and rural areas, the 
small savings movement will have to be encouraged 
and new techniques of borrowing devised as suggested 
by the Fiscal Commission.* These will have to be sup¬ 
plemented by appropriate measures in the field of taxa¬ 
tion. The scope and scale of agricultural income-tax 
will have to be enlarged and land revenue will have to 
be suitably revised. Sales tax on articles of general con¬ 
sumption, moderate indirect taxes like the salt tax, and 
excise duties of the kind now levied on tobacco will have 
to be exploited with thoroughness so as to increase the 
coverage' by spreading the net of taxation as widely 
as possible. The dispersal of the additional incomes 
over a large area and among a large mass struggling 
on the brink of subsistence renders it extraordinarily 
difficult to throw the burden of the cost of development 
on the shoulders of those who receive its benefits. The 
temptation to make up on the savings what is lost in 
the roundabouts will have to be resisted. Any increase 
in the level of direct taxes on non-agricultural income 
will only lead to diversion of resources from the 
private to the public sector and defeat the objects of the 
Plan which contemplates large private investment over 
and above the public outlay. If the private sector is 
starved of funds, the Plan will be unbalanced by its 


* See Report of the Fiscal 
Ch. VII and Ch. XV, para. 212. 


Commission, 1949-50. 
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inflationary effects which will be as bad as those arising 
from unlimited deficit financing. 

24. 3. The Rate of Saving—Limiting Factors. —In 
view of the political pressures, a judicious tax policy 
will be difficult to devise or enforce. The gap between 
savings and additional incomes that is left uncovered 
by private investment and public borrowing on the one 
hand and taxation on the other will have to be closed 
through some system of compulsory savings which 
would scoop the extra purchasing power pumped by 
development schemes into the primary and tertiary 
sectors. Taxation by itself will not be able to absorb, 
nor can it be pushed to the point of absorbing, all the 
surplus that remains after private and public borrow¬ 
ing. As W. A. Lewis observes— 

“ In a democratic country efforts to cut consump¬ 
tion or to keep it low in favour of investment are 
sure to be resisted. A Government may get away 
with planning for as much as 15-20 per cent, of 
the national income to be used for gross investment 
but if it goes further than this it will meet consider¬ 
able resistance.”* 

In an underdeveloped economy like that of India 
with a growing population, the limits upto which in¬ 
ternal savings can be mobilised for development pur¬ 
poses are more rigidly set. If the view expressed by 
Colin Clark in his Capper Moore lecture be accepted, 
any increase in the rate beyond 10 per cent, of the 
national income is likely to be offset by inflation. This 
observation finds some support in the past experience, 
as illustrated in Table No. 22. I, that in normal circum¬ 
stances the rise tends to be overshadowed by the price 
increase in the national income, dragging down the rate 
of savings (as seems to have happened during all the 
years of inflation since the war). The fact that the 
growth of expenditure is likely to be productive in that 
it is expected to be accompanied by real additions to the 
national income may perhaps modify the percentage in 
an upward direction, but unless, either through educa¬ 
tion, propaganda or habit, the people of the country 
develop a tolerance for a higher rate of saving as an 
essential condition of planning by democratic as opposed 
to totalitarian methods, the problem will not be effec- 

* W. A. Lewis, Principles of Economic Planning, p. 54. 


tively solved either by taxation alone or by taxation in 
combination with agencies promoting saving and invest¬ 
ment. 

Question 25.— Do you accept the view that some regula¬ 
tion of consumption standards is desirable as a 
means of releasing larger resources for develop¬ 
ment ? If so, what part, in your view, can tax policy 
play in this process and what should be the relative 
role of direct and indirect taxes in achieving the 
purpose ? 

25. 1. Consumption in Relation to Investment. —As 
pointed out in the answers to Questions 18, 20 and 24 
above, a high rate of investment is the king-pin of the 
plan for development. No matter the means by which 
the rate is made effective, in its essence it implies 
curtailment of current consumption by the community 
so as to leave a surplus out of the national income. The 
Planning Commission therefore says: — 

“ For the country as a whole, the resources that 
can be applied to development depend on the level 
of aggregate output that can be attained and on the 
consumption requirements of the community. The 
larger the output and the lower the consumption 
requirements, the greater would be the productive 
resources available.”* 

The large national incomes of advanced countries 
provide ample room for large per capita consumption 
as well as large national savings. However, as men¬ 
tioned in the answer to Question 5 above and as is 
evident from Table No. 25. I (page 131) in under¬ 
developed economies like that of India, there exists very 
little margin for capital accumulation once the require¬ 
ments of the population for food and other necessities of 
life have been satisfied. It may be admitted that for 
underdeveloped countries aiming at rapid pro¬ 
gress curtailment of consumption is more necessary 
than in the advanced countries. At the same time, from 
the immediate personal point of view of the individual, 
a reduction in consumption standards is not only highly 
undesirable but also- beset with serious political, social 
and economic difficulties. In this lies the dilemma. 

25 2 Methods of Consumption Restriction. —Restric¬ 
tion of consumption may be enforced directly by phy sic al 

* The First Five Year Plan, Ch. Ill, Para. 6. 


TABLE NO. 25. I 



Item 

Group Distribution 

of Consumer Expenditure as 
- 

Percentage of Tota 


^ U. K. (1938) 

U. s. A. (1938) 

India (1938-39) India (Rural) 

(1949-50) 

Food 


30-1 

21-8 

60-5 

66-31 

Clothing 

..... 

8-8 

8-4 

9-8 

8-68 

Services 


1P3 

19-1 

6-6 

4-68 

Housing 


11-5 

14-1 

60 

0-57 

Fuel .... 


4-6 

41 

2-1 

3-25 

Household Goods 


6-7 

6-5 

3-0 

2-47 

Personal Effects . 


41 

3-7 

2-1 

0-29 

Footwear . 


1-7 

2-0 

0-7 

0-84 

Tobacco . . 


4-1 

2-7 

4-7 

2-59 

Aleoholic Brinks. 


6-6 

5-1 

1-1 

0-78 

Amusements 


1-5 

1-8 

0*3 

0-53 

Reading Matter . 


P5 

1-1 

0-6 

0-04 

Public Transport 


3-8 

1-9 

1-0 


Private Transport 


3-0 

6-7 

0-6 

•* 

Communications 

Ceremonials 

Miscellaneous 


07 

. • • • • 

1-0 

0-3 

7-21 

1-76 


Total 


100 


100 


100 


100 


[Source: Desai, R. C., Consumer Expenditure in India, and National Sample Survey, Rural Household Budgets, July 1949-June 1950.) 
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rationing or it may be indirectly induced either by 
voluntary abstenence through promotion of a higher 
rate of savings or by compulsory abstenence through 
imposition of higher taxes. The questions of savings 
and taxation are closely inter-related and accordingly 
an appropriate tax policy is of the utmost importance. 

25. 3. Tax Policy and Control of Consumption. —The 
relative role of direct and indirect taxes in a policy 
aiming at control of consumption has been described in 
answer to Questions 2 and 6 above. Broadly speaking, 
direct taxes cannot succeed in keeping down consump¬ 
tion. In respect of groups that are well off, it is the 
margin of savings which dwindles, whereas in the case 
of the middle and the lower middle class groups, such 
taxes result in dissaving and ultimately compel a 
marginal reduction in consumption quite out of propor¬ 
tion to the hardship and sacrifices involved. Dissaving 
or reduction in the rate of saving has adverse effects 
on the productive mechanism and reduces the rate of 
capital formation. In other words, the gain accruing 
from the comparatively small curtailment of consump¬ 
tion through imposition of direct taxes is outweighed by 
the more serious and permanent losses inflicted in other 
directions. 

25. 4. Advantage of Indirect Taxes. —The relative 
advantage clearly lies in the direction of outlay taxes. 
Instead of being limited to the fractionally small group 
on whom the direct taxes fall, suitable indirect taxes 
would have a wider coverage and at the same time 
could help to restrict consumption without adversely 
reacting on the rate of saving and investment. In a 
sense, such a change in proportion would restore the 
balance of the tax structure. Since the additional in¬ 
comes under the development plan would be generated 
in the primary and tertiary sectors, it would be not 
inequitable to draw oil to the public exchequer a 
portion of these incomes. Only indirect taxes would 
distribute the burden broadly by reaching incomes that 
escape direct tax but benefit most under the develop¬ 
ment schemes. Being taxes on spending and being 
spread over a large mass, they would not retard saving 
or investment and they also would have the potentiality 
of restricting the total volume of consumption on a scale 
sufficiently large to ensure release of resources .in 
appreciable quantities for purposes of investment and 
further development. 

25. 5. Practical Difficulties. —While there is little 
doubt about the principal part indirect taxation must 
play, the difficulties inherent in controlling consumption 
—whether through a tax policy or otherwise—in a 
marginal economy with a teeming population must be 
fully recognised. It is true that the only means of 
reducing the inflationary effects of spending would be 
to create the additional resources required by taxing 
the consumption of all classes—and inevitably the con¬ 
sumption of the poor. But here the problem of co¬ 
ordination will arise. Unless consumption levels are 
maintained and improved, consumption goods industries 
will be handicapped by lack of effective demand and 
industrial development in this direction will be arrested. 
Again, it is true that, as development proceeds, the 
incomes in primary sectors will rise and the State will 
be able to split the increase in part with the primary 
producers. But, as stated in Para. 24. 3 above, the 
problem of restricting consumption during the interval 
does not yield to any easy solution and ultimately it 
will resolve itself into a question of how much a people 
on the margin of subsistence will be prepared or can 
be compelled to sacrifice in the present in return for 
the promise which the Plan holds out of a more abund¬ 
ant future. Indeed, so many and so vast are the 
problems—political, social and economic—that are bound 
to be thrown up by central planning that the prudent 
course would be to proceed gradually and preserve, sub¬ 
ject to general control and as far as possible, the condi¬ 
tions of free enterprise. 

Question 26.—How far can tax policy help to promote the 
efficiency of the productive system '! Do you think 
that multiplicity of taxes in India in respect of the 
same commodities and their lack, of uniformity from 
State to State affect the allocation of resources in 
the community and hence the efficiency of the eco¬ 
nomy? Hai'e you any suggestions for the rationalisa¬ 
tion of the country’s tax structure in these respects? 

26. 1. The Tax System and Productive Efficiency. — 
A stream of goods and services emerges from the pro¬ 
ductive system. The rate at which the stream flows, 
its quantum and continuity determine the efficiency of 
the system. The tax system impinges at all these points 
Its function is negative and in so far as it does not .'.ct 
as a drag on the rate and the quantum and allows 
continuity to be maintained it may be said to promote 
productive efficiency. 

26. 2. Taxation and Renewal and Replacement of 
Plant and Machinery. —In the industrial field, the power 
,o produce depends on plant, machinery and equipment 
which get worn out and obsolete in time. The efficiency 
of the productive process is affected unless there is 
renewal and replacement, and improvement is not 
possible unless there is expansion and modernization 


Accordingly, a tax policy helps to promote industrial 
efficiency to the extent it offers inducements through 
allowances, concessions and exemptions when provision 
is made for depreciation, or when profits are ploughed 
back by accumulating reserves, or when new capital is 
introduced and productive capacity enlarged by exten¬ 
sions and additional installations. 

26. 3. Taxation and Capital Formation .—A system 
also gains in efficiency to the extent it is diversified by 
the establishment of new productive units. This implies 
new capital formation and a well sustained velocity of 
circulation in respeqt of ‘ seasoned capital ’ without 
which the system tends to rigidity and ossifies. A tax 
system which offers incentive to savings and capital 
formation when charging incomes and profits and which 
does not burden (whether through stamp duties or 
special taxes like the capital gains tax) the transfer 
of capital resources to points where they can be most 
usefully employed contributes greatly to productive 
efficiency. 

26. 4. Indirect Taxes and Productive Efficiency .— 
The power to produce has meaning only if it results in 
production. The productive mechanism cannot function 
unless it has the required raw materials and its products 
are finally absorbed. The availability and cost of raw 
materials and the profitable disposal of the end-products 
are directly influenced by the tax policy pursued. Im¬ 
port and export duties, excise duty, sales tax and other 
indirect taxes enter into the cost and price structure at 
various stages and in varying degrees, and unless they 
are rationalised, the efficiency of the economy is 
impaired. 

26. 5. Cumulative Effect of Multiple Taxation .—A 
multiplicity of taxes, some of them small in themselves, 
imposes a cumulative burden, the incidence of which 
is not fully realised by the individual taxing authorities 
but which nevertheless impair productive efficiency. 
The steeply progressive income and super tax, the 
diversity and heavy rates of stamp duty in different 
States on purchase, sale and transfer of stocks and 
shares, the maintenance of export duties irrespective 
of changed conditions, as in jute and cotton, the varying 
incidence of State excise duties and cesses,, as on coal 
and sugar, different rates of agricultural income tax 
as in West Bengal, Madras and Bihar, the diversity of 
sales tax methods and rates from State to State lead to 
multiplicity of taxes and lack of uniformity which 
cannot but impede the smooth and efficient functioning 
of the economy. 

2G. G. The Necessity of Rationalisation.—The Con¬ 
stitution* places a restriction on taxation on inter-State 
trade. But even otherwise it is most desirable that the 
tax system should be rationalised. It is therefore 
necessary that the various Central and State taxes 
should be listed and classified and their incidence 
analysed and examined in relation to each other and 
the system as a whole. Duplication and overlapping, 
and diversity in policy, procedure, basis of tax liability 
and rates of taxation, are against the principle of eco¬ 
nomic cohesion. There is obvious room for centralisa¬ 
tion of agricultural income-tax, stamp duty and sales tax 
in the interests of uniformity and in order to mitigate 
avoidable hardship to trade and industry. Uniformity 
in policy, procedure and basis of liability, if not in 
rates, is also desirable and necessary in respect of other 
taxes. Rationalisation and co-ordination of taxes and 
integration of the tax structure on these lines will sub¬ 
stantially help to promote the efficiency of the economy 
considered as a whole. A reform on these lines should 
not be long delayed. 

Question 27.—How far in your view could the tax 
system be used to secure any order of priorities in 
the development programme in the private sector ? 

27. 1. Order of Priorities as between Industries .—The 
broad pattern of economic development has been sketch¬ 
ed in the Five-Year Plan which has charged the private 
sector with the responsibility for the growth and ex¬ 
pansion of industries. The Plan also indicates an order 
of priority as between different industries.! For 
example, replacement and modernisation of existing 
machinery in the case of jute, cotton textiles, sugar, 
soap and vanaspati are recommended first as not likely 
to require much capital. The second priority is in 
respect of producer and capital goods industries like 
heavy chemicals, iron and steel, aluminium, locomotives, 
heavy electrical machinery, machine tools, textile 
machinery, cement, etc. Other 1 industrial units on which 
considerable capital expenditure has been incurred come 
next, followed by industries producing key raw materials 
like sulphur, copper, tin, pulp, etc. The Plan has enu¬ 
merated positive measures such as financial assistance, 
foreign exchange facilities and cheap motive power for 
promoting the given order of priorities and it is in this 
context that the usefulness of the taxing system should 
be considered. 


* See Part XIII, Article 303. 

t Sec the First Five Year Plan, Ch. XXIX, Paras, U 
to 18. 



357 


27. 2. Channelling the Flow of Investment. —-The main 
problem, even in the ease of consumer goods industries 
enjoying low priority, is to induce investment in the 
desired field. As more than 80 per cent, of such invest¬ 
ment is earmarked for expansion and modernization of 
the producer and capital goods industries,* a system cf 
tariffs giving protection according to the order of priority 
would be of great importance. On this point, the Fiscal 
Commission makes the following recommendation: 

“ Tariff protection is now looked upon primarily 
as a means to an end—-as one of the instruments of 
policy which the State must employ to further the 
economic development of a country. The protection 
of industries should be related to an over-all plan 
of economic development: otherwise there may be 
unequal distribution of burdens and an unco-ordinat¬ 
ed growth of industries.”! 

The Fiscal Commission is clearly of the view that pro¬ 
tection should be granted on the basis of an over-all 
plan of development, and now that the Plan has been 
formulated and approved, it may be expected that effect 
will be given to the Commission’s recommendation. 

27. 3. Further Tax Inducements for Investment .— 
Apart from tariffs, further inducements for investment 
in the desired fields may be given by grant of liberal 
depreciation allowances and other tax concessions and 
reliefs as, for example, through a lower corporation tax. 

27. 4. Taxes and Availability of Resources. —A system 
of tariffs and taxes geared to the prescribed order of 
priorities would help to secure closer conformity to the 
development programme, but that is on the assumption 
that there are resources available and what is required 
is a balanced allocation as between the different priority 
groups. All the same, it also appears that in the very 
process of channelling the savings, they would exercise 
a favourable influence on the incentive to invest, which 
would respond to the prospects of better reward. 
Thereby, the formation of new capital would be dis¬ 
tinctly encouraged. 

Question 28. —What are the possibilities and limitations 
of tax policy as an instrument for economic develop¬ 
ment (a) by influencing over-all demand, (b) by 
reducing consumption and unessential investment, 

(c) by positive inducements for desirable investment, 

(d) by redistribution of incomes, (e) in other ways ? 

28. 1. Influence of Tax Policy on Over-all Demand 
and Consumption. —A comparative picture of the group 
distribution of consumer expenditure in India, the U. K. 
and the U. S. A. in 1938 appears in Table No. 25. 1. 
The main trends are confirmed by the National Sample 
Survey of rural household budgets carried out in July 
1949-June 1950, the results of which are also recorded 
in Table No. 25. 1. The survey discloses that two-thirds 
of the total expenditure is on food and that clothing 
and ceremonials each account for approximately a fourth 
or a fifth of the remaining balance. What is true of the 
rural areas covering 80 per cent, of the population is 
essentially true also of the urban working class with 
perhaps the inclusion of rent as another substantial 
item. To what extent demand can be influenced by 
taxation in these circumstances, and how far consump¬ 
tion can be reduced, are questions which presently do 
not leave any wide scope from the point of view of the 
development programme. Over-all demand would no 
doubt increase if employment increases as a result of 
saving and investment promoted by !an appropriate 
tax policy. The Five Year Plan expects an all-round 
increase in per capita food and cloth consumption in the 
near future out of the additional incomes created by 
investment in the five-year period. In the long run, it 
visualises more diversified demand and consumption 
when the income is doubled and average consumption 
standards rise by nearly 75 per cent, at the end of the 
second decade. The demand schedule and the pattern 
of consumption will both alter progressively through 
time and taxation may be directed to keeping them in 
step with changes in national output. If the expected 
progressive rise in income materialises, it will create an 
opportunity for choice, even though it may not connote 
luxury. Taxation, particularly outlay taxes, may then 
be used as an instrument to influence the demand and 
direct it to such points where it does not exert much 
pressure on available resources. The influence of taxa¬ 
tion will partly depend on the distribution pattern of 
the additional income and on the freedom of choice it 
creates, but in any case the influence will be limited in 
that the variation in consumption will be confined to a 
narrow range of what might be called semi-necessities. 
Apart from regulation, however, whether taxation can 
at all succeed in reducing consumption is a matter of 
considerable doubt, as pointed out in the answer to 
Question 25 above. 

28. 2. Taxation and its relation to Investment. —It 
does not seem that taxation can be usefully employed 
as an instrument for reducing unessential investment. 
It has been stated in answer to Question 27 that an 

* See the First Five Year Plan, Ch. XXIX, Para. 26. 
t Report of the Fiscal Commission (1949-50), Book 
IV, Ch. XII, Para. 159. 


apporpriate system of tariffs and tax reliefs may en¬ 
courage the flow of capital in particular directions by 
making the prospect more attractive, but it does not 
lend itself to performing the negative function of check¬ 
ing unessential investment. The positive inducements 
for desirable investment would not only assist in securing 
the given order of priorities in the development pro¬ 
gramme but in the process would also act as an incentive 
to investment and thereby accelerate the formation of 
new capital. As the Plan progresses and a larger pro¬ 
portion of the income is devoted to investment, this 
factor will gain increasing significance. 

28. 3. Taxation and Redistribution of Incomes. —In 
an underdeveloped economy, the use of taxation as an 
instrument of economic development by redistribution 
of incomes suffers from serious limitations. On the one 
hand, it operates as a powerful check on saving and 
investment by groups from whom the incomes are divert¬ 
ed, thereby impeding essential capital formation; on 
the other hand, it results in distribution of purchasing 
power over a wide area and among a mass of people on 
the margin of subsistence, whose saving habits are 
largely undeveloped and whose claims on larger con¬ 
sumption of what after all constitute necessities are in 
any case most difficult to resist or control. There is 
little doubt that taxation is a powerful instrument for 
redistributing incomes within the community, but what¬ 
ever its ideological attractions, there is no doubt also 
that such redistribution in an underdeveloped economy 
with a large population would only arrest the rate of 
growth and progress and in no way further economic 
development. 

Question 29. — How would you assess the scope and 
efficacy of tax policy as compared to monetary policy 
and direct controls as an instrument of planned 
economic development in India ? 

29. 1. Basic Problem of Planned Economy. —Planned 
economic development primarily depends on a high rate 
of savings and investment. In the view of the Fiscal 
Commission (1949-50), it is doubtful if in an under¬ 
developed country like India savings of the large magni¬ 
tude involved can be raised voluntarily. The Commis¬ 
sion points out that the problem of channelling the 
savings, if effected, will present another organisational 
difficulty and then expresses itself as follows: 

“ Consequently, it will be necessary to resort to 
taxation or rationing of consumption. In a country 
of India’s size and population, where agriculturists 
dispersed in many thousands of villages account for 
the bulk of the national consumption, it will be 
almost impossible to enforce either the taxation or 
the administrative measures.”* 

This constitutes a basic problem in any attempt at 
planned economic development. 

29. 2. Inadvisability of Physical Controls. —The Plan¬ 
ning Commission suggests that the problem can be met— 
“ To some extent, by over-all controls through 
fiscal, monetary and commercial policy which can 
influence the allocation of resources, but physical 
controls are also necessary.”! 

Physical controls on consumption are however difficult 
to operate in any country and their usefulness appears 
to be strictly limited to times of grave national emer¬ 
gency when there is an absolute shortage of goods. 
For example, in times of war, when the manpower and 
resources of a country are all monopolised by the State 
for the one single purpose of waging war against the 
enemy, production in other directions is cut down to the 
irreducible minimum and in that context rationing on a 
national scale becomes inevitable. The coercion and 
authoritarian measures necessary for the success of such 
a policy, and the hardships and privations involved, 
are tolerated in the interests of ultimate survival. War 
means man-made famine, and the same considerations 
arise in times of natural famine when it is so widespread 
and acute as to threaten the existence of the nation. 
Even in such circumstances, the efficacy of direct physical 
controls on consumption is constantly undermined by 
the resistance they provoke and the degree of stress and 
strain they impose on the sense of discipline and 
character of the people. The organisational problems 
they create are also beset by difficulties which not un- 
often prove insuperable. When a country is small and 
the supply of goods can be controlled at the source or 
point of entry, and when the people enjoy a moderately 
good standard of life and have developed a high sense 
of discipline, citizenship and public duty—which is true 
of the U. K.—, direct physical controls achieve a fair 
measure of success. Even in such cases, the evils of 
blackmarketing and corruption gradually appear, and 
as the emergency wanes and the question of allocation of 
resources among a large member of alternative uses 
comes to the forefront, bottlenecks emerge, the produc¬ 
tive machine gets clogged up and the economic machine 
losses its vitality and capacity for adaptation and 

* Report of the Fiscal Commission (1949-50), Book III, 
Ch, IX, Para. 132. 

t The First Five Year Plan, Ch. II, Para. 42. 
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spontaneous growth. In a country like India with a vast 
area, a huge population and a low standard of living, 
the problems are multiplied manifold. The sources of 
supply are not amenable to control. The agriculturist 
keeps a large portion of the produce for himself and 
compulsory procurement and levies have to be enforced. 
The Planning Commission admits that— 

“ The difficulties of administering an extensive 
system of controls in an economy organised by and 
large in small units cannot be under-rated.”* 

In fact, the method is far from successful, and when 
successful, its direct result is to restrict production. 
Rationing also implies a certain minimum of consump¬ 
tion not always easy to provide when the struggle is on 
the brink of subsistence. Its inherent difficulties prevent 
the extension of the system beyond the orbit of the 
large urban areas or beyond the range of a few big 
consumers’ goods. The partial nature of rationing and 
controls encourages black markets and problems of 
administrative organisation and public expenditure 
become intractable in an environment where the ultimate 
object of planned economic development is also a distant 
object to which the mind and spirit of the nation are 
by no means fully dedicated. 

29. 3. Other Direct Controls .—Physical quantitative 
controls on consumption and production do not appear 
to be suitable instruments for promoting development. 
But other direct controls, such as regulation of imports 
and exports and exchange controls are more concentrat¬ 
ed in their operation. If well conceived and well 
administered, they are likely to prove useful aids for 
husbanding national resources and putting them to the 
most advantageous use. However, the functioning of 
these controls is restricted to a limited, if critical, sector 
of the economy relating to foreign trade and inter¬ 
national balance of payments, and they yield the best 
results when co-ordinated with monetary and fiscal 
policies which exercise a broad over-all control on the 
flow and volume of national expenditure, income and 
investment. 

29. 4. The Instrument of Monetary Policy .—Monetary 
policy affects the utilization of resources in the private 
sector by exercising a dominating influence on the 
volume of money supply and the general level of prices. 
The pursuit of a liberal or tight money policy through 
changes in discount and money rates, the expansion or 
contraction of the credit base through open market 
operations, variation in the supply and cost of credit 
and selective credit control, alteration in reserve ratio 
requirements and regulation of exchange rates, directly 
govern the volume of money supply and have a direct 
impact on borrowing, lending, spending and investment. 
The Planning Commission recognises that— 

“ Monetary and credit policy is a powerful weapon 
for securing the desired result. During the war 
and in the years immediately following, credit 
policy as an instrument of over-all control had 
fallen into the background, but in recent years 
there has been a general tendency to revive its 


the economic system and it has to be combined with a 
judicious fiscal policy for achieving the best results. 

29. 5. The Instrument of Fisal Policy— Fiscal policy 
put monetary policy in eclipse during the war and post¬ 
war years when it ceased to be solely concerned with 
questions of revenue collection. The exigencies of war 
finance and the enormous growth of public debt com¬ 
pelled an increasing resort to the budgetary mechanism 
and the trend continued thereafter under the sustained 
pressure of development expenditure. Fiscal measures 
such as increase or reduction in taxation, the proportion 
of direct and indirect taxes, changes in the rates and 
kinds of taxes imposed, a rise or fall in the volume of 
public expenditure and changes in its direction, surplus 
or deficit budgeting and the composition of the capital 
budget have significant repercussions on the economy 
as a whole and they make fiscal policy a useful instru¬ 
ment of planned economic development. But, as the 
Planning Commission points- out— 

“ The process of development has always infla¬ 
tionary possibilities, and it is necessary, if develop¬ 
ment is to be orderly and its incidence not unfair to 
those classes whose incomes are relatively fixed, 
that the accent of fiscal policy must throughout be 
on minimising inflationary pressures.”* 

It happens that fiscal policy tends to encourage extra¬ 
vagance in Government expenditure, and when taxation 
is pushed bevond a point, it starves the private sector 
by diversion of funds to the public sector. That impedes 
saving and investment in the private sector and thereby 
stimulates the same inflationary forces it seeks to control. 
On the other hand, deficit financing also tends in the 
same direction and is but a stop-gap device. The main 
issues have been referred to in some detail in earlier 
paragraphs and fiscal policy cannot escape these 
restraints on its usefulness as an instrument of planned 
economic development. 

29. 6. Judicious Combination of Monetary and Fiscal 
Policies. —On the whole, in the circumstances now pre¬ 
vailing, fiscal policy has a wider coverage than monetary 
policy. But it lacks the mobility, flexibility and refine¬ 
ments of monetary policy, compared to which it is a 
heavy tool. In most ways monetary and fiscal measures 
supplement each other, and should they pull in different 
directions, the effectiveness of both would be largely 
neutralised. It may therefore be concluded that a 
judicious combination of monetary and fiscal policies 
supplemented by discriminating controls on imports and 
foreign exchange would, if properly co-ordinated, work 
together as an effective weapon of planned economic 
development in India. But the Plan is committed to a 
high level of development expenditure, and it is a ques¬ 
tion whether, within the framework of a mixed economy 
and the political system now obtaining in the country, 
monetary and fiscal measures can restrict consumption 
and induce saving and investment on a scale commen¬ 
surate with the rate assumed for generating economic 
progress. Ultimately, this means that the test is one of 
the practicability of the Plan itself. 


use. ”t 

Though monetary policy is a useful t 9 ol for furthering 
economic development, it has its limitations. First, it 
exercises little restraint on the public sector. Secondly, 
organised banking plays a relatively smaller part in 
India than in other countries. This can be seen from 
Table No. 29. I. The money market in India is not fully 
integrated and an important sector, largely covering 
rural areas, which the indigenous bankers and money¬ 
lenders continue to dominate, operates outside the 
organised system. This imposes a limitation on the 
efficiency of monetary policy as a critical regulator of 

TABLE NO. 29, I 

(Year : 1948) 


Country 

Total 
Bank 
Deposits 
1,000 Mn. 

Rs. 

National 
Income 
1,000 Mn. 

Rs. 

Bank 

Deposits 

as 

Percentage 
of National 
Income 

o/ 

/a 

U. S. A. . 

472-7 

737-5 

64 

Canada 

26-5 

41-6 

64 

U. K. 

82-7 

137-4 

60 

South Africa 

5-1 

11-1 

46 

Now Zealand 

2-0 

4-5 

44 

Australia 

8-4 

20-7 

41 

Japan (1949) . 

7-7 

26-5 

29 

India 

9-6 

87-3 

11 


(Source : Reserve Bank of India Roport on Currency and Fin¬ 
ance, 1949-50, Statement 4, p. 120, and Question 1 above. Table 
No. I I)__ 

* The FirsTFive Year Plan, Ch. II, Para. 44. 
t The First Five Year Plan, Ch. II, Para. 27. 


Question 30.—Do you think that the present tax system 
in India makes for a reduction in inequalities of 
income and wealth ? 

30. 1. Impoverishment is not Reduction of In¬ 
equalities .—The various aspects of the present tax 
system from the point of view of inequalities of income 
and wealth have been dealt with in the foregoing para¬ 
graphs, particularly in answer to Questions 1 to 6 and 
12 to 16. Essentially, the problem is one of a relatively 
backward economy supporting an extraordinarily large 
population of 360 million, of whom an overwhelming 
majority lives on the bare margin of subsistence. A 
fractional proportion of the population enjoys what might 
be called a reasonably fair standard of living and the 
percentage of those with large incomes or wealth is 
infinitesimally small. In the circumstances, the re¬ 
distribution of income and wealth through drastic taxa¬ 
tion of those above the minimum level only results in 
general impoverishment by attempting to pull down 
everybody to the same low average level of income and 
wealth. 


30 2 Tests of the Efficacy of a Tax System —There 
-e two tests that can be applied for judging the efficacy 
> a tax system in bridging inequalities of income and 
ealth. In highly advanced economies, taxation of 
icomes and profits covers a large section of the total 
jpulationt and therefore the transfer of resources adds 
ibstantially to the income of those below. Inequalities 
re thereby reduced. By and large, this is true of the 

K tax system, though even there the present trend 
' to reduce the tax burden because of its strong dis- 
lcentives on productive enterprise. The tax system can 
ring about reduction in inequalities, not only by sub- 
tactions of income and wealth from those above so as 
} leave their possessors with a smaller residue, but 
Iso bv adding from below by creating conditions > m 
chich there is rapid economic development improving 
le general standard of living of th e mass es,._It i s thi s 

ik ml- _ TT'is m Voor PllIH P.h TT. P3T3. 31. 


f See Table No. 1, III. 
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broader test that holds for the taxation system of un¬ 
developed countries like India, afflicted with chronic 
problems of poverty, unemployment and underemploy¬ 
ment. In such cases, inequalities can only be diminished 
by adding from below. The emphasis must accordingly 
lie in quickening the rate of economic development so 
that the size of the national income increases substantial¬ 
ly, providing a higher per capita income and an 
opportunity for all to enjoy a better standard of living. 
Heavy taxes on incomes and profits reduce the capacity 
to save and the incentive to invest, and thereby retard 
economic growth and expansion and perpetuating the 
low standards of living. 

30. 3. Dejects of the Present Tax System .—The 
present system of taxation in India falls short of 
measure by both these tests. It tends to make the rich 
poor but it docs not make the poor rich. Equality of 
poverty has no economic value. In attempting to reduce 
inequalities of income and wealth, the Indian tax system 
only succeeds in impeding capital formation and tends 
to reduce that rapid growth of income and wealth with¬ 
out which, in terms of the present economic and 
political order, there is no springboard for an escape 
from the cycle of poverty and unemployment perpetuat¬ 
ing unemployment and poverty. 

Question 31 .—What modifications in the tax system would 

you suggest for securing a larger degree of economic 

equality, consistently with maintaining the incentives 

to capital formation and higher production ? 

31. 1. Shift in Taxation .—The incidence of taxation 
on various classes of people in relation to their income 
and contribution to economic development has been 
discussed in the foregoing paragraphs, particularly in 
answer to Questions 2 to 6 and 12 to 14 above. The 
middle class has been the principal sufferer in the in¬ 
flationary conditions obtaining in war and post-war 
years, and the upper class has also been penalised, 
though not as severely. The terms of trade have moved 
heavily in favour of agricultural classes and industrial 
labour, both of whom are relatively much better off. 
A shift from direct to indirect taxation and from urban 
to rural taxation would, therefore, be in accordance with 
economic considerations and would be besides not in¬ 
equitable. At the same time, such a change-over would 
provide much needed relief to classes which have a 
well developed saving and investment habit combined 
with a capacity for engendering progress by organisation 
and technical skill. 

31. 2. The Importance of Encouraging Capital Forma¬ 
tion .—Capital formation and higher production would 
also be encouraged by granting exemptions to new 
industries and industrial units, by enlarging tax conces¬ 
sions and allowances in respect of depreciation, renewal 
and replacement and by reducing the corporation tax. 
Shortage of capital not only curtails employment op¬ 
portunities ; it also adversely affects the productivity of 
industry and labour and depresses the real earnings of 
those who are employed. A sustained rise in producti¬ 
vity is to the advantage of all. It gives to labour an 
improved standard of real wages, to the investor a 
higher return on his savings and to the consumer better 
value for his money. Greater employment and earning 
opportunities, higher wage rates and better yields which 
result from the establishment of new productive units 
and from the proper - maintenance and expansion of 
existing equipment would make for a larger degree of 
economic equality. Accordingly, the tax system should 
be modified to provide for lighter taxes on corporation 
profits and a more flexible system of depreciation and 
replacement allowances, for example on the lines of the 
recommendations made by the Millard Tucker Committee 
and the practice followed in countries like France. 

31. 3. Increased Capital Formation and Productivity 
Pre-conditions of Economic Equality .—Whatever the field 
of activity, agricultural or industrial, it seems highly 
desirable that the emphasis should fall on capital forma¬ 
tion and increased productivity as essentia] conditions 
precedent to securing a larger degree of economic 
equality. High productivity, whether in agriculture or 
industry, is the main key to a high standard of living. 
Table No. 31. I setting out estimates of productivity in 


TABLE NO. 31. I 


Region 

Percentage 
of World 
Industrial 
Output 
Produced 
by 10 Mn. 
people 

O/ 

/o 

Industrial 
Production 
per Head of 
Population 
Index 

Asia, Africa-and Latin America 

-056 

100 

Pacific—Japan, Australia and New 

•330 

589 

Zealand. 



Eastern Europe 

■833 

1,488 

Western Europe 

•960 

1,714 

North America 

. 2-294 

4,096 


industry in various regions of the world shows the range 
and scope of possible improvements in an under-develop¬ 
ed country like India. Productivity is mostly, though 
not always, related to capital equipment.* It has been 
computed that in the U. S. A. the gross value of product 
per wage earner has risen seven to eight times between 
1850 and 1940, more or less in propoition to the capital 
investment which over the period has risen ten to twelve 
times. As Table No. 31. II shows, productivity per 
man-hour, the level of wages and national income 
standards are in close correlation with the level of 
capital intensity at which an economy is operating. It 
is not wrong to say that productivity is one of the basic 
factors drawing down Indian per capita income. The 
dynamic element of capital formation is the means by 
which productivity can be substantially improved from 
TABLE NO. 31. II 


Countries 

Per capita 
Income 
& 

Industrial 
Investment 
per Worker 
Index 

Developed .... 

461 

100 

Intermediate . 

154 

39 

Under-developed 

41 

11 


(Source : U. S. A. State Dept. Publication—Point Four—1940) 
its present low levels, accelerating the rise in per capita 
income and strengthening the capacity to produce a 
larger national income. Hence the emphasis of the 
Planning Commission that— 

“ The key to higher productivity and expanding 
levels of income and employment lies really in 
stepping up the rate of capital formation.”f 

in an under-developed country like India, the pursuit 
of economic equality tends to be at the cost of capital 
formation which in its turn hits productivity. But 
“ unless productivity is improved ”, as Prof. Kenneth H. 
Parsons points out in his Report to the Planning Com¬ 
mission, a movement to eliminate inequalities in present- 
day India will end only in “ equality of poverty ”4 

Question 32.—■What place would you assign to public 
expenditure as compared with the tax system in 
achieving a greater measure of equality of income ? 

32. 1. The Relative Place of Taxation and Public 
Expenditure. —-As stated in answer to Question 1 above, 
in terms of the principle of maximum social advantage, 
economic welfare depends primarily on improvements in 
productive power and then on the distribution of what 
is produced, improved distribution implies more equal 
distribution between different individuals and families. 
Taxation reduces disparity negatively by subtraction 
from above, directly reducing the quantum of disposable 
income. Public expenditure reduces disparity positively 
from below, directly reducing the expenses which have 
to be incurred. The economic advantage of taxation 
and public expenditure depends entirely on how the 
money is raised and on how it is spent. In a substantial 
measure, taxation and public expenditure are comple¬ 
mentary, but not always so. Not all the revenue is 
utilised for public expenditure ; there may be surplus 
budgeting. Similarly, not all the public expenditure is 
met out of taxation ; there may be borrowing or deficit 
financing. Accordingly, the incidence of taxation or 
public expenditure on distribution is only a part of the 
wider question of effects which have an over-riding 
importance in any final analysis. 

32. 2. Taxation and Equality .—A greater measure of 
equality has significance from the point of view of 
maximum social advantage only if it results in better 
distribution of what is produced. Cbnsidering the 
distribution aspect in isolation, a tax system which 
resorts to heavy taxation reduces inequalities of income 
but does not contribute directly to better production. 
A rich man with more taxes to pay may pay them, not 
by cutting down consumption, but out of what he might 
have otherwise saved and invested. A poor man with 
no direct taxes to pay is not much better off, as his total 
income is relatively inadequate for his needs, and when 
the taxes are indirect, it is his consumption that is taxed 
and no question of relief arises. As a consequence, 
there is little real gain, though apparently a greater 
measure of equality of income is achieved. 

32. 3. Public Expenditure and. Equality .—The 
incidence of public spending is directly in relation to 
those who receive the benefit from such spending. It 
can be regulated so as to result in special benefits to 

* See the First Five Year Plan, Ch. I, Paras. 16 and 
17 , 

f The First Five Year Plan, Ch. I, Para. 15. 
t Parsons, Report on Land Reforms submitted to the 
Planning Commission. 
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particular members of the community, or in general 
benefit to all members, or in a mixture of the two. A 
large field is open for intervention through improvement 
in economic provisions for the future and restoration of 
better balance between the component elements of society 
according to needs and wants. In this category falls 
expenditure on such worthwhile objects as education, 
health, housing, old age pensions, sickness and unemploy¬ 
ment insurance, poor relief and similar other benefits 
which add to productive efficiency and contribute direct¬ 
ly to social well-being. Such distribution of resources 
as between different groups, objects, needs and localities 
through the medium of public expenditure constitutes a 
real gain in welfare, though apparently equality of 
income is not achieved. It is however necessary to 
remember that only a small portion of the public ex¬ 
penditure is in this direction, and that the costs of 
public administration, apart from the corruption and 
inefficiency involved, are not infrequently excessive in 
relation to the results obtained. 

32. 4. Inter-relation between Taxation and Public 
Expenditure. —It has been pointed out above as well as 
in answer to Question 16 that taxation and public ex¬ 
penditure are closely inter-related. For instance, no 
matter how desirable public expenditure may be, it may 
be worthwhile incurring it if the money is raised by one 
scheme of taxation and not if it is raised by another. 
Public expenditure has its limits not only in respect 
of the amount that can be advantageously spent so as 
to produce equimarginal social advantage in all direc¬ 
tions ; it cannot be carried beyond the point when it is 
outbalanced by the marginal social disadvantages of the 
various methods of raising additional resources, whether 
through taxation, borrowing or deficit financing. A.nd 
in any case, neither the distribution effects of taxation 
nor of public spending in achieving a greater measure 
of equality can be considered in isolation by themselves 
without taking into account all the other effects, especial¬ 
ly those on productive power, which are of primary and 
predominant importance in any evaluation of the maxi¬ 
mum social advantage. 

Question 33.—Have you any changes to recommend in 
tax policy in relation to the investment of foreign 
capital in India ? 

33. 1. Foreign Capital Desirable. —It has been em¬ 
phasised in the foregoing paragraphs, particularly in 
answer to Questions 18, 20, 24 and 25 that the volume 
of internal savings sets rigid limits to the economic 
development of an under-developed country like India 
and that foreign capital is necessary to ease the strain on 
domestic resources. The Fiscal Commission says— 

“ We are doubtful whether during the next three 
or four years India will be able to secure, by internal 
savings, the order of capital needed for its require¬ 
ments The need for foreign capital thus becomes 
apparent.”* * * § 

These doubts appear to have been well founded. Fur¬ 
ther, the development p'an contemplates large expendi¬ 
ture on capital goods and equipment to be imported 
from abroad. External assistance, if available, would 
serve the dual purpose of making available adequate 
supplies of foreign exchange and at the same time 
supplementing the investible resources in the country.! 
The Planning Commission therefore advises that— 

“ External resources at strategic points and stages 
can be of so much assistance in a period of rapid 
development that it is desirable, consistently with 
other objects, to create conditions favourable to this 
inflow ”4 

33. 2. Penal Taxation Undesirable.—To promote an 
ample flow of capital, it is necessary that the tax policy 
should be so devised as not to impose a penalty on 
foreign investors or discriminate against them. For 
example, the International Chamber of Commerce 
prescribes the following two Articles among other reason¬ 
able requirements for recreating conditions in which 
capital and skill flow across political boundaries to 
territories where they can be most advantageously 
employed: 

“ The High Contracting Parties shall not give less 
favourable treatment in respect of taxation to 
nationals of the other High Contracting Parties than 
to their own nationals. 

In order to eliminate the serious deterrents to 
the development of foreign investments resulting 
from double taxation, the High Contracting Parties 
shall seek to conclude bilateral agreements for the 
prevention of the double taxation of income, and of 
capital, estates and succession on the basis of the 
two Model Bilateral Conventions of London drawn 
up for that purpose by the League of Nations.”*! 
33. 3. Taxation and Return on Foreign Capital. —It 
is not enough to provide for non-discrimination against 


* Report of the Fiscal Commission (1949-50), Book V, 
Ch. XV, Para. 220. 

t See The First Five Year Plan, Ch. Ill, Para. 43. 

t The First Five Year Plan, Ch. I, Para. 44. 

§ I. C. I. International Code of Fair Investment for 
Foreign Capital, Articles 7 and 8. 


foreign capital. If there is to be a flow of international 
investment on an adequate scale, there must first be 
created a climate of confidence and stability with op¬ 
portunities of earning a fair return on capital. On this 
point, the Income-tax Investigation Commission observes: 

“ If Indian opinion and the Indian Government 
desire to invite foreign capital and foreign business, 
liability to tax is an important factor for the foreign 
investor to consider before deciding whether he 
should invest money in ’India or not.”* 

Accordingly, to the extent to which the country is 
interested in encouraging foreign investments, it should 
consider the adoption of domestic policies which 
stimulate the formation of new capital. As the Inter¬ 
national Chamber of Commerce points out—- 

“ Such policies include, most of all, measures in 
the field of taxation. Taxation inherited from the 
war remains so high in the countries concerned as 
to become a genuine obstacle to formation of 
capital.”! 

The tax policy that should be pursued for speeding up 
domestic capital formation has been outlined in the 
answers to Questions 20 to 22 above. If made effective, 
such a policy will not only accelerate, as the Fiscal 
Commission recommends,! a concentrated development 
of the country’s interna! resources but will also create 
conditions favourable to the inflow of foreign capital. 
Dealing with this point, the Planning Commission says— 

“ The rate of return to capital in some of the 
industrially advanced countries is higher than that 
obtainable in India. In view of all these considera¬ 
tions, it is of the highest importance to ensure to 
the foreign investor the prospects of fairly good 
return and the ce rtainty of fair and equitable treat¬ 
ment. ”§ 

It is, however, necessary to add that, ultimately, foreign 
capital venturing into this country must retain its 
character as risk capital and it is not entitled to any 
special tax concessions which are not equally available 
to domestic capital. 

Question 34.--Article 2G0 of the Constitution enumerates 
the following taxes which may be levied and col¬ 
lected by the Union but the proceeds of which are 
to be assigned to the States : (a) duties in respect of 
succession to property other than agricultural hind ; 
(b) estate duty in respect of property other than 
agricultural land : (c) terminal taxes on goods or 
passengers carried by railway, sea or air ; (d) taxes 
on railway fares and freights ; (e) taxes other than 
stamp duties on transactions in stock exchanges and 
future markets; if) taxes on the sale or purchase 
of newspapers and on advertisements published 
therein. 

How do you assess the possibilities of adding to the 
country’s tax resources in respect of the above 
items ? 

34. 1. Taxes under Article 269 undesirable. —The 
taxes enumerated in Article 269 do not seem to be cap¬ 
able of adding appreciably to the country’s resources. 
In fact, some of them will lead to multiple taxation of 
income and capital and can do much harm. For 
example, on the subject of taxes on fares and freights, 
the U. N, Public Finance Survey of India (1951) makes 
the following comment: 

“ Taxes on the movement of goods and persons 
are perhaps the most serious example of jurisdic¬ 
tional overlapping as between the Central Govern¬ 
ment and the States, because they have tradition¬ 
ally been an important source of revenue in India. 
In recent years, indeed, they have tended to decline 
in importance, largely as the result of a realisation 
of their bad effects on inter-State and even inter¬ 
national trading ; it is to be feared, however, that 
they are now on the increase again in view of the 
revenue pressure which has developed.”|| 

It may be added that taxes on fares and freights can 
only lead to cost inflation and that any taxes on the 
sale and purchase of newspapers is tantamount to a tax 
on democracy. 

34. 2. Estate and Succession Duties.—Estate Duty has 
been already imposed by the Centre, and both, succes¬ 
sion duties and estate duties, are in the nature of a 
levy on capital. Whatever their other justification, 
these duties are likely to lead to sequestration and dis¬ 
sipation of usefully employed accumulated resources. If 
the exemption limils are low and the rates of duty are 
high, as they are in the case of Estate Duty, they are 
likely to have an adverse effect on investment and capital 

* Report of the Income-tax Investigation Commission 
(1949), Sec. IV, Para. 29. 

! I. C. I. Brochure on “Financing Economic Develop¬ 
ment ”, Sec. IV, p. 13. 

t Report of the Fiscal Commission (1948-49), Book V, 
Ch. XVI, Para. 222, 

§ The First Five Year Plan, Ch. XXIX, Para. 78. 

|| U. N. Public Finance Surveys—India (1951), Ch. VI, 
p. 69. 
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formation. It has been doubted whether such taxes 
could be made into “ equitable and avoidance-proof 
levies ”, They are not easy to implement, and consider¬ 
ing the costs of administration, their net yield to the 
exchequer will tend to be small and their general effects 
disadvantageous at this backward stage of the country’s 
economic development. 

34. 3. No Scope for Taxes on Forward Transactions .— 
There is no scope at all for imposing taxes, other than 
stamp duties, on transactions on Stock Exchanges and 
in futures markets. The high incidence of taxation in 
relation to stock markets has been referred to in the 
answer to Question 17 above where it has been shown 
how heavily the tax burden weighs particularly on this 
occupation. The subject is further dealt with in some 
detail in the answers to Questions 162 and 163 in Part V. 
The conclusion there reached is reiterated—namely, that 
the burden should be drastically reduced if the stock 
market is to survive as a useful unit and perform its 
proper function in the economy of the country. 

Question 35.—Other possible ways of adding to tax 
receipts which have been suggested are taxes on 
capital, reintroduction of the salt duty, surcharges on 
land revenue, betterment levies, agricultural income- 
tax, social security taxes and modification of the 
policy of prohibition having regard to the directive 
principles of the Constitution. What are your views 
regarding the desirability and the probable scope of 
each of these forms of taxation ? 

35. 1. Taxes on Capital Undesirable. —At a time when 
the main stress and emphasis is on capital formation 
as the key to quick economic development, taxes on 
capital which directly reduce the volume of savings and 
investment cannot be deemed to be either desirable or 
feasible. 

35. 2. Salt Duty. —The arguments for and against re- 
introduction of the salt duty are fairly simple. Because 
of its associations with the struggle for freedom, the 
abolition of salt duty has a strong political appeal. From 
the economic point of view, the question has been slated 
as under by Sir .Tosiah Stamp in his reply to the Indian 
Taxation Enquiry Committee (1924-25): 

“ I should work out the tax burden on a low 
income (via salt) and ask, if abolished, or altered, 
in what probable respects well-being would be im¬ 
proved by the ordinary exercise ot the improved 
purchasing power. If inconsiderable, I would con¬ 
tinue the burden,”* 

In view of the war and post-war shifts in incomes and 
general rise in prices, it can scarcely be argued that the 
absence of the salt duty either improves the purchasing 
power and standard of living of the masses or otherwise 
increases their margin of savings. As can be seen from 
Table 35. I, the duty used to bring in a fair yield before 
it was abolished. Its re-introduction, therefore, appears 

* Report of the Indian Taxation Enquiry Committee. 
Ch. VII, Para. 164. 


to be desirable, as it would easily produce a revenue of 
Rs. 10 to Rs. 15 crores and its incidence per head would 
not exceed a few annas. 



TABLE NO. 

35. I 


Year 

Balt Duty 
in Crores of 

Year 

Salt Duty 
in Orores of 


Rs. 


Rs. 

T 900-01 

8-4 

1940-41 

7-7 

1913-14 

4-7 

1941-42 

9-2 

1920-21 

5-8 

1942-43 

10-9 

1929-30 

0-5 

1943-44 

8-3 

1938-39 

8-1 

1944-45 

9-3 

1939-40 

10-9 

1945-46 

10-2 


(Source. .- Budgets of the Central Government.) 


35. 3. Land Revenue. —As pointed out in the answer 
to Questions 13 and 14 above, land revenue because of 
its fixed base and insensitivity to changing conditions 
has remained static in quantity over a period of revolu¬ 
tionary change and its contribution to the total Part A 
States revenue has declined from 43T per cent, in 
1938-39 to about 18-3 in 1952-53. It has been observed 
that the present pattern of taxation in Part B States 
corresponds more closely to the pre-war than to the 
present tax structure of Part A Sates and because of 
that Part B States have a higher per capita revenue. 
The Finance Commission (1952) reports this fact as 
under: 

“ The per capita tax revenue collected by the 
- States (i.e., excluding the share of income-tax) in 
1951-52 is Rs. 6-6 for all States, the average for Part 
B States is higher at Rs. 9 and no Part B State 

is below the average for all States together. 

The per capita revenue of Part B States which, 
as already noted above, is definitely higher on the 
whole than of Part A States, is higher under the 
older taxes like land revenue and excise, particular¬ 
ly the latter.”* 

This is borne out by Table No. 35. II giving the per 
capita revenue from the principal sources of income for 
1950-51 and 1951-52 of three Part A and three Part B 
States enjoying the highest per capita income. It can be 
seen that Saurashtra has a high total per capita income 
in spite of prohibition chiefly because of the high yield 

* Report of the Finance Commission (1952), Ch. Ill, 
Paras. 43 and 45. 


TABLE NO. 35. H 


(Per capita Revenue in Rs.) 


States 


1950-51 




1951-52 

—A. 



Land 

Revenue 

Excise Sales 

Tax 


Total 

Land 

Revenue 

Excise 

Sales 

Tax 

Total 

Part A :— 

i 








Bombay 

1-8 

0-3 

4-2 

10-0 

1-7 

0-3 

3-6 

9*1 

West Bengal 

•9 

2-5 

2-5 

8-7 

0-8 

2-7 

2-8 

9-4 

Madras 

1-2 

0-1 

2-9 

6-5 

1-6 

0-1 

3-0 

0-7 

Part B 









PEP8U 

2-8 

5-4 

1-4 

10-7 

2-6 

6-7 

1-3 

12-3 

Hyderabad . 

2-4 

5-2 

0-4 

10-2 

2-6 

5-1 

1-0 

11-0 

Saurashtra . 

5-1 

0-4 

0-2 

8-6 

3-7 

0-4 

0-7 

7-1 


(Source : Report of the Finance Commission, 1952. App. IX, Table 6 (a), pp. 174-75.) 


under land revenue. The inference that should be drawn 
is recorded by the Planning Commission in the following 
terms: 

“ In countries which are largely agricultural, and 
in which transactions involving money are a smaller 
proportion than in more industrialised systems, land 
has been traditionally an important basis for taxa¬ 
tion. In Japan, when its programme of industriali¬ 
sation was being introduced in the 1870’s, taxation 
of land yielded as much as 13 per cent, of the value 
of gross agricultural produce; even thirty years 
later, when other forms of taxation had developed, 


land tax accounted for nearly half of the total tax 

revenue of the government. In the last 

decade, prices have moved in favour of primary 
commodities and since in most parts of the country 
land revenue has not been revised upwards, the 
burden of the tax has been considerably lightened . .. 
there is a case for a moderate upward revision of 
land revenue.”* 

Political considerations apart, the imposition of a sur¬ 
charge on land revenue would bring in a larger yield, 

* The First Five Year Plan, Ch. Ill, Para. 12. 
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but that would not solve the principal issue of a 
thoroughgoing revision of the basic levy in the light of 
the circumstances now prevailing. 

35. 4. Betterment Levies. —Betterment levies have 
been suggested by the Fiscal Commission (1949-50)* 
and the Planning Commissionf but it seems doubtful 
whether an equitable and scientific system can be devis¬ 
ed for assessing the unearned increments in the value 
of land or other property, and whether such increments 
can be subjected to tax without imposing undue hard¬ 
ship. As Prof. Pigon observes: 

“ In actual life, however, apart from the services 
which an occupying owner derives from his house, 
it is generally held that only that part of real income, 
which has a money counterpart, can be brought into 
account : to bring in other parts would involve such 
high administration costs as not to be worthwhile.”:!: 

Instead of such special levies which may tend to be¬ 
come inequitable and prove unnecessarily burdensome, 
the more appropriate and satisfactory procedure would 
be to revise the land revenue and propei-ty taxes as 
suggested in Para, 35. 3 above. 

35. 5. Agricultural Income-tax. —Agricultural income- 
tax is already in operation in several States but it 
brings in a very small revenue equal to about 1 per 
cent, of the State revenues compared to the contribution 
of non-agricu!tural income-tax which amounts to as 
much as 40 per cent, of the total Central revenue. In 
view of the recent shifts in income and general rise in 
prices, it seems desirable and necessary that the poten¬ 
tialities of agricultural income-tax should be more fully 
explored. Its operation should be extended to States 
where it is still not being levied and the tax should be 
collected on a national scale from the Centre at uniform 
rates. 

35. 6. Social Security Taxes. —As pointed out in 
answer to Question 16 above, there appears to be good 
scope for ell'ecting economies and reducing what might 
be called negative public expenditure. In the present 
state of development, instead of imposing special security 
taxes, such as provident fund and employees’ health 
insurance contributions which add to the burden on 
industry and curtail opportunities of larger employment, 
it would be better to rationalise public expenditure and 
utilize the savings for measures of social security, which 
form as much a part of the ordinary activity of the 
State as maintenance of law and order. 

35. 7. Modification of the Policy of Prohibition — 
The introduction of prohibition is one of the directive 
principles of the Constitution. § It is also said to com¬ 
mand public support. However, as long ago as 1924-25, 

* See the Report of the Fiscal Commission (1949-50), 
Book V, Ch. XV, Para. 212. 

f See the First Five Year Plan. Ch. Ill, Para. 12. 

;t Pigon, Study in Public Finance, pp. 77-78. 

:f. See Part IV, Article 37. 


the Indian Taxation Enquiry Committee made the 
following observation which is substantially true today: 
“ The Committee have expressed the opinion that 
a policy of real prohibition would involve a loss of 
revenue exceeding the return from any new pro¬ 
posals that can be put forward.”* 

This is evident from Table No. 35. II, which shows that 
Part B States have a larger per capita revenue than 
Part A States in spite of Part A States having in their 
tax-structure “ more new elements than the tax systems 
of the Part B States ”.f The per capita tax revenues 
of PEPSU and Hyderabad are higher than those of 
Bombay and West Bengal entirely because of larger 
excise revenues. As the Finance Commission explains— 
“ The per capita revenue of Part B States which, 
as already noted above, is definitely higher than 
those of Part A States, is higher under the older 
taxes like land revenue and excise, particularly the 
latter. In respect of excise, the per capita revenue 
of Hyderabad is more than double that of the next 
highest State, vie., West Bengal. 

The steep fall in revenue under this head in respect 
of States'adhering to the policy of Prohibition has also 
been noticed in the answer to Question 14 above and 
the relative change in position is described in the U. N. 
Public Finance Survey of India as under: 

“ in Madras, the United Provinces, Bombay, 
Bengal and Bihar, liquor excises used to be a major 
source of revenue, rapidly expanding during the- 
war, and in Madras, for instance, providing a 
revenue double that of land revenue in 1947-48. 
Madras went completely dry in October 1948, 
Bombay in April 1950. In the United Provinces 
which have not followed so complete a prohibition 
policy, excise re /enue has declined by Rs. 1 crore, 
but is still important. In Bihar, the decline is not 
serious, while in Bengal excise revenue actually 
rose from Rs. 3-5 5 crores in 1947-48 to Rs. 5-97 erores 
in 1949-50. Else where the march of prohibition has 
been completely slowed down or even completely 
halted.” § 

To the loss of large excise revenue have been added 
other costs. The costs of enforcement in money terms 
are reflected in the unbalanced public expenditure to 
which a reference has been made in the answer to 
Question 16 above. They can also be inferred from 
Tabic No. 35. ill, which shows the large expenditure 
on police forces by States with prohibition, like Bombay, 
though they have li tie political or security trouble of 
the kind facing Bengal, Punjab or Hyderabad. In fact, 


* ”*§ U."N. Public Finance Surveys—India, 1951, Ch. VI, 
p. 73. 


* Report of the Indian Income-tax Enquiry Com¬ 
mittee (1924-25), Ch. XV, Para, 498. 

t See Report of the Finance Commission (1952), Ch. 
XXX 4 d 

t Report of the Finance Commission (1952), Ch. Ill, 


Part A :— 

Bombay . 

Bengal . 

Punjab . 

Madras . 

U. P. 

M. P. 

Assam 

Biliar 

Orissa 

Part B :— 

Sauraslitra 
Hyderabad 
PEPSU . 

M. B. 

Rajasthan 
Mysore . 
Travancore-Cochin 


State 


Total 


TABLE NO. 35. Ill 



State Expenditure on Police 


Total in 

Ororcs of Rs. 

Per capita in Rs. 

1950-51 

1951-52 

1950-51 

1951-52 

9-12 

9-33 

2-5 

2-6 

5-30 

5-70 

2-1 

2-3 

205 

2-68 

2-1 

2-1 

0-99 

7-17 

1-2 

1-3 

7-41 

7-29 

1-2 

1-2 

2-52 

2-47 

1-2 

1-2 

0-86 

0-90 

1-0 

1-1 

3-90 

4-09 

1-0 

1-0 

1-30 

1-37 

0-9 

0-9 

1-03 

1-17 

2-5 

2-9 

4-84 

5-19 

2-6 

2-8 

0-07 

0-76 

1-9 

2-2 

1-51 

1-59 

1-9 

2-0 

2-18 

2-34 

1-4 

1-5 

0-85 

0-89 

0-9 

1-0 

0-61 

0-65 

0-7 

0-7 

51-80 

53-71 

1-5 

1-5 


[Source ; Report of the Finance Commission, 1952, Appendix IX, Tables 8(a) ind 8(5), pp. 182-85.) 




















363 


the total as well as per capita expendiure on police is 
among the highest in Bombay and has been steadily 
mounting up from year to year. This is apparent from 
Table No. 35 IV (page 16). Side by side this increasing 
burden of negative expenditure is the increasing public 
disregard for law and the growth of corruption. While 

TABLE NO. 35. TV 


Bombay State Expenditure on Police 
Year ,--—*•- 




Total in 
Crores of 

Ra. 

Per Capita 

Rs. 

Index 

(1948-49= 

100) 

1948 49 


7-04 

1-9 

100 

1949-50 

• 

' 8-43 

2-3 

120 

1950-51 


9-12 

2-5 

130 

1951-52 


9-33 

2-6 

133 


(1 Source: Report of the Finance Commission, 1952, 
Appendix IX, Table 11, p. 194.) 

citing the good performance of Bombay in other Depart¬ 
ments, Dean Paul H. Appleby points out that— 

“ There a principal source of corruption remains 
in prohibition enforcement.”* 

These repercussions of the policy of prohibition have 
caused apprehension. The U. N. Public Finance Survey 
of India therefore makes the following comment: 

“ The State of Madras went wholly dry in October 
1948, Bombay followed in April 1950. Owing to 
the revenue importance of liquor duties, a policy so 
disruptive of State finances, and thus ultimately 
a danger to central finances also, is now viewed 
with a certain amount of apprehension by the 
Centra! Government, and pressure to extend the dry 
area is no longer coming from the Centre.”** 

Apart from financial considerations, the success of the 
prohibition policy is thus being increasingly doubted, 
particularly in the light of foreign and current domestic 
experience. In any case, it is far from obvious whether, 
of all the numerous aims and objects listed in the 
Directive Principles of the Constitution, the one on 
prohibition must necessarily take the highest priority. 
It is significant that Article 47 (like Articles 43, 44, 
45, 48 and 51) requires only that “the State shall en¬ 
deavour to bring about prohibition ”, whereas in a 
number of other Articles the injunction is not merely 
exhaortative but mandatory, as, for example, in Articles 
39 to 42, 46, 49 and 50 providing for such matters as 
means of livelihood, health, education, public assistance 
in cases of unemployment, old age, sickness and dis¬ 
ablement, etc. This distinction between the two sets of 
Articles must be accepted as a guide to priorities when 
framing policy on the basis of the Directive Principles. 
It follows, therefore, that the policy of prohibition should 
be suitably modified. 

Question 36.—Do you consider it desirable and feasible 
to levy a tax on unearned increments in value of 
land and other property as a result of public projects 
of development ? 

36. 1. The question has been dealt with in Para. 35. 4. 

Question 37.—What measures would you suggest for 
increasing the receipts from existing sources of 
revenue ? 

37. 1. Revision of Rates and Approach likely to 
Increase Tax Receipts. —It has been repeatedly observed 
in the foregoing paragraphs that direct taxes on income 
and profits appear to have passed the point of diminish¬ 
ing returns. It has also been suggested that the rates 
should be scaled down and that the tax burden should 
be redistributed among various classes and various 
kinds of taxes. Revenue is likely to improve in response 
to such changes. The receipts would also increase if, 
as can be gathered from the answer to Question 15, 
there is a radical transformation in the approach and 
attitude of the tax collecting authorities. As the 
Income-tax Investigation Commission recommends— 

“ The Income-tax Officer must show by his conduct 
that he is not the tax grabber he is described to be 
but a referee standing between the State on the one 
hand and the tax-payer on the other, with the sole 
idea and desire that both get a square deal. If 
the Income-tax Officer sees to it that he is regular 
in attendance, prompt in attention, curteous in 
listening to grievances, however frivolous, in the 

* Appleby Public Administration in India—Report of 
a Survey, 1953, Sec. VI, p. 49. 

** U. N. Public Finance Surveys—India, 1951, Ch. II, 
p. 15. 
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manner of a skillful salesman, he will immediately 
find an encouraging response from the tax-payer.”* 

Co-operation with the public on these lines by all taxing 
departments is much to be desired from the point of 
view of better revenue and more friendly relations, 

37. 2. Necessity of Improving Efficiency. —Receipts 
from existing sources of revenue can also be improved 
by gearing up the administrative machinery to the pitch 
of efficiency and economy. Elaborate legislation, red 
tape and duplication exercise a depressing influence on 
yield. A streamlined administration trained in uptodate 
methods would appreciably increase the revenue derived, 
for example, from income-tax and sales tax. Moderni¬ 
sation and rationalisation of Government Departments 
may be said to have become long over-due, but it is a 
matter of doubt whether any thoroughgoing reform is 
feasible in the light of the conditions now obtaining. 

Question 38.—What other new sources of taxation can 
you recommend ? 

38. 1. The question has been dealt with in the fore¬ 
going paragraphs, particularly in the answer to Question 
19. 

Question 39 .—To what extent and as regards what taxes 
should the powers of the Centre to impose sur¬ 
charges under Article 271 of the Constitution be 
used ? 

39. 1. Surcharge—An Exceptional Measure. —A sur¬ 
charge implies an addition to the normal charge and 
should accordingly be imposed only in exceptional cir¬ 
cumstances. When the additional tax is meant to be 
temporary and specifically levied for the duration of an 
emergency, it may take the form of a surcharge. But 
a permanent surcharge, for example, the 50 per cent, 
surcharge on stamp duty in the Bombay State, has no 
meaning or justification. It only seeks to camouflage 
the real nature of the burden by breaking it up into two 
parts so that neither part by itself may prima facie seem 
excessive. Such deception cannot continue for long and 
only ends in administrative complications without any 
sensible advantage. 

39. 2. When should Surcharge be Levied. —So far as 
the Centre is concerned, the surcharge has another 
meaning beyond the symbolical one conveying its 
temporary character. When the tax concerned is divi¬ 
sible bewteen the Centre and the States, the surcharge 
does not form a part of the common pool but becomes 
a part of the Consolidated Fund of India exclusively 
earmarked for the Centre. As such, it is an important 
instrument wherewith the Centre can increase its share 
out of the proceeds of a given tax without any alteration 
in the prescribed percentage share allocated to the 
various States. Such circumvention by the Centre of 
the prescribed percentage fixed by an independent body 
like the Finance Commission can only be justified in 
times of an emergency like that of war, when the Centre 
has to shoulder special extra expenditure, very little of 
which is required to be borne by the States. In such 
circumstances, the surcharge is best imposed on taxes 
which are derived from sources benefiting most from 
the increased expenditure of the Central Government, 
or from which the yield can be increased by interception 
of windfall gains attributable to the extraordinary 
circumstances. 

39. 3. Conclusion. —It follows from the foregoing that 
the Centre should impose a surcharge under Article 271 
of the Constitution only when the additional tax is of 
a purely temporary character designed to meet an 
emergency or special situation involving the Centre in 
large additional expenditure, that the surcharge should 
be in respect of taxes divisible between the Centre and 
the States, and that it should be removed as soon as the 
extraordinary circumstances cease to exist or to exercise 
a significant influence. There is no occasion for Govern¬ 
ment to levy surcharges in normal times and according¬ 
ly such surcharges where they survive at present should 
be abolished forthwith. 

Question 40.—What are the scope and limitations of tax 
policy as an instrument for dealing with inflationary 
or deflationary situations in Indian conditions ? 

40. 1. Factors Governing Influence of Taxation on 
Inflationary and Deflationary Situations .—The nature 
and extent of the influence which taxation exercises 
over inflationary and deflationary situations depend 
on— 

(o) the proportion which public income and expendi¬ 
ture bear to the aggregate national income 
and expenditure ; 

(b) the quantum of public expenditure, its nature 

and distribution between essential, productive, 
social and other heads ; 

(c) the per capita income which ultimately bears 

the taxes ; and 

(d) the coverage of taxes over different groups, and 
the kinds of taxes and their distribution be¬ 
tween various sectors of the economy. 

* Report of the Income-tax Investigation Commission, 
1949, Recommendation No. 189, p. 243. 
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It is apparent that the higher the proportion of taxes 
to the aggregate national income and the smaller the 
percentage of the essential to other public expenditure, 
the greater is the field of manoeuvrability. In de¬ 
flationary situations, taxes can then be reduced sufficient¬ 
ly to leave incomes in the hands of individuals on a 
scale large enough to revive effective demand and 
stimulate economic activity. Conversely, in inflationary 
situations, non-essential public expenditure can be cur¬ 
tailed and taxes can be pitched up to the extent necessary 
for siphoning off the surplus purchasing power pressing 
against the available supply of goods and services. By 
the same token, the higher the per capita income, the 
larger the coverage of taxes and the wider their distri¬ 
bution, the greater is the capacity of the tax system for 
correcting inflationary and deflationary situations. 

40. 2. Limiting Factors in Indian Conditions. —It has 
been pointed out in answer to Question 1 above that, 
in India, the proportion which public revenue and 
expenditure bear to the aggregate national income and 
expenditure is extremely low, being about 8 per cent, 
as compared with 25 per cent, in the U. S. A. and 
Canada and 30 to 40 per cent, in Australia and the U. K, 
Likewise, the bulk ofi^the public expenditure is of limited 
variety and relatively inelastic, the per capita income 
of Rs. 255 is among the lowest in the world, the coverage 
of direct taxes constituting 30 to 40 per cent, of the 
total revenue is limited to less than one-fourth of one 
per cent, of the entire population, and the yield of other 
taxes is far too poor in relation to the size of the popula¬ 
tion numbering 360 millions. These factors fix close 
critical limits in either direction within which taxation 
can be used as a weapon for controlling inflation or 
deflation. When these .limits are exceeded, the tax 
system tends to aggravate the maladjustments it sets 
out to rectify. 

40. 3. Consequences of Excessive Reliance on Taxa¬ 
tion .—It may be accepted that if taxes were the only 
alternative to inflation and deflation, they would be the 
more desirable alternative. It is easier to bear a 
rationally planned equitable tax schedule than to suffer 
the inequities of a tax levied by reducing and raising 
the purchasing power of a currency. But taxes are not 
the only alternative, and in an under-developed country 
like India which has embarked on a plan of rapid 
development, they do not take long to approach the limit 
of what the economy can bear when the spending is 
too great. In such cases, the inflationary effects of a 
high scale of Government expenditure are not neutralis¬ 
ed by heavy taxation. On the contrary, as Colin Clark 
observes— 

“ The part that excessively high taxes play in 
causing inflation is not fully appreciated. It is 
widely understood that if a Government incurs very 
heavy expenditure, and these are not covered by 
taxation, and the Government runs at a deficit, the 
automatic result will be an inflationary trend. It is 
not so generally understood that if a Government 
incurs very heavy expenditures, and these are 
covered by taxation, so that the budget is balanced, 
the trend—while it may be deflationary for a time— 
will in the long run be towards inflation if the rate 
of taxation is too high to be borne.” 

Colin Clark suggests that “ 25 per cent, of the national 
income is about the limit for taxation in any non-totali- 
tarian community in times of peace ” and in his Capper 
Moore lecture he has expressed the view that in the case 
of under-developed countries the ancient Chinese rule 
of 10 per cent, is a more appropriate rate. The limit is 
a matter of empirical observation, likely to vary accord¬ 
ing to the time and habits of the people ; but it is all 
the same a narrow limit in an under-developed country 
like India, and when taxation is pushed beyond the 
point in an effort at checking inflation, it merely leads 
to a high cost of living and an inflationary rise in prices. 
Price controls,, rationing and other direct controls are 


then resorted to in the hope that in due course produc¬ 
tion and the real national income grow enough to carry 
the burden without controls. But that takes time and 
there is the tendency to escape into inflation. The 
excessive burden of taxation destroys the incentive to 
save, invest and produce, and as the economy gets bog¬ 
ged into unemployment and depression, influential 
sections of the community become willing to support a 
depreciation in the value of money. This brings down 
the proportion of taxes to the national income, but 
unless the fundamental causes are otherwise checked 
and controlled, the circle of higher taxes, higher prices, 
more Government spending and more inflationary 
pressure repeats itself. 

40. 4. Taxation—A Weapon of Restricted Use. —It 
has been said that taxation is not the only measure 
available for regulating inflation or deflation. Even in 
advanced economics, it must be combined with other 
measures, for exclusive reliance on taxation would 
involve such large and frequent fluctuations in taxes as 
to add a new element of instability in the economic 
system. Even such large fluctuations cannot succeed in 
producing the desired results in under-developed eco¬ 
nomies. It must be therefore concluded that in India 
there are strict limits to the scope and usefulness of tax 
policy as an instrument for dealing with inflationary 
and deflationary situations. 

Question 41. —In countering inflationary or deflationary 
conditions in the economy, what part would you 
assign to changes in the following : (a) direct taxes 
(b) indirect taxes, (i) import duties, ( ii ) export 
duties, ( iii ) excise duties, ( iv ) sales tax ? 

41. 1. Role of Direct Taxes in Countering Inflationary 
and Deflationary Tendencies. —The limitations of tax 
policy as an instrument for dealing with inflationary and 
deflationary situations have been referred to in answer 
to the preceding Question. These limiations are 
inherent in an under-developed economy. The main 
burnt of direct taxes falls on a very small segment of 
the population and in this lies the difference between 
India and other advanced countries. For example, as 
shown in Table No. 1. Ill, in the U. K. direct taxes on 
income and profits are paid by about 20 million people 
equal to 40 per cent, of the total population and con¬ 
tributing about 80 per cent, of the total national income. 
The same is the case in the U. S. A. where about 55 
million people representing approximately 40 per cent, 
of the total population pay direct taxes to Government. 
In India, on the other hand, because of the smallness 
of the industrialised sector, the coverage of income and 
profit, taxes is extremely small. In 1950-51, out of a 
total population of about 360 million, only about 5 lakhs* 
paid income-tax and super tax. fin other words, direct 
taxes amounting to about 30 per cent, of the total 
revenue are borne by about one-eighth of 1 per cent, 
of the total population equal to about half of one per 
cent.** of the working force in the country estimated 
at 133 million in 1948-49. Again, within this narrow 
range, almost 50 per cent, of the direct taxes are derived 
from corporations and approximately 40 per cent, 
collected from the upper income brackets above 
Rs. 25,000 covering barely 5 to 6 per cent, of the total 
number of income-tax assessees. This is apparent from 
Table No. 41. I. In contrast, wage incomes subject to 
income-tax in the U. K. in 1951-52 amounted to about 
£7,000 million or two and a half times as much as the 
taxable profits and gains from business, profession and 
vocation which amounted to about £2,800 million out 
of the total national income estimated at £12,700 million. 
When such a large proportion of the total population 
and the total national income is covered by direct taxes 
as in the U. K., adjustments are always easier to make, 
and when made, they are capable of proving effective 

*See The First Five Year Plan, Ch. Ill, Para. 13. 

** See The First Five Year Plan, Ch. Ill, Para. 11. 


TABLE NO. 41. I 


Kind of Income 



1948-49 

1949-50 

A 

Number of 
Assessees as 
Percentage to 
Total Number 

Income and 
Super Tax 
paid as 
Percentage to 
Total Tax 

Number of 
Assessees as 
Percentage to 
Total Number 

Income and 
Super Tax 
paid as 
Percentage to 
Total Tax 

Non-corporate :— 







Under Rs. 25,000 ..... 

. 


92-9 

13 5 

92-1 

12-3 

Rs. 26,000 and Above .... 

• • • 

. 

5-5 

38-7 

6-2 

37-4 

Corporate ...... 

• • • 

• 

1-6 

47-8 

1-7 

50-3 


Totat. 

• 

1000 

1000 

100-0 

100-0 


(Source: Central Board of Revenue, All-India Income-tax Revenue Statistics, 1948-49 and 1949-50.) 
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in practice. It is otherwise in India. For example, in 
1946-47, the highest bracket of personal income bore 
tax at 97 per cent, of the total income as against 59 per 
cent, in 1939-40 and company tax stood at 48 per cent, 
against 22 per cent, in 1939-40* in addition to E. P. T. 
at 60 per cent. Notwithstanding these drastic increases 
in the rates of direct taxes, the tax system failed to 
drain off the surplus purchasing power and thus control 
inflationary pressures through public finance. The 
relative and absolute smallness of the coverage of income 
and profit taxes and the almost complete exemption of 
the enormous agricultural sector from the levy of such 
taxes severely restricts the effectiveness of direct taxes 
in countering inflationary and deflationary conditions. 


taxes can be reached commodities not covered by 
either import or excise duties.”* 

These taxes, first imposed in Madras in 1939-40, have now 
spread to all important States and their operation has 
been extended to a large number of commodities in 
daily use. At places differential rates have been levied 
on necessities and luxuries and everywhere the yield has 
been rising at such a rapid pace as to make these taxes 
the principal source of revenue in State budgets. As 
their importance grows, sales taxes will exercise greater 
influence on the flow and volume of income and expendi¬ 
ture and their usefulness as an instrument for correcting 
inflationary and deflationary trends will correspondingly 
increase. Their main defect lies in the lack of uniform- 


41. 2. Scope of Indirect Taxes— If the tax system is 
to be a more useful weapon for controlling inflationary 
and deflationary conditions, it must impinge on the rural 
sector covering the major part of the population so as 
to affect their individual incomes and expenditure. As 
the Planning Commission recognises— 

“ When the scope for direct taxation is limited, the 
incomes of the greater part of the population can 
be reached only through taxation of commodities.”** 

It is from this point of view that the potentialities of 
indirect taxes have to be considered. 

41. 3. Influence of Import and Excise Duties .—Import 
duties are regarded as useful for countering inflationary 
and deflationary trends. When, as in the U. K„ foreign 
trade constitutes a fairly large proportion of the total 
trade and imported goods enter in a substantial measure 
in the daily living of the people, variations in import 
duties have a direct impact on the volume and direction 
of personal expenditure and as such are capable of 
exercising an influence on inflationary and deflationary 
conditions. In India, the position is different. Foreign 
trade is a small fraction of the total trade and imported 
articles are not widely consumed, particularly in rural 
areas. In the circumstances, import duties have to be 
combined with excise duties to produce any appreciable 
effects. Even so, as the Planning Commision notes,! 

17 per cent, of the total tax revenue of the country 
comes from import duties on luxuries and 8 per cent, 
more from excise duties on tobacco and cloth so that a 
fourth of the total tax revenue is derived from import 
and excise duties borne by certain limited strata of 
society. However, on the whole, the spread of import 
and excise duties is much wider than that of direct 
taxes and they can be of assistance in influencing infla¬ 
tionary and deflationary trends. 

41. 4. Influence of Export Duties .—Export duties 
stand on a different footing than import duties and their 
scope is extremely restricted. The Export Promotion 
Committee (1949) observes: 

“It may be said, as a general rule, that to tax 
exports is to reduce exports. Hence it is that the 
great exporting countries of the world have hardly 
ever had a tax on exports,”! 

Even in exceptional cases, export duties can only be 
imposed on commodities in respect of which the country 
enjoys a monopoly or semi-monopoly. For example, 
immediately after devaluation in 1950, high export duties 
were levied on jute, cotton, oilseeds and other com¬ 
modities in short world supply with the object of inter¬ 
cepting the “ unearned increment ” in price likely to 
accrue to exporters following upon the change in the 
rate of exchange. The extent to which export duties can 
be usefully employed is dependent on the degree of 
elasticity of foreign demand in respect of the goods 
exported. In any case, in strongly competitive world 
markets constantly searching for substitutes, such duties 
cannot be maintained for long or at a high level without 
endangering the position of the exporting country in 
international trade.§ The scope of export duties is thus 
limited to those commodities which are monopolies or 
semi-monopolies and to those exceptional circumstances 
which arise when the depreciation of a country’s cur¬ 
rency is followed by a period during which internal and 
external prices move into a fresh alignment on the basis 
of the new rate of exchange. _ Export duties cannot be 
retained for long without doing damage to the fiscal 
system and they cannot normally be employed for con¬ 
trolling inflationary or deflationary trends. 

41 5 Role of Sales Tax— In comparison with 
customs and excise duties, sales taxes have a wider 
coverage in respect of the area to which they apply and. 
the number of persons they affect. The Planning Com¬ 
mission reports that— 

“ In India, apart from these two sources (import 
and excise), it is clear that increasing reliance will 
have to be placed on sales taxes. Through sales 

* See Table No. 3. I. 

**The First Five Year Plan, Ch. Ill, Para. 16. 
t See The First Five Year Plan, Ch. Ill, Para. 11. 
t Report of the Export Promotion Committee (1949) 
Part II, Sec. 3, Para. 1. 

§ See Report of the Export Promotion Committee 
(1949), Part II, Sec. 3, Para. 3. 


ity and co-ordination without which they cannot be 
employed as a weapon for implementing national policies. 
The diversity in rates, procedure and methods of levy 
now obtaining detract from their usefulness. Centrali¬ 
sation of sales tax administration would remove these 
defects, and if a country-wide system is set up to function 
as effectively as income-tax does in the field of direct 
taxes, there is little doubt that, within the inherent 
limits of a fiscal policy, the two together can be wielded 
to a good purpose and with marked effect in countering 
inflationary and deflationary conditions. 

Question 42.—To what extent is it possible to increase 
the inherent capacity of the tax system to counter¬ 
act inflationary or deflationary conditions in the 
economy ? 

42. 1. Limited Effectiveness of the Tax System .—The 
tax system performs its regulatory functions by acting 
on the flow and volume of Government and private 
income and expenditure and its limitations in countering 
inflationary and deflationary conditions in India arise 
directly out of the limitations of an under-developed 
economy. A huge population of 360 million and a 
national income of Rs. 8,730 crores yield a per capita 
income of Rs. 255 per annum, implying a standard of 
living on the bare margin of subsistence. Taxes involve 
a subtraction from this marginal standard and hence 
the severe restriction on their scope and capacity. 

42 2 Modification of Tax System necessary to In¬ 
crease its Effectiveness.—-In the present circumstances, 
taxes constitute but a small proportion of the national 
income and their coverage is scanty and uneven, with 
the burden falling on a relatively small section of the 
population. The concentration on direct taxes on income 
and profits and on the urban population imposes unusual 
strains and leaves no room for manoeuvre. On the other 
hand, the bulk of the total population remains more or 
less outside the orbit of effective taxation. Though the 
per capita income is small, the large size of the popu- 
lation magnifies the volume of total income not readily 
susceptible to the influence of the tax system. It follows 
that, unless the taxes are broadly based and spread 
widely over the large mass of the people, they can J™t 
function effectively as a stabilizer in the economy of the 
country. 

42. 3. Economic Development necessary for Increasing 
Effectiveness of Tax System .—It is characteristic of a 
marginal economy like that of India that it should be in 
a state of precarious balance. The critical limits at 
all points are closely set and relatively small changes 
in any direction produce disproportionately large effects, 
sometimes in a direction opposite to that intended. A 
reference has been made in the answer to Question 40 
above to Colin Clark’s empirical observation that in 
under-developed countries attempts to contain inflation- 
ary pressures by closing the gap through sharp increases 
in tax rates merely promulgate inflation in the process 
ti l the ratio of taxes to national income reverts to about 
10 per cent. This pinpoints the fundamental weakness 
of the position and underlines the main conclusion that 
a permanent and progressive increase in the inherent 
capacity of the tax system to counteract inflationary 
and deflationary conditions can be attained in a country 
like India only when there is a rapid growth of the 
national income, bringing with it a substantial addition 
to the per capita national income and a rise in pro¬ 
ductivity and the general standard of living. 

Question 43. What are your views in regard to the 
relative importance of public expenditure policies in 
moderating the forces of inflation and deflation tn 
Indian conditions ? 

43. 1. Influence of Public Expenditure on Inflationary 

and Deflationary Conditions .—Direct and indirect taxes 
influence private spending and investment by affecting 
the prices and quantum of goods available ror con¬ 
sumption and by influencing the ability and the incentive 
to save and invest. The revenue received by the State 
from direct and indirect taxes becomes the source of 
public expenditure and investment. Public expenditure 
is also incurred from public borrowings and through 
deficit financing. Accordingly, public expenditure helps 
to determine the level of employment, production and 
income in the country and can be used as an instrument 
for influencing inflation a nd deflation. _ 

* The First Five Year Plan, Ch. Ill, Para. XIV. 
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43. 2. Influence determined by Quantum and directive 
Public Expenditure.—tin deflationary conditions, when 
effective demand falls off, increased public spending 
can moderate its effects by enlarging employment and 
augementing the flow of income which revive the demand 
for goods and services. In the converse inflationary 
conditions, the brake on demand can be applied by 
reducing the rate of public spending. The nature and 
extent of the influence public expenditure can exercise 
on inflationary and deflationary conditions, therefore, 
depends on the scope available for varying the quantum 
and direction of such expenditure and the proportion 
such expenditure bears to the total national expenditure. 

43. 3. Small Quantum of Public Expenditure in 
India. —As pointed out before, in an under-develop¬ 
ed country like India the proportion of 
the public expenditure to the aggregate national 
income is relatively small, being about 88009 per cent, 
compared to 25 to 30 per cent, in more advanced eco¬ 
nomics. The quantum of expenditure can therefore 
only be raised within severely restricted limits, and 
when the limits are exceeded, the effects tend to become 
more and more disproportionate and ultimately work in 
a direction opposite to that intended. This places an 
upper limit to the usefulness of public expenditure 
policies as an instrument for countering inflation and 
deflation. 

43. 4. Unbalanced Composition of Public Expendi¬ 
ture. —The large bulk of current Government spending 
is on defence and on general administration including 
tax collection.* These large expenditures, which almost 
monopolise the revenue budget, are relatively rigid and 
inelastic. They resist all attempt at reduction and 
narrow down the margin available for expenditure in 
other directions. This unbalanced make-up of public 
expenditure directly reduces its scope and effectiveness 
as a weapon for disinflation. 

43. 5. Limits to Public Spending in an under-develop¬ 
ed Economy. —Public spending is recognised as a power¬ 
ful instrument for combating deflation, but in the 
peculiar circumstances of an under-developed economy, 
it operates in a special manner. In advanced countries, 
the internal productive system for essential consumer 
goods and external trade is capable of expanding and 
rapidly reacts to the stimulas of Government spending. 
Additional public outlay,, as at the time of the New 
Deal in the U. S. .A and in Nazi Germany, creates new 
income and demand for consumer goods which is 
matched by higher production and this carries the eco¬ 
nomy to higher levels of activity. In an under-develop¬ 
ed economy like that of India, the internal productive 
system is not capable of expanding rapidly, and as the 
emphasis tends to be more on investment in capital 
goods than consumer goods, public expenditure sets up 
a strong tendency for a rise in the prices of basic 
necessities, the demand for which increases sharply as 
the additional purchasing power is distributed among 
people struggling on the margin of subsistence. As the 
Planning Commission recognises— 

“ There is, under these conditions, the risk of 
creating or perpetuating pseudo-employment, which 
might result in a rise in money incomes without a 
corresponding increase in the supply of goods for 
sustaining the newly employed. The problem, as 
has been shown earlier, cannot be solved satisfac¬ 
torily without a substantial increase in the pro¬ 
ductive equipment of the community, which, in turn, 
means more investment.”! 

Public spending, therefore, cannot go beyond a critical 
limit, and if it does, it does not moderate the effects of 
deflation but merely leads to cost inflation in which the 
public sector appropriates a progressively larger share 
of a relatively fixed and inelastic quantity of resources 
while the private sector tends to be weighed down by 
inertia and depression. 

43. 6. Limitations of Public Expenditure Policies .— 
It is clear from the foregoing that the character of 
public expenditure is not sufficiently diversified from the 
point of view of productive and unproductive expendi¬ 
ture and short and long term expenditure. Further its 
proportion to the national income is too small and rigid 
to be capable of effective reduction when circumstances 
so require ; nor, in the peculiar context of an under¬ 
developed economy, can such expenditure be effectively 
raised beyond clearly set critical limits. In these lie the 
limitations of public expenditure policies as a weapon 
for moderating the forces of inflation and deflation in 
Indian conditions. 

Question 44.—Apart from using tax policy to counter 
inflation or deflation in the economy as a whole, 
would you suggest tax changes for dealing loith the 
effects of rising or falling prices on particular groups 
of tax-payers or sectors of the economy ? 

44. 1. Taxation through changes in Price Level .— 
Rising and falling prices lead to redistribution of real 
incomes as between various classes and groups of people 
because money incomes do not rise and fall exactly in 

* See Tables Nos. 16. I to 16. III. 
f The First Five Year Plan, Ch. II, Para. 6. 


proportion to the change in prices. The comparative 
acquiscence of public opinion in this covert form of 
taxation is, as Dalton puts it, a measure of public 
ignorance of economic principles and of the inability 
of certain groups to safeguard their economic interests.* 

44. 2. Tax changes as a Corrective of Price Fluctua¬ 
tions. —When price fluctuations are of wider amplitude, 
tax changes are far from adequate for dealing with their 
effects on particular groups of taxpayers. For example, 
writing in July 1922, Keynes made the following com¬ 
ment on the position of giltedged investors after the end 
of the First World War: 

“ The monetary events which have accompanied 
and which have followed the war have taken from 
them about one-half of their real value in England, 
six-sevenths in France, eleven-twelfths in Italy and 
ninety-nine hundredths in Germany. This is apart 
from the increased burden of taxation.” 

Such outrageous injustice of the price mechanism cannot 
be corrected by tax changes. Similarly, as pointed out 
in the answers to Questions 12 to 16 above, during the 
war and post-war yeais, the purchasing power of earn¬ 
ings of fixed income middle classes in India has dropped 
sharply between a half and a third so that price changes 
have imposed on them a tax far heavier than any direct 
or indirect tax. Though this heavy burden cannot be 
completely offset, it can be relieved by grant of suitable 
tax concessions, particularly in the matter of higher 
exemption limits, larger family and dependents’ allow¬ 
ances, liberalisation of exemption limits for life insurance 
premia and provident fund contributions, etc. 

44. 3. Influence of Taxes on Import and Export 
Prices. —Changes in the price level also have a direct 
impact on import and export trade and here tax changes 
play a part of greater significance. In highly competitive 
international markets, a rise in internal prices inflicts 
a serious disability on exports, and when such cir¬ 
cumstances arise, duties on imports of raw materials 
have to be scaled down and those on exports have to be 
slashed if the balance of trade is not to be dislocated. 
If this be not done, the effect would be, as the Export 
Promotion Committee (1949) says: 

“ To injure the export trade and thus inflict much 
more damage on the fiscal system than the revenue 
brought in by the tax can repair. The damage may 
not be perceptible at once. The duty generally tends 
to affect exports slowly, but in the end, conditions 
deteriorate to such an extent that it has to be 
quickly removed.”! 

It must be remembered that, notwithstanding import, 
export and exchange restrictions, prices are an important 
determinant of the flow and volume of foreign trade. 
Import and export duties enter into such prices, depend¬ 
ing on the degree of elasticity in respect of the goods 
concerned. Accordingly, changes in import and export 
duties are of importance when dealing with the effects 
of rising or falling prices on the business sector engaged 
in foreign trade. 

Question 45.—How do you assess the preseiit situation 
in regard to the strength of inflationary or deflation¬ 
ary influences, and what adjustments, if any, in 
taxation are indicated in the light of your views ? 

45. 1. The Background. —The country is in the middle 
of the Five Year Plan of development and expansion, 
which rests upon a view taken by the Planning Com¬ 
mission of the level of progress it is desirable to generate 
in the Indian economic system. The Plan is the first of 
a series contemplating rising expenditure designed to 
double the per capita income in a quarter of a century. 
This implies an annual rise in savings equal to 50 per 
cent, of the increased output. Since the new income is 
being largely generated through mobilisation of idle and 
unemployed manpower in the rural sector, it is unlikely 
that voluntary savings can increase at this rate. The 
Planning Commission acknowledges that— 

“ The process of development has always infla¬ 
tionary possibilities.”! 

These inflationary possibilities will have to be minimized 
if the development is to be orderly and the incidence 
not unfair. 

45. 2. The Means and the Ends. —The total planned 
and unplanned investment over five years has been 
estimated at more than Rs. 3,500 crores. This demand 
has to be met from public and private savings, taxation, 
borrowing, external free aid, foreign capital and deficit 
financing. 

45. 3. External Financing and Fiscal Policies. —Up to 
now, external free aid and foreign capital have filled the 
gap to some extent but their future contribution is 
problematic. Public borrowing has also been disappoint¬ 
ing and budgetary emphasis has been on revenue sur¬ 
pluses to cover capital deficits. In a way, the capital 

* See Dalton, Principles of Public Finance, Ch. XV, 
Para. 5. 

! Report of the Export Promotion Committee (1949), 
Part II, Sec. 3, Para. 3. 

| The First Five Year Plan, Ch. II, Para. 31. 
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deficits have set up an automatic tendency for revenue 
surpluses to accumulate and inflation in the budget has 
been a reflection of inflation in the country. The heavy 
aggregate surplus of about Rs. 300 crores from 1947 to 
1952 may be imputed to taxation and to high prices 
induced by the Korean boom. Both these factors are on 
the wane. Taxation appears to have reached the point 
of saturation, and with the emergence of buyers’ 
markets, world prices have tended to drop and fears of 
a general recession have increased. A revenue surplus 
of Rs. 128 crores as in 1951-52 is not likely to recur. 
The era of budget surpluses seems to be at an end, and 
as they dwindle away, the over-all revenue and capital 
deficits take on a new significance. 

45. 4. Monetary and Industrial Policies. —The current 
year’s over-all anticipated deficit of Rs. 140 crores sets 
no urgent problem. It marks the upper limit of expendi¬ 
ture, and deficit financing will be less to the extent it 
is not incurred, or the spending is out of the accumulated 
foreign exchange resources. The balance remaining will 
help to offset the contraction in money supply suddenly 
forced on the system in 1951-52, partly through creation 
of counterpart wheat funds and withdrawal of food sub¬ 
sidies, and more so through the inauguration of a 
restrictive monetary policy which cut off the money 
supply by about 10 per cent, at a time when the rate of 
industrial production was up by about 15 per cent, and 
the urban cost of living higher by nearly C per cent. 
Monetary policy cannot be employed again to drain off 
resources on this scale from the private sector to counter¬ 
act spending in the public sector from where such 
expenditure sets up a strong pressure for prices to rise 
and inflate the cost of living. The high cost of living 
has imparted a hard core of rigidity to the industrial cost 
of production at a time when buyers’ markets have 
emerged and wholesale and selling prices have shown 
signs of receding. Money wages, and since 1948 real 
wages, have continued to rise, and since there has been 
no visible improvement in the capital investment per 
worker or in the productivity of labour per man-hour, 
the real costs in industry have tended to increase. So 
far, the impact of these factors has been cushioned by 
the sharp break in raw material prices that followed 
upon the end of the Korean boom, but profit margins 
have been closing up and the questions are now of 
declining production and growing unemployment. 

45. 5. The Place of Deficit Financing.— In the afore¬ 
said circumstances, it would be unwise to take too 
complacent a view of the large over-all Central and 
State Governments budget deficits on revenue and capital 
accounts. Table No. 45. I (Page 179) sums up the capital 
budgetary position of the Centre from 1947-48 onwards 
and also shows the capital outlay of the States in recent 
years. So far, fiscal and monetary policies have com¬ 
bined to support public expenditure by switching over 
funds from the private sector. The process now con¬ 
tinues through deficit financing. To the extent the 


capital expenditure is incurred abroad, the volume of 
deficit financing the country can afford or comfortably 
take is increased by its accumulated foreign exchange 
balances, drafts on which dissipate the capital reserves 
but set up no fresh inflationary pressures at home. The 
accumulated sterling balances representing past savings 
will—upto a point—provide for development expenditure 
without any marked inflationary strains. The same will 
be the result of internal deficit financing if the domestic 
productive system for essential consumer goods and 
external trade expands sufficiently to mop up the addi¬ 
tional incomes and demand for consumer goods arising 
out of public spending. The cost of living index must 
therefore be cibsely watched. As the Planning Com¬ 
mission advises— 

“ The scope for deficit financing at any particular 
time must be judged not so much in terms of move¬ 
ments in wholesale prices or in money supply but 
rather in the light of trends in the cost of living 
indices. When costs of living are high, increased 
purchasing power injected into the system is apt to 
lead to increased demand for the basic commodities 
of consumption and push up costs of living still 
further.”* 

The improvements recorded upto now in the industrial, 
agricultural and particularly in the food situation in 
regard to production, output and stocks will help to some 
extent in absorbing the inflationary pressure of spending 
within the country. The deflationary trends, signs of 
which appear to be developing in the international field, 
will be in a sense a more powerful factor. A fail in 
world prices will tend to alter the balance between the 
saving and non-saving groups and to ease the strains 
of inflation incidental to developmental expenditure. 
But at the same time it will stir up other thorny ques¬ 
tions as of maintaining employment, effective demand 
and balance of payments equilibrium. In any case, the 
complexion of the problem will radically change and 
much re-thinking will be necessary if the recessionary 
trends take a more forceful hold of the world economy. 
For the present, there seem to be definite limits beyond 
which the volume of deficit financing cannot be pushed 
without taking unduly large risks. The inflationary 
potential can be held in check only if the surplus income 
over and above that necessary for satisfying essential 
wants is fed back into the monetary and capital system. 
If there is no saving at the level at which there is 
investment, prices will rise and compel reduction of con¬ 
sumption through inflation. 

45. 6 . Present Position apparently Paradoxical. —The 
present, economic situation is apparently paradoxical. 
There does not seem to be a general inflation out. a 
curious mixture of suppressed deflationary cum infla¬ 
tionary conditions. The private sector suffers from a 


* The First Five Year Plan, Ch. till, Para. 39. 


Tahoe no 45. I. 

(In Crores of Hi.) 
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( + ) or 
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(—) in 
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( + ) or 
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1947-48 


, 
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. 56-89 

—18-62 

+ 18-91 

18-06 

—58-75 

133-41 
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1948-40 

. 

• 

. 

• 

408-99 

—47-54 

+286-85 

26-00 

28-05 

167-48 










(31-37) 




1949-50 

. . 


. 

. 
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—28-32 

+ 110-57 
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0-55 
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1.950-51 

• 

• 

• 

• 

. 71-03 

—7-70 

+ 50-79 

53-38 

(61-46) 

19-28 

62-04 

61-49 

(22-76) 

1951-52 

. . 

• 

. 

. 

. 118-18 

+ 23-26 

+ 16-42 

63-49 

17-50 

124 39 

79-69 









(75-71) 
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* 


. 
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+ 29-60 

+41-01 

100-57 

27-33 

78-49 
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1953-54 

(Budget) 




• 

76-64 

-18-83 

+ 165-52 

113-63 

(131-20) 

13-01 

30-57 

126-78 

(27-96) 
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fall in effective demand and business activity as purchas¬ 
ing power has been sucked off into the public sector 
through monetary and fiscal devices. The attempts at 
deflating the price level through the monetary and 
budgetary mechanism side by side with a development 
programme of reflation and the seeming prosperity of 
Central and State revenues secured through burdensome 
taxation constitute a reminder of the main fact that the 
current development is being financed by a reduction 
in the standard of living of those belonging to the private 
sector. Their ability to save and to invest and the 
incentives to capital formation have been crippled by the 
high taxation and the high cost of living. On the other 
hand, public spending has generated incomes mostly in 
the rural sector from where they have exerted a pres¬ 
sure on consumers’ goods, particularly basic necessities, 
the prices of which have refused to drop to any appre¬ 
ciable extent. The cost of living and therefore the cost 
of production nas remained stubbornly high, while 
declining prices and accumulating stocks have arrested 
capital investment and created pockets of unemployment 
growing larger day by day. These contradictory trends 
can be rationalised if the over-all deficit could be con¬ 
trolled. Two remedies are at hand. First, public 
expenditure, current and developmental, must be strictly 
controlled so as to eliminate all avoidable waste. And 
secondly, in order to support or neutralise the additional 
purchasing power at the point at which it is thrown into 
the system, conditions must be created for promoting 
production both in the industrial and agricultural sectors 
and the tax system should be suitably revised. 

45. 7. Control of Public Expenditure. —When the 
flow of funds to the industrial sector is controlled and 
diverted to the public sector, it is necessary to ensure 
that the funds so diverted are fully and economically 
employed. A strong check on public spending is there¬ 
fore necessary, particularly on the State Governments 
which have tended to be extravagant. The Planning 
Commission points out that— 

“ The revenues of State Governments have been 
rising over the last two years, but expenditures 
outside the State Plans have been more than absorb¬ 
ing these, increases. The increase in expenditures 
is not only under administrative but also under 
other heads like agriculture, education, health, etc., 
where any major expansions should be normally on 
items included in State Plans.”* 

This tendency of State Governments to spend money 
on items not on the approved priority list can be arrested 
and their ideosyncracies and fancies in throwing away 
lucrative sources of revenue can be curbed if (he 
financial responsibility is passed on by the Centre asking 
the States to look after themselves. At present, the 
monolithic structure of the Central Government supports 
the capital budgets of various States, which receive, as 
Table No. 45. I shows, loans and advances from the 
Centre of the order of Rs. 80 crores. Devolution of 
financial responsibility would compel the States to 
practice economy by adhering to the approved plans 
and inculcate in them due regard for revenues now 
recklessly thrown away. At the same time, it would 
relieve the Centre of a big burden which at present, 
directly or indirectly, presses upon those who contribute 
to the Central exchequer. Example is the best form of 
precept. The Centre itself must practice the strictest 
economy in current and capital spending and it should 
be compelled to do so by force of an educated public 
opinion and a vigilant Parliament. 

45. 8. Importance of the Industrial Sector and cn 
Appropriate Tax System. —The concentration of public 
spending on development schemes does not drive the 
economy in the same way as, for example, private spend¬ 
ing on industry does. The consequences cannot be 
escaped. As the Planning Commission says— 

“ This is likely to create inflationary pressures 
which might be felt strongly at particular points in 
the system, impinging more heavily on the real 
income of some sections of the population than cn 

others. The strain of development on the 

economy might be felt in a variety of ways, scar¬ 
cities, high prices, disparate movements of incomes 
of different classes, bottlenecks in production, strain 
on transport, etc.”t 

The fact of this strain will remain but the strain can 
be moderated through appropriate measures of policy 
in the field of industrial production and taxation. The 
flow of funds from the private to the public sector ties 
up that part which lies unspent with the public 
authorities, and the rest, which is the major part, passes 
into the hands of people who are not accustomed or not 
in a position to take increments of income in the form 
of increments of saving. The capital projects on which 
they are engaged, or the kinds of goods they produce, 
do not come on the market at all, or are not easily 
marketable, so that the new income streams are not 
absorbed. The resulting inflationary pressures can only 
be offset by production at the point where it takes place 

* The First Five Year Plan, Ch. Ill, Para. 34. 
t The First Five Year Plan, Ch. I, Para. 21. 


quickest, and that is a requirement which the Industrial 
sector alone can fulfil.® The expansion of industry 
would damp down the inflation trends and at same time 
accelerate the tempo of tertiary activity and generate 
funds that can be utilized later for the public sector. 
The private sector is not a mere appendage to the State- 
planned enterprises but has a place in its own right in 
the context of a mixed economy. As the Planning Com¬ 
mission realises— 

“ There is no doubt that over a period the desired 
rate of economic progress will necessitate a rapid 
diversification of the occupational structure through 
development of industry, together with trade and 
transport.”** 

It is a mistake of policy and emphasis to think otherwise. 
The private sector has, however, received perfunctxonary 
attention and its investment needs appear to have been 
under-rated. There can be no planning without tears, 
but in the interests of well-balanced development, it is 
necessary to create conditions in which industrial ex¬ 
pansion becomes remunerative and profitable and in 
which it can secure the requisite funds from vitalised 
investment markets mobilising the resources of the 
people who have been left by the State with something 
to save and to invest. Herein the tax system has its 
part to play. If it is to succeed, the tax structure must 
be revised on the lines of the suggestions made in reply 
to this Part of the Questionnaire. In particular, taxes 
on incomes and profits must be scaled down to reason¬ 
able levels, and it the inflationary thrust of development 
spending is to be better controlled, taxes must also be 
properly diversified and broadly based on all economic 
groups including those benefiting by the new income 
streams. In that manner alone can revenue be raised 
equitably and adequately and savings, small and big, 
sufficiently encouraged to engage in capital formation. 
This is the central theme ot the Five Year Plan. It 
has been said that taxation is the measure of the wisdom 
of a State ; that it registers with unfailing accuracy 
whether a State is aware of its ‘ dharma ’, and secures 
the devotion and loyalty of its people by rendering 
services, or whether, by imposing unacceptable burdens, 
it loses their loyalty and devotion. Said Manu many 
centuries ago: 

“ The king shall fix duties in his realms in such 
a manner that both he himself and the man who 
does me work receive their due reward. As the 
leech, calf and the bee draw their food, little by 
little, so must the king draw from his realm mode¬ 
rate annual taxes. As the sun draws water in his 
rays, so let him draw his taxes from his kingdom.” 


PART II—DIRECT TAXES. 

Question No. 47.—Does the definition of “income” 
(section 2(6C)) require any modification ? 

47. 2. Capital Appreciation Should Not be Treated 
as Income. —So far as investment in stocks and shares 
is concerned, it is necessary to make clear that the term 
“ income ” does not include the surplus realised through 
sale oi investment when its value has appreciated. 
There is a tendency to treat such appreciation as of a 
revenue character and tax it in the hands of investors 
even when it does not result from the regular exercise 
of a business activity as such. A provision should 
therefore be made that a surplus resulting from the 
purchase and sale of shares and securities should not 
be deemed to be income unless the assessee is carrying 
on regular business in shares and securities and the 
shares and securities in question are a part of his stock 
in trade (as distinct from his personal investment). 

47. 2. Bad and Doubtful Debts Should be Allowed 
Before Arriving at the Taxable Income. —Bad and 
doubtful debts are frequenuy disallowed on technical 
grounds and this is a source of considerable hardship, 
particularly to stockbrokers who are engaged in a trade 
full of such risks. A stockbroker is not a banker or 
moneylender whose function is to advance credit to 
his client. His business is that of buying and selling 
stocks and shares. Therefore, when the party with 
whom he deals fails to meet his commitments, the debt 
which arises is not to be deemed a credit granted by 
the broker to his party. It is a loss at that point of 
time. In some doubtful cases, a major part of the 
loss may be known to be irrecoverable, there being a 
possibility of recovering a small part at a later date 
running over into the next assessment year. In other 
cases, the loss may be known to be wholly irrecover¬ 
able. As it is an acknowledged principle that the tax 
should be levied only on the true profits, and as the 
true profits cannot be arrived at unless bad and doubt¬ 
ful debts are deducted, it is necessary that the bad and 
doubtful debts should be allowed in the assessment year 
in which they actually occur so that the assessee may 
not be over-charged The assessee is penalised by the 
Department in two ways. First, a doubtful debt is not 

@ See the First Five Year Plan, Appendix to Part I, 
Para. 8. 

** Ibid., Ch. XXIX, Para. 1. 
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llowed as such on the ground that there is a likelihood 
f receiving some amount in the future against that 
ebt. And secondly, in numerous bond fide cases, debts 
hat are real bad debts are not allowed to be deducted 
or income-tax purposes unless legal proceedings are 
iled. The assessee is invited to throw away good 
noney after bad, and even so, as legal proceedings take 
. long time, the bad debt is not allowed in the year 
n which it is actually sustained but in the following 
'ear or years in which the legal claim is formally 
•stablished, in spite of the fact that the trading of that 
'ear has nothing to do with the loss. It is obvious 
hat unless broker assessees are allowed the bad and 
loubtful debts in the year in which they are incurred, 
he brokers are bound to be placed in serious difficulties, 
’heir profession is fraught with unusual risks of this 
haracter and the risks multiply the larger the business 
hat is done and the larger the income that is earned, 
lot unoften, and particularly in times of boom followed 
>y crisis, profits are not only substantially reduced but 
ire altogether wiped off and even capital is affected by 
he bad debts sustained. When the bad and doubtful 
lebts are not allowed and the additional burden of 
laying taxes on such losses is imposed, the broker 
issessees find themselves punished for their misfortune, 
fhe matters are frequently set right by the Tribunal 
jut before that much harassment is caused as generally 
he time for paying the tax demanded is not enlarged 
ill the appeal is decided. This should not be. The 
mcome-tax Enquiry Committee which reported in 1936 
;ave its findings as follows: 

“ General dissatisfaction was expressed in every 
Province visited regarding the treatment of bad 

debts. We are bound to state that, although 

bad debts were fairly treated in many cases examin¬ 
ed by us, we have found in other cases justification 
for the statements made, and that the treatment 
of bad debt claims is one of the principal causes 
for the existing dissatisfaction with the Income-tax 
Department. In some cases, it appeared to us that 
the efforts of the Income-tax Officer were directed 
towards the discovery of technical objections to 
allowance rather than to the determination as a 
fact whether or not the debt claimed was irre¬ 
coverable.”* 

The present practices of the Department continue to be 
is unjust and unfair as before. Now that business 
osses are allowed to be carried forward, it is clearly 
lecessary- to provide that bad debts and bona fide esti- 
-nates of doubtful debts as written off in the books of 
assessees should be always allowed except when there 
,s p rima facie evidence of a deliberate attempt to write 
iff a bad or doubtful debt in a particular year in which 
.t has not occurred with the sole object of reducing any 
jnusually large income that may have been earned in 
;hat year. 

Question No. 48.—Are there any receipts or gains which 
are not taxed at present but which, in your opinion, 
should be taxed and vice versa ? In particular, 
■what is your view regarding the taxing of capital 
gains ? 

48. 1. Brief History of Capital Gains Tax. —Capital 
Uains tax was introduced in India in 1946 and abolished 
n 1948. The reasons for levying the tax were explain¬ 
ed by the Finance Minister in his 1946-47 Budget speech 
is under: 

“ Honourable members must be aware of the 
extent to which large capital gains have been made 
in recent years and are still being made owing to 
prevailing conditions. These profits are, as the law 
stands, outside the scope of the Income-tax Act. 
I feel very strongly that the lacuna should be filled. 
There is stronger justification for taxing these pro¬ 
fits than there is for taxing ordinary income since 
they represent what is properly described as un¬ 
earned increment. The U.S.A. taxes such profits.” 

Tne tax was wholly misconceived in its origin and 
n its reliance on American experience. On account of 
,he inflationary rise in prices and the fall in the value 
if money, what were described as “ profits ” and “ un¬ 
earned increment” did not represent any real (as 
iistinct from money) increment in or addition to the 
^alue of capital. The tax was therefore not on capital 
‘ profits ” or “ unearned increment ” but on capital it¬ 
self. As was pointed out in the Minority Report of 
:he Select Committee to whom the Bill was referred: 

“ It will be observed that the element of inflation 
would indirectly be set off, if the above tests were 
applied to a valuation. The determination of the 
value of property in America follows an elaborate 
procedure intended to ensure a fair deal for the 
assessee. Simplicity, on the other hand, has been 
claimed as a merit of the present taxation proposals, 
but we are afraid that for the sake of such simpli¬ 
city, _ many of the safeguards and limitations re¬ 
cognised in U.S.A. have been overlooked. We have 
t o point out t hat the very vast differences in econo- 

* Income-tax Enquiry Report, 1936, Ch. VI, Sec. 4, 
Para. (c). 


jnic conditions and wealth accretion between U.S.A. 
and India have been ignored in framing this 
measure. The rapidity with which capital assets 
change hands in U.S.A. is very much greater than 
even that which exists in European countries and 
the United Kingdom, and the caution and circums¬ 
pection which should have been employed in draw¬ 
ing a parallel from U.S.A. from this point of view, 
do not appear to have been bestowed by Govern¬ 
ment on this measure.” 

The fears expressed in the Minority Report that the 
capital gains tax would have a— 

“ deleterious effect on existing enterprises and on 
the investment of capital in new enterprises.” 

proved to be well founded. Referring to the tax in his 
1948-49 Budget speech, the Finance Minister declared— 

“ At the time this tax was introduced it was ex¬ 
pected to yield a large revenue, but it synchronised 
with a period of falling values and the yield from 
this tax has, in consequence, been small. Its 
psychological effect on investment has, however, 
been markedly adverse and it has had the effect of 
hampering the free movement of stocks and shares, 
without which it is hardly possible to maintain a 
high level of industrial development. In present 
circumstances, I consider the retention of this tax 
ill-advised. The loss of revenue is estimated at 
Rs. 1 crore.” 

It was in these terms that the capital gains tax was 
repealed in 1948 within a brief period of two years from 
its inception. 

48. 2. Adverse Effects of Capital Gains Tax on 
Savings and Investment. —A capital gains tax reacts 
adversely on savings and investment. It heightens the 
scarcity of savings by discouraging the free and rapid 
circulation of securities. Transfer of savings from one 
direction to another, from an old security to a new one, 
implies the precedent fact of realisation. Since such 
realisation attracts the capital gains tax and brings 
about an immediate loss of capital, the investor prefers 
the bird in hand to two in the bush. Savings lose their 
mobility. People cling to old securities and the new 
capital market is neglected. The dog-in-the-manger 
policy which the capital gains tax embodies helps no 
one. Government does not benefit in revenue but on 
the contrary loses because of the negative burden in¬ 
volved in the maintenance of an administrative staff ; 
the investor also does not gain but on the other hand 
foregoes a potential profit; and equally new enterprise 
languishes and those who require funds for productive 
purposes either do not secure them or secure them at 
too high a cost. The diminition in the velocity of cir¬ 
culation which the capital gains tax brings about tant- 
amounts to diminution in the amount of savings itself. 
It thus burdens the investor and handicaps the invest¬ 
ment habit. 

48. 3. Other Defects of Capital Gains Tax. —The 
capital gains tax suffers from several other defects and 
produces all kinds of inequities ; namely :— 

(o) Capital gains, by definition, do not represent 
income arising from the pursuit of any 
regular business activity carried on with a 
view to earning a profit. They are in the 
nature of windfall gains and like other gains 
of that character they should not be subjected 
to tax. 

(b) Capital gains occur chiefly in periods of infla¬ 

tion. As such they do not represent any 
real gain but merely a paper profit on account 
of the fall in the value of money. To tax 
them is, in effect, to tax capital and not 
profits or gains. 

(c) Capital gains do not occur regularly. They are 

booked at a time perhaps after years of wait¬ 
ing and to lump them together for tax is to 
impress a greater burden in a single year 
than due. 

(d) Capital gains and losses fluctuate widely and 

tend to cancel each other. If capital gains 
are taxed, capital losses have to be allowed, 
with the result that the tax turns out to be 
an extraordinarily ineffective revenue pro¬ 
ducer. 

(e) Capital gains are generally not consumed but 

again re-invested in one form or another. 
A tax on such gains acts as a disincentive, 
particularly in the case of small investors, 
whereas exemption encourages fresh invest¬ 
ment. 

48. 4. Capital Gains Tax Generally Not Favoured. — 
The capital gains tax has not found favour in most parts 
of the world. In fact, with the exception of the U.S.A., 
it is not widely prevalent abroad. Even in the U.S.A. — 
a wealthy and highly industrialised country—no feature 
of the tax system has been subject to more complaint* 

* See W. R. Green, “ Theory and Practice of Modern 
Taxation ”, p. 120. 
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than the tax on capital gains. Any extension of the 
American practice is generally regarded as far from 
desirable.** The objections have greater force in the 
case of a country with an under-developed economy like 
that of India. It is for this reason that the recent U. N. 
Public Finance Survey of India concludes that— 

" The capital gains tax seems to have been 
neither popular nor successful.”® 

It follows that a capital gains tax is not a suitable 
instrument of taxation and it should not find a place 
in the tax system of the country. 

Question No. 50.—What change, if any, is called for in 
the definition of “ dividend ” (section 2(6 A)); e.g., 
in relation to “ bonus shares"? 

50. 1. Nature of Bonus Shares. —The present defini-’ 
tion of the term “ dividend ” takes out bonus shares 
from within its purview when such shares do not entail 
the distribution of the assets of the Company. This 
provision is in accordance with the view expressed by 
the House of Lords in the U. K. in C. I. R.V. Blott (8 T. C. 


** See Spaulding, ‘‘The Income-tax in Great Britain 
and United States”, Ch. XI. 

@ U. N. Public Finance Survey—India, 1951, Ch. IV, 
p. 41. 


101). The profits of a company are subject to income- 
tax at the maximum rate as well as to company super¬ 
tax in the year in which they are earned, irrespective 
of whether such profits are distributed as dividend ot 
whether they remain undistributed and are carried tc 
reserves. The taxed earnings of a company which re¬ 
main undistributed and accumulate as reserves actually 
enter into the price of its shares as quoted on the Stock 
Exchanges where they change hands from seller tc 
buyer on this footing. When the reserves are capital¬ 
ised by means of bonus shares, there is a change in 
form but not in substance. The assets remain with the 
Company and on the issue of bonus shares the market 
value of the original shares drops correspondingly. In 
general, the cam-bonus market value of the original 
share is equal to the ex-bonus market value of the 
original share plus the value of the bonus share.- This 
is apparent from Table No. 50. I (Page 1901 which sum¬ 
marises the changes in market value following upon 
bonus issues made during the last decade in respect of 
shares quoted on the Stock Exchange in Bombay. It 
is clear from the Table that the shareholder who 
receives bonus shares does not get anything extra and 
that when he sells the bonus shares he does not in 
effect make profit or gain equal to the full value of 
the bonus share, as is sometimes mistakenly imagined. 
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Table No. 50. I — contd. 
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50. 2. Bonus Shares and Dividend Distinguished .— 
Bonus shares and dividends cannot be equated. The 
position when bonus shares are issued is the opposite 
of that winch arises when dividends are distributed. 
The -harehoitlcr receiving the dividend in cash gets 
som.■Inins; extra. His interest in the Company is not 
aUt-rod but remains the same as before. He is also 
entitled to refund or credit in respect of the income-tax 
paid by the Company on the dividend. What happens 
when ;; shareholder sells his bonus shares is that his 
interest in the Company is reduced. He realises in cash 
a pari of his old capital, the other part remaining in 
the original share which is quoted in the market at an 
ex-bonus price lower by approximately that amount. 
Further, the assessee receiving the bonus share is not 
entitled to refund or credit of income-tax at the maxi¬ 
mum rate paid by the Company in the year in which 
the profits were earned before being carried to the 
reserves that are capitalised in the form of bonus shares. 
In such circumstances, to attempt to include bonus 
shares in dividend and to tax the bonus issue or its 
equivalent in sale proceeds would be to tax capital form¬ 
ed out of profits and gains which have been already 
subjected to lax in the year in which they are earned. 
The position has been correctly appreciated by the 
Bombay High Court in the Commissioner of Income-tax 
(Central), Bombay vs. Maneklal Chunilal & Sons, Ltd. 
(Income-tax Reference No. 16 of 1948). It was a case 
in which the bonus shares had been issued in the form 
of Preference shares which had been subsequently dis¬ 
posed of by the assessees, the sale proceeds of which were 
sought to'be taxed by the Department as profits and 
gains. In his judgment delivered on the 23rd of March, 
1949, the Chief Justice held as follows: 

" Although the Assessees did not pay anything 
for these preference shares, these preference shares 
were the result of the Assessees buying ordinary 
shares at a certain price in respect of which these 
preference shares were issued, and, therefore, we 
1 tec/55 
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p**—Preference Share of Rs. 10. 

P@—Preference Share of Rs. 1,000. 

have got to consider first what did it actually cost 
the Assessees to get these preference shares, and 
the proper method, in my opinion, would be to treat 
the ordinary shares, and the preference shares as 
having been bought at the price for which the 
ordinary shares were purchased by the Assessees 
and then to allocate that price as between the ordi¬ 
nary shares and the preference shares in propor¬ 
tion to the value of ordinary and preference shares 
at the date when the preference shares were issued. 
Having allocated the price, the profit has to be 
assessed between the price allocated and the price 
realised by the sale of these shares.” 

The judgment brings out the fact that bonus shares are 
not income or profits which can be taxed as dividend 
is taxed and this view receives full support in the 
actual facts of day-to-day market experience. 

50.3. Bonus Issues Cannot be Taxed .—It has been 
shown above that bonus issues do not represent income 
or profit, and that, if they are taxed, that would amount 
to taxing capital formed out of profits _ which have 
already been subjected to tax in the year in which they 
accrued. Apart from this basic objection, other serious 
anomalies would also arise should there be any depar¬ 
ture from the present position. Bonus shares are issued 
out of accumulated undistributed profits earned and 
taxed from year to year over a period during which the 
original shares may continue to change hands a number 
of times. In other words, the shareholder receiving the 
bonus shares is not necessarily the shareholder who was 
on the books of the Company when the profits were 
actually earned and taxed. Even if he is, it is obviously 
inequitable that profits accumulated over a number of 
years should be impressed to super-tax in his hands in 
the one particular year in which the bonus shares are 
received. What that must imply in terms of the rating 
of the tax and its incidence requires no elaborate com¬ 
ment. On the other side, where the shareholder is not 
assessed to super-tax, there is also an inequity unless 
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provision is made for granting refund or credit of in¬ 
come-tax collected at the maximum rate on the undis¬ 
tributed profits as they are earned and accumulated 
from year to year till finally capitalised and alloted to 
shareholders in the form of bonus shares. It is suffi¬ 
ciently clear that any attempt at creating equity out 
of such inequities is bound to result in further compli¬ 
cations, introducing an unpredictable element of un¬ 
certainty and risk in the market valuation of stocks and 
shares. Ploughing back of profits, which plays such an 
important part in the self-financing of industry, would 
also be greatly hampered if any change is made in the 
existing practice, much to the detriment of the economic 
development of the country at large. The conclusion 
therefore is that whatever the point of view it would 
be a mistake of fact and substance and a mistake in 
equity to confuse bonus shares with dividend and in¬ 
clude them in the purview of the term “ dividend ” as 
defined in Section 2(GA) of the Indian Income-tax Act. 

50. 4. Dividends Should be Taxed According to the 
Source. —When taxing dividends, it is necessary to pro¬ 
vide that they should be examined for their source and 
such part as is derived from non-taxable sources should 
be exempted from tax. In other words, income that is 
free of tax or is not taxable in the hands of the Com¬ 
pany, for example, agricultural income, should not be 
taxed in the hands of shareholders when received by 
them in the form of dividend. 

50. 5. Definition of the Term ' Shareholder ’ for 
Dividend Purposes. —According to the general principle 
laid down in Calico Printers’ Association vs. Commis¬ 
sioner of Income-tax, Madras (1948-2 M. L. J. 526), 
dividend or interest on transferred shares or securities 
is deemed to be part of the income of the transferee 
or real owner. However, some confusion has been 
caused by two decisions of the Bombay High Court 
(Cambatta’s Case 1946—I.T.R. 748—and in re. 

Shri Shakti Mills, Ltd.—1948 I.T.R. 187). As the 

Income-tax Investigation Commission observes— 

“ The stress there laid on the word ‘ dividend ’ 
may give rise to administrative difficulties in giving 
effect to Sections 16(2). 18(5), 20 and 49-B which 
specifically refer to ‘ dividend ’. For instance, it 
will be an anomalous situation if the unregistered 
transferee of shares can be assessed as beneficial 
owner, but he cannot claim refund or credit under 
Section 49-B because he did not draw the dividend 
in cash. A question may also arise whether the 
shares though not registered in the beneficial 
owner’s name may be sold for realisation of income- 
tax due from the beneficial owner. It seems desir¬ 
able to make specific provision in respect of these 
matters. To this end, a clause may be inserted in 
the definition section to the following effect— 

‘ Shareholder ’ is a person beneficially entitled 
for the time being to the share or to the dividend 
payable in respect thereof.”* 

To avoid all ambiguity, it seems desirable that a provi¬ 
sion should be made on the lines recommended by the 
Income-tax Investigation Commission. 

Question No. 56. — Do you think the present provisions 
regarding exemption of charitable and religious 
trusts need any modification ? If so, in what 
respects ? 

56. 1. Broad Definition of the Term “Charitable 
Trusts ” Desirable. —Charitable trusts ensuring for the 
benefit of the public or a section of the public are 
exempt from taxation. There is a tendency to inter¬ 
pret -the term “ section of the public ” in an extremely 
restricted sense. For example, exemption is not avail¬ 
able to a trust constituted for the purpose of giving 
charitable assistance to the members of an association 
when they are in distress or to the families of deceased 
members. The scope should be suitably enlarged as 
it. is necessary to encourage charities fulfilling functions 
which it is really the duty of the State to discharge. 
In any case, when exemption is not allowed to charitable 
trusts on purely technical grounds, they should rot be 
taxed at the maximum rate but at the appropriate rate 
applicable to the actual income of the fund. 

Question No. 58. — Are you in favour of continuing the 
concessions given to new industrial undertakings 
under section 15C of the Income-tax Act? Have 
initial and extra depreciation allowances made the 
concessions particularly infructuous? If so. what are 
the directions in ivhich the provisions of this section 
should be modified ? 

58. 1. Tax Concessions to Industrial Undertakings — 
The country is largely underdeveloped in relation to Its 
resources and its needs. If capital Is to be attracted to 
new industrial undertakings and if expansion and 
modernisation are to be encouraged, the necessary in¬ 
ducement must be offered in the form of suitable tax 
concessions. The concessions now given under Section 
150 are largely of a nominal character. The accelerated 
i nitial and extra depreciation allowances only ante-date 

• * ^ Q^ rt Tj 0f * ^ e lRf -'ome-tax Investigation Commis¬ 
sion, 1949, Part I, Para. IDS. 


the amount of allowances which in any case can be 
claimed over a number of years. Further, ordinarily 
new enterprises do not earn profits large enough to 
cover the special depreciation and give a 6 per cent, 
return on capital. The benefits given by Section 15C 
should therefore be enlarged and liberalised on the 
following lines: 

(a) A lower rate of tax should be charged or in 

special cases total exemption from tax should 
be granted to new industries for a suitable 
period. 

(b) The unconsumed portion of the special depre¬ 

ciation allowances plus four per cent, return 
on capital should be allowed to be carried 
forward till absorbed in subsequent years. 

(c) Exemption from tax for a suitable period should 

commence from the date when taxable income 
.results after providing for depreciation and 
losses, whether current or brought forward 
from pre\ ious years. 

(d) Exemption from lax should be given in respect 

of profits upto 6 per cent, of capital plus 
depreciation allowances provided they are 
utilised for rehabilitation and expansion of 
existing industrial undertakings. 

(e) Dividends out of profits exempt from tax as in 

(d) above should also be exempt from tax in 
the hands of the recipient shareholders. 

Question No. 60. — Should any liberalisation be made in 
the present limits of exemption from tax of life 
insurance premia and contributions to provident 
funds ? 

60. 1. Provident Fund and Life Insurance Premia 
Limits should be Liberalised. —In India, the State does 
not provide old age, sickness, unemployment and such 
other benefits. Individuals have therefore to look after 
themselves and provide for their dependents. The ex¬ 
emption from tax of life insurance premia and pro¬ 
vident fund contributions is intended to encourage thrift 
and saving for the purpose of providing for such contin¬ 
gencies. A large part of such saving is invested in gilt- 
edged securities and is thus available for the develop¬ 
ment of the country. However, in view of the fall in 
the value of money and the change that has taken place 
in the genera) standard of living, the overall limits of 
exemption from tax which were fixed years ago stand 
in need of revision. At. present, the total of employer’s 
and employee’s contributions and interest earned in 
(he provident fund plus life insurance premium paid by 
the assessee is exe npt to the extent of one-sixth of the 
total income or Us. 6,000, whichever of the two is less. 
These overall limits should be raised to one-fourth of 
the total income and Rs. 12,000 respectively. Further, 
the same privileges should be accorded to all provident 
funds as are now available to the provident funds 
governed by the Provident Fund Act, 1925. Liberalisa¬ 
tion on these^ lines would provide welcome relief and 
at the same time and the present discrimination against 
other than Government employees for which there is 
no justification on ethical or any other ground. 

Question No. 61— (i) Do you favour the grant of larger 
depreciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they 
be given —(a) by larger depreciation allowances on 
new assets ; (b) by revalorisation of existing assets ; 
(c) by treating the excess of replacement cost ouer 
original cost as revenue expenditure; (d) by any 
other method ? 

(ii) What is the justification for assistance from 
public resources to certain classes of tax-payers 
only by way of covering partially the excess of re¬ 
placement cos t over original cost of old assets ? 

(iii) In case adequate justification exists for 
assistance by Government in the form of tax con¬ 
cessions to meet the situation, what safeguards 
should be prescribed to see that the funds so made 
available are utilised for the purposes for which 
they are intended ? 

61. 1. Basic Principle Underlying Depreciation 
Allowances. —Income-tax is chargeable not on capital 
but on the profits and gains of business. In order to 
arrive at such profits and gains assessable to tax, it is 
obvious that depreciation allowances should be granted 
to an amount which will enable the assessee trade or 
industry to replace any capital that is used up in the 
year’s trading or active operation. Unless this basic 
principle is followed, there is capital erosion whenever 
there is inflation leading to a heavy depredation in the 
value of money. The depreciation allowances so made 
represent in effect expenditure that must be deducted 
for arriving at the true income of the assessee. This is 
not an act of special favour, nor does it amount to 
assistance from public funds. Such reserves merely 
enable industry to keep its capital in tact and specific 
provision in this behalf credited to a rehabilitation fund 
earmarked for replacement of plant and equipment 
should be treated as an admissible expense. 
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Question No. 64.—In what form would you provide for 
personal and family allowances — 

(i) exempting the first slice of income from tax; 

or 

(ii) providing specific allowances for family and 

dependents ? 

In the case of (i), do you consider that the first slice — 
Rs. 1 — 1,500—should be revised? In the case of (ii), 
what treatment would you give to the Hindu un¬ 
divided family ? 

64. 1. Personal and Family Allowances—A Com¬ 
parative Picture. —An assessee is an earning member 
of the community and as such he has family and social 
responsibilities to discharge. In other countries, allow¬ 
ances are available in respect of dependents, infirmity, 
old age, sickness, unemployment, etc. In India, where 
large families are the rule and custom enjoins support 
of non-earning relatives, the responsibilities are greater 
but personal and family allowances are either meagre 
or do not exist. Because of this, a married assessee 
with two children and earning an income below 
Rs. 5,000 is liable to pay a higher tax in India than, 
for example, in most other countries in the Common¬ 
wealth or the U.S.A. Table No. 64. I sets out the 
income limits above which a married man with two 
children becomes liable to pay tax in various countries. 
If the allowances available for dependents other than 


wife and two children and the allowances for medical 
expenses, old age and infirmity are taken into account, 
the relative position of the Indian assessee is seen to 
be much worse. This is evident from Tables Nos. 64. II 
and 64. III. These allowances enable assessees of main¬ 
tain a minimum standard of living. 

Table No. 64. I. 


Limit above which 

Country Income is Liable to Tax Country 



Rs. 

Rs. 


Japan 

1,000 

10,000 

South Africa 

France 

2,-400 

11,400 

U. S. A. 

Australia . 

2,800 

12,825 

Canada 

India 

4,200 

15,000 

Egypt 

U. K. 

. . 6,520 

18,100 

Brazi l 

►Sweden 

. . 6,820 



(Source : 

Economic Trends, April 

1952, 

p. 12). 


(In Its.) 


Table No. 64. II. 


Minimum Dependents’ Allowances 

Country Income Personal ,——■ —— — --—-——— -—- 



Not Taxed 

Allowance 

Wife 

Children 

Others 

India 

.4,200 

1,500 

Nil 

Nil 

Nil 

U. K. . 

.1,800 

1,000 

1,200 

Rs. 1,133 for each child 
under 16 

Rs. 666 for aged or in¬ 
firm relative 

U. S. A. . 

.2,862 

2,862 

2,802 

Rs. 2,862 for each child 

Rs. 2,862 for each 

Canada 

.4,580 

4,580 

4,580 

Rs. 1,832 for each child 
under 21 

Rs. 1,832 for each de¬ 
pendent under 21 

Australia . 

. 1,120 

Nil 

1,120 

Rs. 840 for each child under 
16 and Rs. 560 for others 

Parent Rs. 1,120. Others 
Rs. 840 

S. Africa . 

.3,266 

Rebate from 
Tax 

120 

Rs. 133 for each child under 

18 

Rs. 33 for each depen¬ 
dent 

Japan 

. 400 

400 

200 

Rs. 200 each 

Its. 200 each 


(Source: Economic Trends, April 1952, Table B, pp. 10-11.) 


Country 


Table No. 64. III. 


(In Its.) 


Old Age and Infirmity Allowance Medical Relief 


India ........... Nil Nil 

U. K. (11)52-53) .......... If over 65, 1/5 of total income (not Nil 

exceeding Rs. 6,666) tax-free 


U. S. A. (1952-53).For self and wife old age Allowance Expenses in excess of 5% of Total 

Rs. 2,862, Blind Allowance Income Deductible—Maximum 
Rs. 2,862 for single Rs. 5,942, for married 

Rs. 11,925, with one dependent 
Rs. 17,887 and two or more 
Rs. 23,850 


Canada (1950-51) 


Old Age—Rs. 2,290 . . . Expenses in excess of 4% of In¬ 

come Deductible—Maximum for 
Blind or Illness—Rs. 2,290 . single Rs. 3,435 for married 

Rs. 4,580 and Rs. 1,145 for each 
upto 4 dependents. 


S. Africa (1950-51) 


Nil 


Nil 


Japan (1951-52) 


Old Age—Rs. 200 . . . Expenses in excess of 10% of 

Income. 

Infirmity—Rs. 200 . . . Maximum Rs. 1,333 


48 a 


(Source: Economic Trends, April 1952, Table B, pp. 10-11.) 
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64. 2. Desirability of Providing for Personal and 
Family Allowances—In India, the attainment of a wel¬ 
fare state is still a distant objective. It would be there¬ 
fore obviously in accordance with considerations of 
equity and ability if the family and social responsibi¬ 
lities of an assessee were recognised when determining 
his tax liability. On this view, the first slice of income 
amounting to Rs. 1,500 should continue to be exempt 
from tax as at present with the addition of a scheme 
of allowances, say, Rs. 1,000 in respect of each depend¬ 
ent son under twentyone years of age and each depend¬ 
ent daughter (who should be unmarried or a widow if 
over twentyone years of age) and an allowance of 
Rs. 500 for each dependent relative maintained by the 
assessee throughout the year. The exemption limit 
should continue as hitherto, that is, the first slab of 
Rs. 4,200 of the income of an individual assessee should 
remain as the non-taxable maximum as at present. A 
provision on these lines is long over-due and would 
give welcome relief particularly to hard-pressed assessees 
of moderate means. 


nature. Assessees are needlessly harassed and penal¬ 
ised by such disallowances. It is therefore necessary to 
make it clear that once an expenditure is actually in¬ 
curred, and if it is incurred in the course of business or 
is incidental thereto, it should not be treated by the 
Department as inadmissible unless it is established that 
the expenditure has been incurred collusively with the 
intent of defeating the revenue. 

Question No. 66. —(a) Are you in favour of combining 
income-tax and super-tax into a consolidated levy ? 

(b) What are the merits or demerits of such a 
step from the point of view of (i) assessees (ii) 
administration ? 

(c) Are you satisfied with the degree of progres¬ 
sion in the present rate structure (both income-tax 
and super-tax) especially in regard to its economic 
effects ? 

(d) In case you consider a change is necessary 
ivhat alternative rate structure would you recom¬ 
mend ? 


Question No. 65.—Should the present law regarding 
admissible expenses (section 10(2)) be altered ? If 
so, please indicate, with reasons, the items of 
expenses (i) which are not now admissible but, in 
your view, should be admissible and (ii) which are 
now admissible but, in your view, should not be 
admissible. 

65. 1. Admissible Expenses—Advisability of Broaden¬ 
ing the Definition .—There is a tendency for the Depart¬ 
ment to disallow legitimate business expenses, parti¬ 
cularly under the heads bad debts, entertainment and 
transport where broker assessees are concerned. All 
attempts are made at present to shut out items of 
business expenditure on the purely technical ground 
that they have not been incurred wholly for purposes 
of business. It is therefore advisable to widen the defi¬ 
nition of admissible expenses to cover all expenses 
incurred by an assessee in the course of his business 
or incidental thereto. The subject of bad debts has 
been dealt with in some detail in the answer to Question 
No. 47 above. As regards entertainment, travelling and 
such other expenditure, the Income-tax Investigation 
Commission recommends as under: 

“ As we are anxious to see that the relations 
between the Department and the assessees improv¬ 
ed, we would recommend that the Income-tax 
Officers may be instructed not to be unduly strict 
about the amount of expenditure under heads like 
motorcars maintained and entertainments or other 
attractions and amenities provided for the benefit 
of customers so long as they are satisfied that such 
amount was actually spent and no attempt was 
made to pass off private expenses as business ex¬ 
penses. It cannot be denied that in these days of 
competitive business, expenses have to be incurred 
on a more lavish scale than of old to attract and 
retain customers.’’* 

Administrative discretion is however more often than 
not exercised against the assessee and there is much 
arbitrariness and injustice in a number of individual 
cases. Frequently, expenses legitimately incurred and 
necessary in the discharge of business obligations are 
not allowed on the ground that they are excessive or 
inadmissible. Among the items thus disallowed parti¬ 
ally or completely are: bond fide payments to employees - 
bonus exceeding three months’ pay even when granted 
by a labour tribunal; legal expenses in civil suits ; 
legal expense in criminal complaints even when the 
action is successfully defended j cost of preparing 
accounts and of engaging accountants or counsel in 
income-tax or sales tax. matters : advertisement ex¬ 
penses , expenditure of an exploratory or developmental 
nature ; loss of trading stocks ; losses by theft or em¬ 
bezzlement ; repairs to business premises or business 
asse ts a nd replacements ; and several other items of like 

i run °f_fhe Income-tax Investigation Commission, 

1949, Part I, Para 140. 


(e) Should the rale of surcharge levied under 
Article 271 of the Constitution also be graduated 7 

66. 1. Consolidation of Income-tax and Super-tax .— 
If income-tax and super-tax were combined into a con¬ 
solidated levy and the rates expressed as a percentage 
of the total income, the incidence of the tax would be 
conveyed at a glance to the assessee who would then 
readily appreciate his tax liability. Likewise, the 
graduation of the lax would be simplified and its pro¬ 
gression at various levels could be made smoother. 
The administrative work of the Department and the 
assessees would also become easier as the duplication 
of records, orders, calculations, charges, demands, 
penalties, etc., would be eliminated. The principal 
drawback would be in relation to the super-tax on 
Companies, which, as corporation tax, exclusively 
belongs to the Centre but which on amalgamation would 
lose its distinctive cliaracter and become divisible 
between the Centre and the Slates. 

66. 2. The Incidence of Income-tax and Super-tax .— 
The incidence of income-tax and its effects have been 
discussed at some length in the reply to Part I of the 
Questionnaire. Here it is enough to show how sharp 
has been the progressive increase in the incidence of 
the tax since the outbreak of war and how adversely 
the present rates in an under-developed country like 
India compare with those in other parts of the world. 

66. 3. Steep Increase in Incidence and Progression .— 
Tables Nos. 66. I and 66. II present a historical record 
of the development of the tax structure since 1939-40 
in relation to personal and corporate incomes. Before 
the outbreak of war, the maximum income-tax was at 
the rate of 28 1/6 pies in the case of personal incomes 
exceeding Rs. 1 lakh and the maximum super-tax was 
at the rate of 6 ; j annas on incomes exceeding Rs. 5J lakhs 
In the case of companies, the income-tax rate was 28 
1/6 pies and the super-tax rate 13 pies. Thus, the con¬ 
solidated maximum rates were 8 as. 7 ps. for individuals 
and 3 as. 5 ps. for companies against the current rates 
of 12 as. 6 ps. and 6 as. 6 ps. respectively. As Table 
No. 66. I shows, the tax percentage on incomes below 
Rs. 25,000 went up slightly in 1940-41 and 1941-42 
whereafter it doubled reaching its peak in 1944 - 45 ’ 
After a sharp reduction in 1945-46, there has been a 
gradual decline till the rates are now in the neighbour¬ 
hood of those prevailing in 1939-40. On incomes above 
Rs. 25,000, the income-tax and super-tax rates rose 
slightly in 1940-41 and 1941-42 and flared up after 
1942-43 to almost confiscatory levels for incomes in the 
highest brackets. The progression was made steeper 
every year and the confiscatory rates were applied to 
lower ranges, the tax being as high as 72-8 per cent 
on an income of Rs. 2 lakhs in 1947-48. Some relief 
was given in subsequent years, but even today the 
percentage tax is twice as high or more on incomes, 
above Rs. 50,000, the graduation being extremely steep 
throughout. 


Table No. 66. I. _ 

Tax as Percentage of Personal Income of Rs. 


f ---*_______________ 

3,600 5,000 10,000 25,000 50,000 1 3 5 10 

___ Lakh Lakhs Lakhs Lakhs 


1930-40 , 

1940-41 






2-7 

3-3 

5-6 

10-9 

161 

231 

29-2 

33-0 

38-8 

194 - 1-42 






2*9 

3*6 

61 

11-8 

17-4 

25-2 

31-6 

35-7 

42-0 

194 . 2 . 4.2 






3*7 

4*4 

7-4 

14-6 

21- 5 

30-8 

38-9 

44-0 

51-7 

1942 - 4 - 4 . 






4*0 

5*5 

0-0 

16-9 

27-7 

39-2 

50-0 

64-5 

70-8 

1944-45 






4*6 

5*5 

9-2 

18-3 

31-2 

43-8 

61-4 

09-1 

80-4 

1945-40 







5*5 

9-2 

19-3 

33-7 

47-7 

05-1 

72-2 

83-0 

1946-47 







4*7 

7-9 

17-6 

33-6 

48-4 

66-4 

73-6 

84-5 

1947-48 . 







31 

5*9 

15*3 

32-0 

47-9 

71-4 

80-1 

88-8 

1948-49 







3*1 

5*9 

15*3 

32-3 

51-5 

79-8 

86*6 

91-7 

1949-50 







3* 1 

5*9 

15-3 

30-8 

48-3 

73-5 

82b 

89-7 

1950-51 







2*3 

4-9 

14-7 

30-5 

48-2 

68-8 

76*5 

82-0 

1951-52 







2*3 

4*9 

12-6 

29-4 

47-7 

66-7 

71-3 

74-7 

1952-53 







2*3 

5*1 

13-2 

30-9 

50-1 

71-1 

76-3 

78-5 








2*3 

5*1 

13-2 

30-9 

50-1 

711 

75-3 

78-5 


(Source : Economic Trends, January 1953, Table A, p. 18) 
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Table No. 66. II. 


Year 


1939- 40 . 

1940- 41* . 

1941- 42* . 

1942- 43* . 

1943- 44* . 

1944- 45* . 

1945- 40* . 

1940-47 . 

1947- 48**. 

1948- 49** 

1949- 50** 

1950- 51 . 

1951- 52 . 

1952- 53 . 


Tax as Percentage of Corporate Income of Rs. 


25,000 

50,000 

1 

o 

3 

5 

n 

10 



Lakh 

Lakhs 

Lakhs 

Lakhs 

Lakhs 

Lakhs 

22-0 

22-0 

22-0 

22-0 

22-0 

22-0 

22-0 

22-0 

24*0 

34-1 

47-9 

54-8 

57-1 

58-9 

59-9 

60-3 

29-2 

42-4 

59-4 

67-5 

70-7 

73-0 

74-1 

74-7 

32*8 

45-3 

61-1 

69-5 

72-2 

74-4 

75-4 

76-0 

38*5 

50-0 

64-7 

72-1 

74-6 

76-5 

77-9 

78-0 

46*9 

CO-8 

69-6 

75-9 

78-1 

79-8 

80-6 

81-0 

48-4 

58-0 

70-4 

76-6 

78-7 

80-3 

81-1 

81-6 

37-5 

37-5 

37-5 

37-5 

37-5 

37-3 

37-5 

37-5 

43-8 

43-8 

43-8 

48-5 

50-1 

51-3 

SI-9 

52-3 

43-8 

43-8 

43-8 

43-8 

45-7 

47-2 

47-9 

48-3 

37-5 

43-8 

43-8 

43-8 

45-7 

47-2 

47-9 

48-3 

34-4 

40-6 

40-6 

40-6 

40-6 

40-6 

40-6 

40-6 

37-2 

43-4 

43-4 

43-4 

43-4 

43-4 

43-4 

43-4 

37-2 

43-4 

43-4 

43-4 

43-4 

43-4 

43-4 

43-4 


* Includes EPT. 
** Includes BPT. 


66. 4. Tax Incidence in India Compared iDith Other 
Countries .—Tables Nos. 66. Ill, 66. IV and 66. V present 
a comparative picture of the tax rates in operation on 
personal and corporate incomes in India and other 
countries at the present time. Table No. 66. Ill reveals 
that the marginal rates on the top slabs of personal 
income are the highest in the U.K., U.S.A. and India. 
Table No. 66. IV (Page 204) shows the percentage of 
tax payable at different levels of income earned by a 
married assessee with two children in India and other 
countries. It is apparent from the Table that the pro¬ 
gression in tax rates is steeper in India than in any 
other country on incomes between Rs. 20,000 and Rs. 1 
lakh and that with the exception of the U.K. the tax 
rates are also higher on incomes between Rs. 1J lakhs 
and Rs. 10 lakhs than they are in other parts of the 
world. Upto Rs. 5,000, the tax is at a higher rate in 
India than in any Commonwealth country and at any 
level of income upto Rs. 10 lakhs the individual assessee 
in India pays a higher tax than the one in the U.S.A., 
Canada, South Africa, Egypt or Brazil. Table No. 66. V 
completes the picture by comparing the taxes payable 
on corporate income. 


(Source : Economic Trends, January 1953, Table B, p. 21) 



Table No. 66. 

III. 


Country 

Year 

Highest 

Slab 

Rate of 

Tax on 
the Highest 



over 

Slab 

U. K. 

1952-53 

Its. 

2,00,000 

Per cent 
97-5 

U. S. A. . 

1951-52 

9.54,000 

91-0* 

India 

1952-53 

1,50,000 

82-0 

Canada 

1950-51 

18,32,000 

80-0 

Prance 

1951-52 

82,750 

78-0 

Australia . 

1951-52 

1,07,700 

75-0 

Sweden 

1951-52 

1,85,185 

70-0 

Egypt 

1951-52 

6,87,500 

70-0 

South Africa* 

1950-51 

2,13,333 

62-9 

Japan 

1951-02 

13,333 

55-0** 

Brazil 

1951-52 

7,77,200 

50-0 


(Source : Economic Trends, April 1952, Table C, p. £3>. 
* Average Rate Not to exceed 87 per cent. 

*f Average and not marginal rate. 


Table No. 60. IV. 


Tax as Percentage of Personal Income* of Rs. 


Income (Rupees) 

( - 

India 

U. K. 

U. S. A. 

Canada 

Australia 

Smith 

Africa 

France 

Japan 

- --^ 

Brazil 

3600 . 


4 

0-0 

0-0 

0-0 

0-0 

0-2 

0-0 

0*5 

27 


4000 . 



2-0 

0-0 

0-0 

0-0 

0-5 

0-0 

7-5 

28 


5000 . 



2-3 

0-0 

0-0 

0-0 

1-5 

0-0 

10-2 

31 


6000 , 



2-6 

0-0 

0-0 

0-0 

2-8 

0-0 

11-5 

34 


7000 . 



3-3 

0-8 

0-0 

0-0 

4-2 

0-0 

12-5 

45 


8000 . 



4-0 

2-2 

0-0 

0-0 

5-3 

0-0 

13-8 

50 


9000 . 



4-6 

4-1 

0-0 

0-0 

6-6 

0-0 

15-4 

50 

• • 

10000 . 



5-1 

.5-8 

0-0 

0-0 

7-8 

0-0 

16-6 

50 


15000 . 



7-5 

14-0 

4-9 

2-1 

13-2 

2-0 

20-6 

55 

• • 

20000 . 



9-9 

19-7 

8-7 

5*6 

18-0 

4-1 

23-7 

55 

•3 

25000 . 



13-2 

23-2 

11-4 

8-1 

22-5 

61 

25-6 

55 

•8 

30000 . 



18-6 

27-0 

13-2 

9-9 

20-2 

9-5 

27-6 

55 

1-5 

50000 . 

* 


30-9 

41-4 

20-3 

15-5 

37-7 

18-0 

34-3 

55 

3-9 

100000 . 



50-1 

58-2 

31-6 

27-3 

53-7 

28-4 

33-9 

55 

9-5 

200000 . 


, 

65-2 

74-1 

47-1 

38-0 

64-3 

43-8 

55-2 

55 

16-6 

300000 . 


. 

71-1 

81-9 

56-2 

43-9 

67-9 

54-2 

61-2 

55 

21-5 

500000 . 



75-3 

88-1 

66-9 

51-1 

70-7 

62-7 

67-9 

55 

26-9 

1000000 . 

• 


78-5 

92-8 

78-2 

60-1 

72-8 

69-1 

71-8 

55 

35-4 


* Of Married Person with two children. (Source : Economic Trends, April 1952, Table D, p. 15). 




















Table No. 66. V. 


Tax as Percentage of Corporate Income of Rs. 


Country 



Year 

25,000 

50,000 

-A.. 

1 

Lakh 

2 

Lakhs 

5 

Lakhs 

n 

Lakhs 

10 

Lakhs 

India .... 



. 1952-53 

37-2 

43-4 

43-4 

43-4 

43-4 

43-4 

43-4 

U. K. 



. 1952-53 

50*5 

55-9 

61-2 

63-2 

63-2 

03-2 

63-2 

U. S. A. 



. 1951-52 

330 

330 

330 

41-9 

49-7 

52-3 

52-4 

Canada .... 



. 1952-53 

21-2 

23-7 

37-4 

44-3 

48-8 

49-3 

49-8 

Australia .... 



. 1950-51 

28-7 

28-7 

33-4 

35-7 

37-3 

37-0 

37-9 

South Africa 



. 1950-51 

20-7 

21-8 

22-4 

22-6 

22-8 

23-0 

23-0 

Sweden .... 



. 1951-52 

40-0 

40-0 

40-0 

40-0 

40-0 

40-0 

40-0 

Franco .... 



. 1950-51 

37-2 

37-2 

37-2 

37-2 

37-2 

37-2 

37-2 

Japan .... 



. 1952 

42-0 

420 

42-0 

42-0 

42-0 

420 

42-0 

Argentina 



. 1951-52 

26-5 

26*5 

20-5 

26-5 

26-5 

26-5 

20-5 

Brazil 



. 1951-52 

100 

110 

11-5 

12-8 

14-1 

14-4 

14-6 

Switzerland 



. 1951-52 

18-6 

18-6 

18-6 

180 

18-6 

18-6 

18-6 





(Source : Economic Trend 

s, Oct.-Nov-Dec. 

1952, 



Table B, Page 16). 


The rale of tax in India is not far removed from that 
levied in such highly advanced countries like U.S.A. 
and Canada. In fact, with the exception of the U.K., 
the rate on an income of upto Rs. 2 lakhs is higher than 
in any other country, and barring the U.K., U.S.A. 
and Canada, the rate at all levels is above that obtain¬ 
ing in other countries including France, Australia and 
Japan. It may be therefore concluded that, though the 
Indian economy is under-developed in comparison with 
those of other countries, the tax rates are excessively 
high and the progression far too steep. 

66. 5. Desirability of Lower Rates and Slower Pro¬ 
gression ,—Taxation at steeply graduated penal rates is 
self-defeating in an under-developed country like India. 
It kills the incentive to produce, save and invest and 
stultifies capital formation which is basic requirement 
of an expanding economy. The rate structure, there¬ 
fore, must be suitably revised. The maximum rale of 
tax should be substantially reduced and the level of 
income at which the maximum tax rate applies should 
be raised. Instead of 50 per cent, as at present, at least 
75 per cent, should be left in the hands of an assessee 
as disposable income if his income is Rs. 1 lakh and 
the maximum rate of income-tax and super-tax com¬ 
bined should be about 60 per cent, on an income of, 
say, Rs. 10 lakhs. The rates on intermediate incomes 
should be suitably adjusted on the Canadian model 
where the tax rate is 2 per cent, on Rs. 15,000, 5 per 
cent, on Rs. 20,000, 8 per cent, on Rs. 25,000, 16 per 

cent, on Rs. 50.000, 27 per cent, on Rs. 1 lakh, 50 per 

cent, on Rs. 5 lakhs and 60 per cent, on Rs. 10 lakhs. 

These rates should not be subjected to any surcharge 

which, as stated in reply to Question No. 39 of Part 
I of the Questionnaire, should be levied only in times 
of national emergency as, for example, a war. As 
President Wilson has warned— 

“ There is a point at which in peace time high 
rates of income and profit taxes discourage energy, 
remove the incentive to new enterprise, encourage 
extravagant expenditure and produce industrial 
stagnation with consequent unemployment and 
other attendant evils.” 

The war-time profits have disappeared and the war¬ 
time rates of tax cannot be maintained particularly when 
the economy of a country is so under-developed as 
it is in India. A downward revision of the tax struc¬ 
ture is therefore not only desirable and necessary but 
long over-due. 

Question No. 74.—Is any change required in respect of 
provisions relating to carry-forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
ward in case of cessation of business ? 

74. 1. Losses Carry-forward Provision Should be 
Liberalised if it is to be effective .—Under Section 
24 of the Income-tax Act, loss of profits from a business 
that cannot be set oil against other income in the same 
year can be carried forward and set oil against profits 
from the same business in any subsequent year upto 
a period of six years. The limitation of six years and 
the restriction of set off in subsequent years against 
profits of the same business and no other, impose severe 
hardships. Concerns that are newly started continue to 
make losses in earlier years. Continuous losses are also 
sustained by well-established concerns in times of 


severe depression. Losing business are often closed 
down by assessees in favour of others which are more 
lucrative. It is frequently held that the business carried 
on by an assessee in a later period is not the same 
business which sustained the loss. In all such and 
similar cases, the assessee is deprived of the benefit of 
carry-forward contained in the Act. In order that the 
assessee may not be so penalised, it is necessary to 
provide— 

(a) That losses can be carried forward and set off 

against profits of the same or any other 
business in a subsequent year without time 
limit; and 

(b) That, as recommended by the Committee on the 

Taxation of Trading Profits in the U.K., “the 
owner of a business may carry back a loss 
incurred in the last year of business and set 
it against the assessments on that business 
for the three preceding years. 

74. 2. Set-off of Speculation Losses Arbitrarily Dis¬ 
allowed .—An extraordinary situation has been brought 
about by the Finance Act of 1953 in the matter of 
speculation losses and gains. On the one hand, specu¬ 
lation profits continue to be included as usual in the 
income of an assessee chargeable to tax. On the other 
hand, by virtue of a proviso and Explanations added to 
Section 24(1) of the Income-tax Act, it is sought to 
provide that speculation losses cannot be set off against 
the income of an assessee except against speculation 
gains. The legal implications of the amendment in 
the form it stands seem to be open to challenge and 
will no doubt be challenged at the proper time and 
place. However, the repercussions from the business 
point of view are so serious and widespread that the 
subject calls for some comment. 

74. 3. Object Underlying the Change .—The object 
of the amendment was to check the practice of buying 
up speculation losses. The losses so bought were 
utilised as a set-off against the true income of an 
assessee, thereby reducing his liability to tax. The 
malpractice had gained prominence during the war and 
post-war period. The amendment was, however, 
brought forward at a time when the opportunity and 
the inclination to buy up speculation losses on any large 
scale were significantly absent. The fabulous boom¬ 
time profits were at an end and so also the expropria- 
tory demands of income-tax, super-tax, E. P. T. and 
B. P. T. At any rate, in trying to check a questionable 
practice care ought to have been taken to see that un¬ 
paralleled handicaps and difficulties interfering with the 
conduct of normal business were not introduced, as that 
would lead to harassment of honest tax-payers and 
penalise legitimate trading activities. Even as it was, 
the Department had adequate powers, by a thorough 
investigation and strict scrutiny of accounts and returns, 
to check and prevent abuses of the kind which the 
amendment was designed to counter-act. That, in fact, 
it could be done w as openly admitted by an experienced 
Assistant Commissioner of Income-tax from Bombay 
who participated in the conference which the repre¬ 
sentatives of the Stock Exchanges and other associa¬ 
tions had with the members of the Central Board of 
Revenue. The members of the Central Board of 
Revenue were themselves not concerned to deny the 
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position. They disclaimed any knowledge of the work¬ 
ing of Stock Exchanges and other forward markets. 
They were obviously unable to appreciate the practical 
repercussions of the amendment proposed; nor was it 
possible for them to justify the necessity of such an 
extraordinary provision. Their sole reliance was on a 
vague reference to a recommendation said to have been 
made by the Income-tax Investigation Commission. 
That recommendation, as shown in Para. 74. 5 below, 
was altogether different from what the amendment 
proposed. It was in these extraordinary circumstances 
that the amendment was rushed through without any 
proper consideration. The reasqned advice of the entire 
business community was ignored and scant regard was 
shown for the enormous hardships and difficulties im¬ 
posed on assessees in the normal conduct of their day- 
to-day activities, particularly in the case of assessees 
engaged and interested in buying and selling stocks and 
shares on Stock Exchanges recognised and regulated 
by Government itself for purposes of forward trading. 

74. 4. Extraordinary Nature of the Amendment. —In 
one fell swoop, the amendment set at nought the basic 
scheme of the Indian Income-tax Act. The Act amal¬ 
gamates five separate heads of income classified accord¬ 
ing to source and puts them on a composite and cumu¬ 
lative basis for purposes of determining the tax liability 
of an assessee. This scheme conforms to the generally 
accepted principle that income, profits and gains, no 
matter what their source, really accrue to one and the 
same person and should be treated as a single unit for 
taxing purposes ; and that, by the same token, if a loss 
is sustained under any of these heads, it should also 
fall in the common pool to be set off against other in¬ 
come, profits and gains. The underlying principle, 
which is common to all income-tax codes, is grounded 
on fundamental considerations of justice and equity, 
and in its operation it has successfully safeguarded the 
interests of the assessees as well as of the public ex¬ 
chequer. The amendment cuts athwart this very basis 
of the Act. It creates a new artificial overall category 
of income—speculative as distinguished from non- 
speculative: what is more extraordinary, it includes 
speculation profits in income chargeable to tax but 
excludes speculative losses from computation except as 
a set off against speculation profits. It ignores the 
essential fact that speculation losses, as much as non¬ 
speculation losses, have to be borne by and met out 
of the resources of one and the same assessee. In 
attempting to give the exchequer the best of both 
worlds, the bond fide assessee is put at the other end 
and made to suffer the worst: and in the process legiti¬ 
mate trade activity and the means, methods and 
machinery of business have been rudely upset and 
their capacity to earn the income which is the subject 
matter of the tax has been crippled. 

74. 5. Distortion of Income-tax Investigation Com¬ 
mission's Recommendation. It is necessary to observe 
that there is nothing in the amendment which has the 
effect of restricting its application to “bought specula¬ 
tion losses” only. It applies to all speculation losses. 
Profits and gains, whether from speculation or other¬ 
wise imply something in the nature of a credit and 
debit account in which the receipts appear on the one 
side and the costs, expenses, damages and losses appear 
on the other side. Without such account, it would be 
impossible to ascertain whether there are really any 
profits on which tax can be assessed. In this connec¬ 
tion, business expenses must be distinguished from 
business losses. Business expenses may, by a special 
provision, be disallowed. But losses which are part 
and parcel of, and not merely connected with, the 
business cannot be so disallowed. Business profits and 
business losses which both spring up, as it were, from 
the same source or fountainhead, are essentially integral 
and indivisible in character. The one cannot be dis¬ 
tinguished from or treated differently than the other. 
If speculation profits are included in the income of an 
assessee chargeable to tax, speculation losses must also 
be included. If speculation losses are excluded from 
the scope of the income chargeable to tax, speculation 
profits must likewise be excluded. That, in fact, was 
the exact recommendation of the Income-tax Investiga¬ 
tion Commission on the basis of which the amendment 
was alleged to have been brought forward. The Com¬ 
mission’s recommendation was distorted out of its true 
shape and proportion. One part of it—that relating to 
exclusion of speculation losses—was implemented ; the 
other reciprocal part, namely, that speculation profits 
should also be excluded, was deliberately ignored. The 
fact was also deliberately ignored that if speculation 
profits are included in the chargeable income and if 
speculation losses, when suffered, are excluded, it would 
amount to charging tax on losses, which Is contrary to 
the fundamental object and schematic structure of the 
Income-tax Act and contrary to equity and _ accepted 
commercial principles. An unheard of discrimination 
has thus been perpetuated against a particular category 
of trade and a particular category of income—a discri¬ 
mination without parallel or precedent in procedure 
and practice in the taxation laws of any other country 
in the world. 


74. 6. Some Harmful Consequences. —The whole 

principle underlying the amendment is mischievous, un¬ 
just and inequitable; its effects are no less so. It 
directly hits at business initiative. Enterprise depends 
upon the capacity to bear losses and the capacity to 
bear losses is destroyed when the losses that are normal¬ 
ly set off against income from other sources are dis¬ 
allowed. For example, who would make a speculative 
purchase of shares of new companies subject to all the 
pioneering risks of new ventures when the speculation 
losses arising therefrom are disallowed and not permit¬ 
ted to be set off against other income ? Likewise, 
normal business on the Stock Exchange stands to be 
adversely affected. People become disinclined to enter 
the market because their capital resources are likely 
to be exhausted when the loss they suffer is not allowed 
to be set off against other income. For instance, an 
assessee may conceivably make substantial profits from 
different non-speculative sources. He may however lose 
so heavily in the stock market that he has an over-all 
deficit. In that event, how can he pay the large amount 
of tax that is bound to be demanded of him when the 
set-off of speculation losses is disallowed ? The amend¬ 
ment proceeds on the erroneous and fallacious assump¬ 
tion that all business in which delivery is not taken or 
given is necessarily speculative and that all business 
in which delivery is taken or given is necessarily non- 
speculative. Assessees frequently enter into forward 
contracts for bond fide business purposes and decide 
only when the contracts mature whether to take or give 
delivery or cover the transaction by paying the differ¬ 
ence. Similarly, assessees often arrange to take deli¬ 
very in respect of admittedly speculative business. On 
the Stock Exchange particularly, the speculative and 
non-speculative inter-penetrale so completely that any 
artificial distinction between them is both arbitrary and 
unjust. By enforcing a rigid dichotomy, the amendment 
sets up artificial compartments between which there is 
one-way traffic only, from the non-speculative to the 
speculative, but not the other way about. Risks and 
hazards are inseparable from the Stock Exchange, and 
when those who come to the market are not allowed 
to set off their speculation losses against their other 
income, the trade as a whole is seriously affected. A 
few examples may be cited. For instance, when non¬ 
member assessees engage in jobbing business, the profit 
earned is added to the other income and tax has to be 
paid on the full amount and at the rating applicable 
to that full amount. When, however, the jobbing tran¬ 
sactions result in a loss, there is no set-off or rebate 
of tax. A stockbroker wishing to insure himself against 
the risky business accumulated by his constituents may 
enter into corresponding hedge transactions by buying 
or selling on his own account in the market. If profit 
accrues therefrom, it is amalgamated with the other 
income and charged to tax. But when such hedging 
results in a loss, it is not admissible for determining 
the tax liability. From time to time, a stockbroker 
nurses the securities bought for forward delivery for his 
defaulting constituents with a view to reducing the 
losses sustained. He ‘ nurses the baby ’, and if there 
is a profit it becomes liable to tax, but when there is a 
loss it cannot be set off against other income. A trader 
or dealer or crusher of groundnut or linseed or any 
other oilseeds hedges his slocks or open purchases or 
sales by utilising the only medium available, namely, 
the castorseeds hedge contract. The profit accruing 
from such hedge is added to the aggregate income of the 
assessee chargeable to tax, but if a loss be suffered, it 
cannot be deducted. One can go on enlarging the list, 
for 75 to 80 per cent, of the business on the Stock 
Exchanges and in other forward markets is allegedly 
speculative within the meaning of Section 24 (1) of the 
the assessees engages or interested in such trade are 
Act so that 75 to 80 per cent, of the bona fide trade and 
discriminated against and drastically penalised. The 
question in each case is, is this fair, equitable or reason¬ 
able? The disability attaches not to the few tax-dodgers 
only but to all assessees one after another, to the big 
broker and the small authorised representative, to the 
wealthy merchant, the middle-class trader and the pro¬ 
fessional operator, to the financier who lends money to 
the market and to the man-in-the-street whose handful 
of orders to buy or sell this or that actually makes the 
market and keeps it broad and liquid. It is submitted 
that what seems to have been forgotten is that the 
Income-tax Act is a measure primarily designed for 
collecting revenue ; that it is unwise to turn it into an 
engine of oppression damaging bond fide business and 
legitimate trade in a Draconian attempt at checking 
leakage of revenue, which is what is now happening ; 
that unless there is trade and business, there will be 
soon little by way of profits to tax and less by way of 
revenue to collect. 

74. 7. Futility of the Amendment. —The principal 
object with which the amendment was introduced was 
to protect revenue by checking the malpractice of buy¬ 
ing and selling of losses. During the debate in Parlia¬ 
ment, the Finance Minister admitted that there was no 
direct way of defining, or legal purposes, these parti¬ 
cular transactions. He then went on to explain as 
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under how the amendment was to be made workable 
at all: 

“ We have proceeded by the method of excluding 
what we do not want to hit. In the Bill as it is 
drafted we have excluded hedging transactions, the 
common hedging transactions, that is a mill buys 
cotton and sells cloth. There are various other 
varieties of hedging transactions, and after dis¬ 
cussions with the representatives of trade and 
business I have come to the conclusion that they 
are also legitimate. One category of transactions 
is the one I referred to just now: a man wants to 
protect himself against any loss in certain scrips 
he holds, but he sells some other scrips which he 
expects will have a reverse movement. The object 
is to save that kind of transaction.” 

This correctly sums up the modus operandi of hedge 
transactions in forward markets. A holder of shares 
in one company anxious to protect himself against 
losses through price fluctuations generally sells other 
scrips which are current as a hedge and are freely 
marketable and negotiable. If a person holds shares 
of, say, Mysore Mills which at a particular moment do 
not have a ready market, he hedges by selling, say, 
Tata Steel Defds. or Bombay Dyeing which may then 
have a liquid and broad market. Big mercantile houses, 
by the very nature of their business, have to resort to 
such transactions by selling popular scrips to guard 
against losses in their holdings which they generally 
keep as a loeked-up investment, either because there is 
no market for such shares, or for retaining control of 
the Companies concerned, or for future capital appre¬ 
ciation. It is a fundamental object of the forward 
market in shares to provide a hedge to the genuine 
investor as well as a free and ready market for shares. 
A provision for this is made, as the Finance Minister 
explained to the House, by insertion of Clause (b) in the 
proviso to Explanation 2 to Section 24(1) of the Income- 
tax Act. There is no doubt that Stock Exchange losses 
suffered by an assessee when hedging against his invest¬ 
ment are excluded from the definition of “ speculation 
loss” and can be set off by him against his other in¬ 
come. The question, what would happen if such losses 
were disallowed has been already answered by the 
Finance Minister in his speech quoted above. The 
further question is that if such losses must necessarily 
be allowed—which is what clause (b) provides—, what 
is there to stop unscrupulous wealthy assessees who 
have large investments of their own from ‘ buying 
losses ’ in the guise of hedge transactions against their 
investments and then claiming a set off ? The amend¬ 
ment to Section 24(1) is supposed to cast a net especially 
for catching such tax-dodgers, but in fact the mackrel 
escape and only the sprat are caught. What then is 
the meaning of the amendment to Section 24(1)? There 
is no way of steering clear between Scylla and Charyb- 
dis. The fallacy lies in the presumption that the entire 
complicated trade of various forward markets can be 
defined in law by a process of exclusion through the 
insertion of some exceptions here and there. The addi¬ 
tion of exceptions capable of giving some protection to 
bond fide trade inevitably make the amendment leak 
like a sieve ; and without such exceptions, the trade 
itself is greatly disorganised. In the result, honest 
assessees receive the short end of the stick in either 
case. The amendment to Section 24(1) with its clumsy 
and ambiguous provisions hits bond fide business at all 
points and probably the only person who is not worried 
is the tax-dodger ' buying losses ’. 

74. 8. Harassment of Assessees. —It has been claimed 
for the amendment that it is designed to serve adminis¬ 
trative convenience in checking the malpractice of 
buying and selling losses. Its futility as a check on 
the malpractice, to the extent that it does prevail, has 
been demonstrated in the preceding paragraph. Nor is 
it true that the amendment is capable of serving any 
administrative convenience. On the contrary, it widens 
the field of enquiry by the Income-tax Officer and opens 
one more door for harassment of assessees. Anyone 
who has had anything to do with the Income-tax Depart¬ 
ment can easily imagine what is actually bound to 
happen. For example, as pointed out in Para. 74. 6, the 
transactions purported to be defined as speculative and 
non-speculative by the amendment inter-penetrate as 
completely as to make any artificial distinction between 
them entirely arbitrary. The assessees must now at¬ 
tempt to separate out the speculative from the non- 
speculative transactions, trace the chain in each case 
and show how they are related to delivery and payment, 
and when a loss is sustained, allocate it in parts which 
either can be or cannot be claimed as a set-off under 
the amendment. In the end, the assessee may succeed 
in satisfying the Income-tax Officer that there is no 
speculation loss or that such loss is covered by the 
exemptions. But before that is done, he will be obliged 
to produce heaps of books and files and pay several 
visits to the Department, not to speak of the expenses 
incurred in representation through exoert advisers. 
Apart altogether from the view the Department ulti¬ 
mately takes when settling the assessment, the assessee 
is confronted with an infinite variety of circumstances 
in which he must decide on the spur of the moment as 


to how he should act. Obviously, the situation is in¬ 
tolerable when at each step he is expected to stop and 
think of the view the Department may or may not 
take of the nature of the transactions in question when 
they come up for consideration in the course of assess¬ 
ment two or three years later. The fact that the In¬ 
come-tax Act by a legal fiction empowers an Income-tax 
Officer to say that a particular loss is speculative and 
that its set-off cannot be permitted does not put back 
money in the pockets of an assessee to enable him to 
pay the tax demanded. The disallowance of the set-off 
of losses in respect of 75 to 80 per cent, of the bona fide 
trade of forward markets, which in one sense or another 
might be held to be speculative, can only cause harass¬ 
ment and impose a hardship and burden for which there 
is no sanction either in equity or justice and no warrant 
in the needs of the situation. It is for this reason that 
the amendment to Section 24(1) is condemned by all 
quarters as misconceived and mischievous, as need¬ 
lessly provoking unhealthy iitigation and upsetting the 
trade while failing in its main purpose of stopping the 
malpractice of ‘ buying losses ’, to the extent that it 
does prevail at present. 

74. 9. The Correct Approach. —The coercion implicit 
in disallowing set-oil of speculation losses is calculated 
to diminish speculation gains which ultimately give 
assessees their livelihood and are the source from which 
Government revenue itself is derived. If that source 
is considered tainted, there is no object in Government 
regulation of forward markets. But to recognise, on 
the one hand, the importance of forward markets, and 
on the other to disrupt their efficient functioning by 
slowly garrotting bond fide forward trade through the 
medium of the Income-tax Act, is a contradiction in 
terms which cannot be easily reconciled. It is necessary 
to emphasise that the problem of buying speculation 
losses is quite capable of being solved by normal pro¬ 
cesses. No doubt it is true that losses do not bear on 
the surface any marks of their origin. But they become 
significant from the point of view of income-tax evasion 
only when—• 

(a) an assessee claims set-off of speculation loss 

against other income; 

(b) the assessee’s other income is large; and 

(c) the proportion of speculation loss to the other 

income is large. 

Such cases can be picked out at sight and this atonce 
limits the field of critical investigation to a relatively 
small percentage of the total number of cases. Any 
extra expense and attention devoted to such cases is 
likely to be well rewarded. A determined tax-dodger 
may be expected to do his best to obliterate all evidence 
of the origin of the losses he has bought. But 
the operation can be carried out only with the collusion 
of a number of other parties and by the fabrication 
of books and documents at a number of places with the 
sword of Damocles hanging over his head in the form 
of threats of exposure and blackmail. In fqct, where 
an organised market like the Stock Exchange is con¬ 
cerned, such an attempt all the way can rarely succeed. 
When the purchase and sale contracts resulting in the 
alleged loss are not found to be supported in the books 
of the brokers employed by the suspect assessee in the 
shape of corresponding transactions in the open market 
with other 1 Bazaar ’ parties, that is, brother brokers, 
that should be deemed to be p rima facie evidence that 
the loss claimed is not genuine, unless indeed the 
assessee produces irrefutable evidence to the contrary. 
It should not be difficult to educate a hand-picked staff 
in the modus operandi of ‘ buying losses ’, and with 
such a staff in charge of the small number of suspect 
cases, the fraud on revenue cannot for long survive. 
The problem is essentially one of a vigilant, efficient 
and honest administration. The responsibility for that 
mustrest with the Department and cannot be saddled 
on the shoulders of an overwhelming majority of honest 
assessees who are interested or engaged in forward 
business. 

74. 10. An Indictment. —It is clear from the fore¬ 
going that the amendment to Section 24(1) should not 
have been brought forward at all. Merits apart, the 
manner of its enactment into law reflect no credit on 
the administration responsible for putting it on the 
statute book. The amendment was first mooted in the 
Income-tax Amendment Bill, 1951. Its object was then 
stated to be to— 

“ Check a tendency on the part of assessees to 

claim speculation losses but not to admit specula¬ 
tion profits.” 

The explanation was primct facie untenable and it indi¬ 
cated some serious confusion in the mind of the Depart¬ 
ment. Obviously, it would be foolish for an assessee 
claiming speculation losses not to admit his speculation 
gams. The amendment, however, lapsed with the Bill. 
Later, the Indian Income-tax Bill (No. 35 of 1952) was 
introduced in Parliament on the 20th of May, 1952. The 
new Bill, which was admittedly confined to proposals 
to give effect to some of the urgent apd clarificatory 
provisions among those embodied in the Amendment 
Bill of 1951; contained no reference to the amendment 
to Section 24(1). Government itself stated that those 
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/revisions of the 1951 Bill which were not included 
n the 1952 Bill required detailed examination in the 
ight of the comments received from various quarters, 
t was when this urgent 1952 Amendment Bill was still 
sending before the House, when no new .development 
lad occurred after its introduction and when no mate- 
■ial change in the circumstances had taken place, that 
me of the most controversial amendments appearing in 
he 1951 Amendment Bill, namely, the amendment to 
lection 24(1) of the Income-tax Act, was revived. It 
vas smuggled in, as it were, by the backdoor in the 
orm of Clause 3(d) in the routine annual Finance 
Bill placed before the Budget session of the House at 
he end of February 1953. At about the same time, 
A'hen dealing with suggestions made in the House for 
■hanges in the Income-tax Law, the Finance Minister 
•eportedly declared in the course of his reply to the 
lebate on the general budget that— 

“There was also another reason why they should 
not make any fundamental changes in the taxation 
structure in the coming year. A Taxation Enquiry 
Committee has been appointed to go with the matter 
comprehensively.” 

Here was an example of practice and precept. The 
louse was further deluded. The Hon’ble Minister in 
lis Budget Speech, in referring to the proposed amend- 
nent to Section 24(1) observed that— 

“The Income-tax Investigation Commission re¬ 
commended that the law should be amended so as to 
allow speculation losses to be set oil against specu¬ 
lation gains.” 

Apparently, the Finance Minister was unaware of the 
ncome-tax Investigation Commission’s reciprocal recom- 
nendation that along with speculation losses specula- 
ion gains should also be excluded when determining 
he income of an assessee chargeable to tax. The 
Commission’s recommendation was contained in the 
■onfidential part of its report to Government, of which 
he public or the Parliament had no knowledge. The 
louse remained in the dark about this most important 
>art of the Commission’s recommendation and the 
mblic was misled. Nor was any reasonable opportunity 
ifforded to the business interests vitally affected to ex- 
ilain themselves satisfactorily and convince the adminis- 
ration not acquainted with the technicalities of forward 
.rade, of the serious repercussions of the measure pro- 
)osed. Soon after the publication of the Finance Bill, 
he Stock Exchange submitted its representation to 
Government on the 5th of March, 1953. Other business 
>odies, chambers of commerce and trade associations 
ollowed suit, pointing out the inequity and inadvis- 
ibility of the amendment and its harmful consequences, 
’here was little response to these representations, not 
:ven an acknowledgment. Only after urgent reminders 
vas a telegram received by the Exchange on the 6th 
,f April, 1953, exactly after the lapse of one full month, 
nviting its representatives to meet the Central Board 
pf Revenue in conference for an hour and then proceed 
or an interview with the Finance Minister. The re¬ 
presentatives of other associations were also invited 
imultaneously. With so many points of view to pre- 
ent, there was little time for a considered discussion, 
’he members of the Central Board of Revenue were 
ourteous and kind but their mind was fully committed 
o the amendment due for debate in the House in the 
ourse of the next day or two. As mentioned in Para. 
4-3 above, the members of the Central Board of 
evenue disclaimed all knowledge of the working of 
orward markets ; they were also singularly uncon- 
erned about the practical implications of the measure 
proposed. They hinted vaguely at large losses of 
evenue ; but they were unaware of or unwilling to dis- 
lose the number of assessees involved and the period 
a which such losses related—whether the reference was 
3 a recent year or to the war and post-war years, and 
/hether it covered a single year or a series of years, 
’he members of the Central Board of Revenue were 
Iso unable or unwilling to explain how, if the revenue 
3 st through fictitious losses could be estimated, the 
3 sses themselves could remain undetected and the 
ffenders not punished for fraud under the sweeping 
owers vested in the Department, if the administration 
/as at all vigilant, deficient and honest in the discharge 
f its functions. The main reliance of the Central 
ioard of Revenue remained on the recommendation 
lleged to have been made by the Income-tax Investiga- 
ion Commission. That the vital complementary part 
f the recommendation had been omitted only came to 
ight subsequent to the interview with the Finance 
linister. Torn between the exacting demands of a 
louse in session on the one hand and of high pressure 
udget work on the other, the Finance Minister was 
enerous enough to forego some of his lunch time to 
arry on the discussions with the representatives of 
rade and commerce on the complicated issues arising 
ut of the amendment to Section 24(1). In spite of the 
ush, he was able to appreciate at least some of the 
ardships which were later sought to be remedied by 
dding a few hastily worded exemption clauses to the 
lain amendment. For the rest, he felt that in the 
rief time at his disposal he would have to be guided 
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by the expert advice of the Central Board of Revenue, 
whose members were however candid enough not to 
pretend to any knowledge of forward trading. At the 
same time, the Central Board of Revenue was not even 
prepared to take out the amendment from the Finance 
Bill and introduce it as an additional clause in the 
Indian Income-tax Bill, 1952, then pending before the 
House so that the data and recommendation on which 
the amendment was purported to be based could be 
substantiated and verified and the complex and com¬ 
plicated issues arising therefrom thrashed out in the 
normal fashion with Government and, if necessary, 
before a Select Committee. Instead of agreeing to this 
simple suggestion from which there was everything to 
be gained and nothing to be lost, the amendment was 
put up before the House a day or two later and subse¬ 
quently carried through with a few modifications. A 
reasonable opportunity of enlightening the authorities 
and Parliament about the true nature and meaning of 
the proposed amendment and of a critical examination 
of the actual facts and possible alternatives, was thus 
studiously denied. The omission of the amendment 
from the appropriate 1952 Income-tax Amendment Bill, 
its sudden inclusion in the 1953 Finance Bill, the un¬ 
usual delay of over one month in granting a hearing to 
the representatives of trade and commerce, the single 
day left for discussion and elucidation of so controver¬ 
sial a measure before its consideration by Parliament 
then in session, the steadfast refusal of the Central 
Board of Revenue to extend the time for consideration 
or substantiate its data, the perversion of a recommen¬ 
dation confidentially made to Government by the Income- 
tax Investigation Commission, the misleading references 
to that alleged recommendation and the reliance thereon 
in preference to suggestions for awaiting the findings 
of the Taxation Enquiry Commission, the melodramatic 
haste with which the amendment was rushed through 
the House without even a vestige of urgency to justify 
that procedure: all these were of a piece with the 
amendment itself—unjust, unfair and inequitable, re¬ 
pugnant to recognised canons of taxation and callous 
to the harassment and hardship caused to bond fide 
trade and a large body of innocent assessees. 75 per 
cent, to 80 per cent, of the business on the Stock Ex¬ 
changes and other forward markets being allegedly 
speculative within the meaning of the amendment to 
Section 24(1) of the Act, 75 per cent, to 80 per cent, of 
the bond fide trade and the assessees interested or 
engaged in such trade are penalised for the misdeeds 
of a- handful of tax-dodgers in a manner without pre¬ 
cedent in income-tax law and practice in the past and 
without parallel in any other part of the world. This 
is a great wrong. It is submitted that the wrong must 
be righted by rescinding the amendments made in 
Section 24(1) of the Income-tax Act by Section 3(d) of 
the Finance Act, 1953. 

Question No. 75.—Do the provisions relating to the pay¬ 
ment of advance tax under section 18A of the 
Income-tax Act need any modification ? 

75 1. Advance Payment of Tax Should be Abolish¬ 
ed .—Section 18A was introduced during the war as 
an anti-inflationary measure. It has outlived its pur¬ 
pose and should be repealed. The continuance of the 
Section in present day conditions causes considerable 
hardship, particularly when the business is of a fluc¬ 
tuating nature as of a broker assessee. Large losses are 
liable to be incurred unexpectedly involving equally 
large and unexpected demands on capital resources. 
When profits have been earned in the earlier period, the 
tax has to be paid in advance if the penalties are to 
be avoided. Subsequently when the profits are wiped 
out by reason of losses sustained in the normal course 
of business, the amount paid as tax in advance becomes 
blocked and is not available to the assessee though he 
is sorelv in need of funds. In the current restrictive 
conditions when credit is difficult and costly to obtain, 
the assessee is obliged to seek financial accommodation 
while his own capital is locked up to no purpose. The 
hardship inflicted is obvious. The hardship is accen¬ 
tuated because the Department having secured payment 
of the tax in advance is not inclined to complete the 
assessments which are kept pending for a long time. 
The heavy arrears in respect of assessments are a 
measure of the burden thus wrongfully imposed on 
assessees. Though revenue is being collected expedi¬ 
tiously, there is no doubt that the assessees are being 
subjected to intolerable harassment and delays and their 
patience and resources are tried almost beyond the 
point of endurance. Section 18A should therefore be 
repealed. 

75. 2. Simple Provision More Suitable .—Instead of 
Section 18A, a simple provision should be substituted 
requiring assessees to pay tax, within three months of 
the date of submission of their income-tax returns, on 
the basis of the income as computed by them, subject to 
adjustment when the assessments are finally completed. 
This will ensure timely realisation of revenue and at the 
same time a source of crying injustice and dissatisfaction 
will be removed. The assessees will not suffer the 
present hardships which have become almost unbear¬ 
able and the Department will be more alive to its 
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responsibilities and to the duty it owes to assessees in 
the matter of quick and expeditious completion of assess¬ 
ments which are now kept pending for years. 

Question No. 78.—It has been suggested that the Appel¬ 
late Tribunal should have powers to enhance assess¬ 
ments in the same manner as Appellate Assistant 
Commissioners have. What is your opinion ? 

78. 1. — Appellate Tribunal Should have No Power to 
Enhance Assessments. —The Appellate Assistant Com¬ 
missioner is seized of the power to enhance assessments 
on appeal on the most unsatisfactory ground that an 
Income-tax Officer cannot appeal against his own order. 
Even this unconvincing argument cannot be advanced 
where the Appellate Tribunal is concerned, as both, the 
assessee as well as the Department, are free to prefer 
an appeal if they so desire. The Appellate Tribunal 
has appellate and judicial functions to perform and it 
should therefore have no power to enhance assessments. 
In fact, by the same token, Appellate Assistant Commis¬ 
sioners should also have no power to vary in favour 
of the Department an order under appeal because the 
Commissioner of Income-tax possesses wide powers of 
revision which can always be invoked when an improper 
revision which can always be invoked when an improper 
Question No. 79.—Do you recommend that an element 

of progression should be introduced in the corpora¬ 
tion tax ? 

79. 1. Hybrid Character of Company Super-tax or 
Corporation Tax. —The dual appellation of Company 
super-tax, alternatively called corporation tax, is an 
index of its hybrid character. It is generally regarded 
as being in the nature of income-tax ; others contend 
that it is a tax levied on corporations as such, although 
calculated by reference to income. There are inconsis¬ 
tencies in the present position on either view. 

79. 2. Characteristics of a Corporation Tax .—Com¬ 
panies are separate legal entities enjoying certain 
unique privileges such as limited liability and perpetual 
existence irrespective of the changes in the ownership 
of their shares. It is claimed' that the corporation tax 
is a payment for these privileges. If that be so, the 
tax should not be levied on the profits of the Company 
because, as the Income-tax Enquiry Committee (1924-25) 
acknowledges,— 

“ Small companies derive relatively as much 
advantage as large ones from the privilege of in¬ 
corporation.”* 

Further, even if the tax be so levied, the Income-tax 
Enquiry Report (1936) admits that— 

“ It should be allowed as a deduction in com¬ 
puting the profits of a company for income-tax 
purposes, as was the case with the United Kingdom 
Corporation Profits Tax.”** 

No such deduction is, however, allowed. Even the 
historical development of the tax lends no support to 
the view that it is a tax levied on the special privileges 
of incorporation. This notwithstanding, the tax conti¬ 
nues to be in force as if Companies were separate 
objects of taxation with a separate taxable capacity of 
their own, 

79. 3.—Characteristics of Super-tax. —The view more 
generally put forward is that the super-tax on com¬ 
panies is not based on any special ability but is essen¬ 
tially in the nature of an income-tax. In fact, the 
charging Section 55 of the Income-tax Act describes 
it as “ an additional duty of income-tax ”. If this fact 
is recognised, it becomes clear that the tax must be 
levied with reference to its incidence on the share¬ 
holders who are the ultimate owners and recipients of 
the corporate income. As the personal income of indi¬ 
vidual shareholder attracts tax at varying rates, it 
follows that there should be a provision for refund of 
super-tax if the personal rate of a shareholder is lower 
than the Company income-tax and super-tax rates 
combined and that there should be a tax credit when 
the personal rate is higher. However, as is well known, 
no such refund or credit is allowed to assessees in res¬ 
pect of the super-tax paid by companies of which they 
are the shareholders. 

79. 4. Inequities of the Present System of Company 
Taxation. —The present system of taxation falls between 
two stools and the shareholder assessees have the worst 
of both worlds. On the one hand, the company super¬ 
tax is not allowed as a business deduction, as a cor¬ 
poration tax should be ; on the other hand, though 
based on profits, there is no provision for refund or 
credit of the super-tax actually paid. In fact, the 
inequity goes deeper. The entire system of deducting 
income-tax at source and charging super-tax or corpora¬ 
tion tax represents an attempt at taxing undistributed 
corporation profits on some rough and ready basis. In 
the process, two serious anomalies arise: 

(a) First, such undistributed profits are charged to 
income-tax at the maximum rate and to 


* Report of the Income-tax Enquiry Committee, 
1924-25, Ch. IX, Para. 251. 

** Income-tax Enquiry Report, 1936, Ch. II, Sec. 3, 

p. 18. 


super-tax or corporation tax at a fiat rate, 
irrespective of the personal rates applicable 
to the shareholders to whom the profits really 
belong and irrespective of whether such 
shareholders are at all liable to pay any 
super-tax or even income-tax. 

( b) Secondly, in respect of the distributed corporate 
profits, shareholders who are not assessed to 
super-tax or even income-tax because of 
their small personal incomes are nevertheless 
subject to a special super-tax on their divi¬ 
dend income and those within the super-tax 
brackets become liable to pay a double super¬ 
tax. 

The general incidence of income-tax and super-tax are 
thus basically affected. A relatively poor assessee, 
deriving a part or the whole of his income from com¬ 
pany dividends, has to pay as high an income-tax (at 
the maximum rate) and super-tax on the undistributed 
profits and as high a super-tax on the profits distributed 
as dividend in respect of a company of which he is 
a shareholder as has to be paid by another shareholder 
who may be the wealthiest of assessees, though he 
would neither have to pay super-tax nor even income- 
tax were his income otherwise derived. Nothing could 
be more burdensome or inequitable. These defects taint 
the case of all shareholder assessees and the burden 
becomes heavier and the inequity more pronounced as 
the proportion of dividend income to the total income 
increases. Fair progression of the tax is destroyed, 
and instead of the tax varying with the amount of the 
income earned, it varies according to the ratio of the 
assessee's dividend income to his total income. The 
company income-tax and super-tax therefore operate in 
flagrant breach of the canons of equity and ability to 
pay. The effects of this system go much further. As 
Dalton points out— 

” It discriminates against a particular class of 
property owners, namely the ordinary shareholders 
in joint stock companies, as compared with all 
other classes, including debenture holders and the 
holders of war loan and other gilt-edged securities. 
It is, therefore, in effect, a tax on risk-bearing and 
tends to divert the flow of capital from risky to 
comparatively safe investments. But, in view of 
the need that risks should be taken and the reluct¬ 
ance of many investors to take them, this is a 
harmful diversion.”* 

79. 5. Company Super-tax—Not Graduation But 
Abolition.—It has been shown that the corporation tax 
or company super-tax, by whatever name called, offends 
against well-recognised principles of equity and ability 
even in its present form. Graduation of the tax would 
worsen the position. There is no justification for com¬ 
panies with small profits paying less than those with 
large profits. As the Income-tax Enquiry Committee 
(1924-25) observes— 

“The amount of profit made by a company bears 
no necessary relation to the wealth or poverty of 
its shareholders.”** 

Rich assessees are as likely to hold shares in Corpora¬ 
tions making small profits as assessees not so well off are 
likelv to hold shares in Corporations making large gains. 
It is ‘an obvious fallacy to equate the size of a company’s 
income with the size of the incomes of its individual 
shareholders, and fundamentally, graduation of com¬ 
pany super-tax proceeds on no other assumption. If 
the proposal were accepted, the existing maldistribution 
of the tax burden would be incalculably increased. The 
Income-tax Investigation Commission therefore reaches 
the following conclusion: 

“ Public companies generally attract a large 
number of middle class shareholders and many of 
them would be seriously prejudiced if the com¬ 
panies are subjected to super-tax at a progressively 
increasing rate. If such super-tax is levied, it 1 will 
not be fair to exclude the application of Section 49-B 
in such cases.”t 

Herein is a tacit admission of the inequity that now 
obtains and of the discrimination practised against joint 
stock enterprise on which so much of the progress and 
advancement ol' the country’s under-developed economy 
ultimately depends. The arguments against graduation 
of economy super-tax are, basically, nothing more and 
nothing less than arguments against the entire system 
of company taxation itself. It follows that at least the 
company super-tax or corporation tax should be abo¬ 
lished. If that is not feasible, in any event the follow¬ 
ing provisions should be made ; namely— 

(a) Shareholders should be entitled to claim credit 
or refund in respect of income-tax as well 

* Dalton, Principles of Public Finance, Ch. X, 
Para 11, pp. 99-100. 

** Report of the Income-tax Enquiry Committee, 
1924-25, Ch. IX, Para. 251. 

t Report O' the Income-tax Investigation Commis¬ 
sion, 1949, Pait I, Para. 84. 
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as super-tax deducted at source on dividends 
received by them ; and 

(b) The amount of income-tax and super-tax paid 
by Companies on their undistributed profits 
should be allowed to be deducted as a busi¬ 
ness expense when determining the incomes 
of the companies chargeable to tax. 

Question No. 81— There is a demand for the exemption 
of inter-corporate dividends from corporation tax. 
Do you consider this justified and, if so, why ? 

81. 1. Inter-corporate Dividends Should be Exempt 
from Corporation Tax.— It has been suggested in the 
answer to Question No. 79 above that all shareholders 
should be entitled to claim credit or refund of com¬ 
pany income-tax and super-tax on the dividends receiv¬ 
ed by them. It follows that the reason is all the greater 
for exempting inter-corporate dividends from corpora¬ 
tion tax. A company pays super-tax on its own profits, 
and if such profits are composed of dividends of other 
companies which have already borne corporation tax, 
there is double taxation unless the dividend income is 
exempted in the hands of the receiving company. 

Question No. 84.—Do you think, in view of the fact 
that profits distributed by a company are subjected 
to corporation tax, it is appropriate that they should 
also be charged to iuper-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

84. 1. Corporation Tax and Double Taxation. —The 
point has been dealt with in the answer to Question 
No. 79 above. Corporation tax invariably imposes an 
extra tax on the assessee irrespective of whether 
he is in the super-tax bracket or otherwise. 

Question No. 85.—Would you consider that industrial, 
commercial and similar other enterprises under¬ 
taken by the Centre, the States and Local Bodies 
should be required to contribute, from their earn¬ 
ings in the way of income-tax or in other ways, to 
general revenues ? 

85. 1. Public Undertakings Should be Subject to 
Same Taxes as Private Enterprise. —As explained in the 
answer to Question No. 10 in Part I of the Question¬ 
naire, industrial, commercial and similar other enter¬ 
prises undertaken by the Centre, the States and local 
Bodies should be subject to all the taxes, including 
income-tax, which are levied on private enterprise. 
Otherwise, private enterprise will be discriminated 
against and will find itself at a disadvantage as its 
competitive capacity will be artificially reduced. 
Uniform taxation will ensure conditions of fair com¬ 
petition. The payment of tax by enterprises managed 
by public authorities will not make any difference to 
the tax payers, for the tax paid will be more or less 
a transfer from one pocket to another. One important 
point, however, will have been gained. It will prevent 
concealed subsidisation by the Central Government of 
enterprises managed by public authorities and pro¬ 
vide a ready check on the relative efficiency of private 
and public undertakings engaged in the same business 
or in similar activities. 

Question No. 91.—Do you think that, in order to mini¬ 
mise evasion and avoidance of tax, there is a case 
for conferring larger powers on income-tax autho¬ 
rities ? If so, what further powers should be given 
to them ? In particular, should powers to search 
premises and seize documents and books of 
accounts be given to Income-tax authorities? If 
so, what is the lowest grade of officer on whom you 
would confer these powers ? 

91. 1. Present powers of Income-tax Officers 
Adequate. —The Income-tax Officers are seized of sweep¬ 
ing powers at present and these powers are more than 
adequate to minimise evasion and check tax avoidance. 
There is no occasion for conferring larger powers of 
the nature described as they will only prove to be addi¬ 
tional instruments in the hands of the Department for 
harassing innocent assessees. The better method would 
be to exercise greater supervision, improve the general 
efficiency and weed out graft and corruption which are 
said to be rampant in one form or another. 

Question No. 97.—What Concrete measures should be 
taken to improve the relations of the Income-tax 
Department with assessees, especially in regard 
to — 

(i) provision of free advice to small assessees on 

the following points : 

(a) maintenance of accounts in a form acceptable 

to the Income-tax Department; and 

(b) matters such as filling returns of income, 

claiming refunds, facilities for tax pay¬ 
ment, expeditious disposal of assessments, 
etc.; 

(ii) provision of information on various matters 

relating to assessment proceedings, such as 
disposal of refund applications, adjournment 
applications, examination of records, etc.; 


(iii) arrangement of work so as to obviate the 

necessity of assessees or their representatives 
having to wait in Income-tax Offices for un¬ 
duly long periods; and 

(iv) securing of the largest measure of agreement 

on facts between the assessee and , the 
department at Income-tax Officer level ? 

97. 1. General Complaints regarding Income-tax 
Administration. —The general complaints regarding in¬ 
come-tax administration are almost of a chronic cha¬ 
racter. The assessees are subject to trouble and harass¬ 
ment varying from pin-pricks and minor discourtesies 
to harsh and vindictive treatment. The point has been 
dealt with in answer to Question No. 15 in Part I of 
the Questionnaire. It is a matter of the tone and tem¬ 
per of the administration and the environment which 
it creates, the cumulative effect of which gives rise to 
the present acute dissatisfaction. 

97. 2. Slackness and Inefficiency. —It is a matter of 
common observation that slackness, inefficiency and 
dilatoriness prevail in the Department. Letters remain 
unanswered, reminders are ignored and even acknow¬ 
ledgments are not forthcoming. The Income-tax 
Enquiry Report, 1936, observes: 

“ The fairly general complaint that the Income- 
tax Officers do not show enough consideration for 
the convenience of the assessee is certainly not 
without foundation. For instance, notices are 
issued for the attendance of a number of assessees 
on the same day and at the same time, and we have 
seen a group of them waiting with indifferent 
accommodation when the office opened to the public, 
and many of them still waiting when the office 
closed for the day. We have also seen cases in 
which, apparently without reasonable cause, 
assessees were given only 24 hours’ notice to attend 
at the Income-tax Office to produce evidence, and 
others in which books were called for and retained 
for some days pending their examination.”* 

The position has improved a little but in the main the 
grievances remain. There is frequent failure to keep 
appointments given to assessees, involving gross waste 
of time. It is not unusual to be told that papers are 
missing or that files cannot be located. The filing 
system is ante-diluvian and so is the entire system of 
office organisation. The proper allocation of work, a 
check to ensure the maximum output with a minimum 
of waste, a clear chain of responsibility and the stream¬ 
lined efficiency characteristic of a modern establishment 
are conspicuous by their absence. The floors are 
cluttered up with papers and files, red tape and dead 
lumber choke up efficiency and an assessee making 
inquiries or requiring assistance is pushed from pillar 
to post. The Income-tax Investigation Commission 
therefore endorses what a writer on “ Public Finance ” 
has observed that— 

“ Bureaucratic indifference of the tax adminis¬ 
tration is the most common cause of inconvenience 
to the tax-payer.”** 

97. 3. Troublesome Requisitions. —The Department 
is reported to be pernickety and exacting in its requisi¬ 
tions. The time, labour and inconvenience involved 
appear to be of little consequence. There is an insist¬ 
ence on assessees preparing and furnishing lengthy 
statements entailing clerical expense and waste of time 
even when the information is available in the account 
books submitted for inspection. Brokers are now and 
again compelled to produce numerous books of accounts 
or furnish long lists or elaborate statements when the 
assessments of their constituents are under considera¬ 
tion, even in matters where the statements issued by 
the brokers to their constituents contain the required 
information and could easily suffice. On occasions, 
books and records relating to assessments completed 
many years ago are called for and the inability of the 
assessee to produce them is held against him irrespec¬ 
tive of the bonafides of the case. Such vexatious 
requisitions are a source of discontent and dissatisfaction 
with the working of the Department. 

97. 4. Delay in Income-tax Refunds. —The delay in 
dealing with claims for refund has been a matter of 
perpetual complaint. It has been the subject of adverse 
comment in the Report of the Income-tax Enquiry 
Committee, 1936, which states that— 

“ The general attitude of officers of the Depart¬ 
ment to refund claims leave much to be desired.”t 

The Income-tax Investigation Commission devotes ten 
pages of its Report to this vexed question and expresses 
its dissatisfaction that— 

“ As the Inspecting Assistant Commissioners also 
do not seem to attach much importance to this part 

* Income-tax Enquiry Report, 1936, Ch. XIV, 
Section 4. 

** Report of the Income-tax Investigation Commis¬ 
sion, 1949, Part I, Sec. II, Para. 19. 

t Report of the Income-tax Enquiry Committee, 
1936, Ch. XIV, Section 10. Para. (a). 

49 a 
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of the work of Income-tax Officers, the arrears go 
on mounting much to the inconvenience of small 
assessees or persons having non-taxable income.”* 

The hardship inflicted on wealthy assessees is no less 
great when the refund due to them from one Income- 
tax Circle in respect of E. P. T. or E. P. T. deposit or 
B. P. T. is not adjusted against the demand made on 
them by another Income-tax Circle which completes 
their ordinary assessment. It also sometimes happens 
that even after the assessment is completed the refund 
order is held back for months in spite of repeated re¬ 
minders. The injustice and hardship resulting from 
such delays to assessees entitled to considerable relief 
are clearly of a serious nature. With some planning 
and supervision, it should be possible to expedite the 
work. so that the refund applications are disposed of 
within' a month or so and the recommendations of the 
Income-tax Investigation Commission in this behalf 
deserve to be implemented with greater force and 
vigour. 

97. 5. Lack of Consideration for Assessees. —There is 
a general lack of consideration for assessees on the 
part of the Department and at times they are treated 
more as criminals than as taxpayers. Referring to 
these complaints, the Income-tax Investigation Commis¬ 
sion quotes** with approval the recommendation made 
by the Royal Commission appointed in the U.K. in 
1920 that care must be taken not to harass or irritate 
the general run of tax-payers merely because it is neces¬ 
sary to deal severely with the tax-dodger. The Depart¬ 
ment however continues to be as “wooden, ill-managed, 
unimaginative and unjust ” as before. It distrusts 
assessees and regards them with a suspicious eye as if 
they were professional tax-dodgers. It doubts the books 
that are produced, rejects accounts on the flimsiest 
grounds and calls for records a dozen years old. It 
arbitrarily assesses fantastic gross profits, refuses ex¬ 
penses as excessive or unnecessary and disallows bad 
and doubtful debts as not accrued or not proved much 
as it takes its whim and fancy. It either enters into 
heavy assessments or otherwise delays assessments till 
they are about to be time-barred and then completes 
them on some arbitrary basis one on the top of the 
other. It then proceeds to charge penalties, demands 
immediate payment of accumulated dues irrespective of 
the position of the assessee or the finances of his busi¬ 
ness, refuses to extend the time for payment pending 
disposal of appeals and issues notices of attachment 
and payment of taxes in advance. The Income-tax In¬ 
vestigation Commission records these complaints as 
under: 

“ The Income-tax Officer and the system of which 
he is the product are held, in these replies, responsi¬ 
ble for driving the tax-payer first to non-coopera¬ 
tion, then to hostility and thirdly to evasion. In¬ 
civility, incompetence, extortion and lethargy are 
the accusations made against the Income-tax Officer 

. Even after making due allowance for 

exaggeration of language, it is evident from the 
replies that a strong feeling of distrust and discon¬ 
tent exists in the public mind against the adminis¬ 
tration of income-tax in this country.”f 

The Commission’s own findings tend to support the fore¬ 
going complains. Referring to the Income-tax Officer, 
the Commission says— 

He is judged efficient not by the knowledge he 
shows or the manner in which he deals with the 
assessees, but the increase he makes in the demand 
of tax. His approach to assessment is thus not of 
a fair judge but of a partisan collector of revenue 
.... We would suggest that the Income-tax 
Officer should be judged not on the number of 
heavy assessments he makes but in the number of 
unsuccessful appeals against his assessments ; in the 
knowledge and understanding he shows and not on 
the pitch to which he raises his assessments ; on 
the speed of his collections and not on the size of 
his paper demands ."% 

However, old habits die hard, and the Commission’s 
recommendation notwithstanding, the position is un¬ 
changed. 

97. 6. Conclusion. —There is little doubt that in the 
matter of income-tax administration much can be 
accomplished by softening the rigours and inequities of 
the present position. The largest single contribution in 
this direction would be in a change of the relationship 
that now subsists between the Department and the 
assessees. If the Income-tax Officers were not to behave 
as inquisitors but as public servants charged with the 
duty of helping the tax-paying public, and if the assessees 

* Report of the Income-tax Investigation Commis¬ 
sion, 1949, Part I, Para. 279. 

** See Report of the Income-tax Investigation Com¬ 
mission, 1949, Part I, Sec. II, Para 19. 

t Report of the Income-tax Investigation Commission, 
1949, Part I, Para. 357. 

f Report of the Income-tax Investigation Commission, 
Part I, Para. 445. 


were to regard taxes not as a symbol of tyranny but as 
a measure of their obligation in the cooperative task of 
living together (which they would be more inclined to 
do if the taxes imposed were reasonable, fair and equit¬ 
able), there would soon be an end to the countless com¬ 
plaints that embitter the situation today. While the 
necessity of educating the assessees into this view can¬ 
not be denied, the conclusion cannot be escaped that 
income-tax administrators as a smaller and more spe¬ 
cialised class clothed with many responsibilities and 
armed with large powers should not stand in need oi 
such education. That is at the root of much of the 
current discontent. Given the right approach, as the 
Income-tax Investigation Commission recognises,— 

“The Income-tax Officer instead of being dreaded 
and shunned as at present would then come to be 
looked upon as a friend and a guide. If the Depart¬ 
ment would wish to see assessees in India come up 
to the level of assessees in England in the matter 
of honesty and straight dealing, the Department amc 
its officers must also in their turn adopt the helpful 
sympathetic and just attitude which appears to be 
such a striking feature of the Income-tax Adminis¬ 
tration in England.”* 

Question No. 98.—What changes would you suggest it 
the existing arrangements relating to: 

(i) issue of notices ; 

(ii) simplification and filing of returns ; 

(Hi) levy of penalties ; 

(iv) recovery of tax; and 

(v) appellate procedure and machinery, particular1% 

with reference to administrative control ove> 
Appellate Assistant Commissioners? 

98. 1 . Penalties. —Penalties should not be levied foi 
technical offences, nor should they be imposed with s 
view to augmenting the revenue. If the deterrent 
object underlying a penalty is to be served, the punish¬ 
ment must vary with the nature and magnitude; of the 
offence. The Department however tends to inflict severe 
penalties as a matter of course even when the defects 
on omissions are not mala fide and there is no intention 
or attempt on the part of the assessee to suppress 01 
conceal the real income or cheat the revenue of its dues 
Penalties imposed harshly or without occasion or justi¬ 
fication exacerbate good relations and leave a trail of 
mutual antagonism. The current tendency is markedly 
in this direction and it should be curbed. 

98. 2. Recovery of Tax. —Tax liabilities are fre¬ 
quently very heavy. This is particularly so when pend¬ 
ing assessments are rapidly completed one after another 
It is not suggested that payment of tax liability that is 
due should be indefinitely delayed. But when such 
demands are made all of a sudden and all together, the 
assessee finds it extremely difficult to pay them off al 
one stroke. All the money required is not held by hirr 
in cash and he has to make arrangements for securing 
the necessary liquid funds. That takes time. Aftei 
all it is not the fault of the assessee that assessments 
are not completed regularly and the depressed conditions 
and the current stringency in the money maket add tc 
his difficulties. Therefore, the assessee shuld be grantee 
reasonable time within which to pay the tax by suitable 
instalments as was the practice in the past. These 
facilities have been drastically curtailed exactly at 1 
time when they are needed most. It is true that the 
Income-tax Officers have the power to distribute the 
payment of the tax liability over a period of time. Un¬ 
fortunately, they decline to make even a conservative 
use of their discretionary authority and the assessee is 
not allowed a reasonable time within which he maj 
have an opportunity of making arrangements for paying 
off his tax dues. It is clearly necessary that much more 
liberal consideration should be shown in this matter 
than is now accorded. 

98. 3. Delay in Disposal of Appeals. —An assessee is 
generally helpless before the Income-tax Officer whe 
assesses his liability to tax. The powers vested in the 
Income-tax Officer are so sweeping as to verge on the 
arbitrary and not unoften they are arbitrarily used. 
The remedy of the assessee lies in preferring an appeal. 
The appeal is an instrument for obtaining redress and 
it is but proper that the decision should be given at an 
early date. Whether an assessee files- an appeal or not. 
the amount for which he is held liable in the first in¬ 
stance has to be promptly paid, and if the judgment is 
delayed, the hardship suffered by the assessee is obvious. 
Sometimes when the appeals remain pending for long, 
on occasions for as long as two or three years, the 
assessee is driven into a desperate position. He is sub¬ 
jected to further hardship because in the period thal 
intervenes before the appeal is at long last decided 
the assessments for the years subsequent to the one in 
appeal are completed one after another on exactly the 
same grounds as ihe ones objected to in the assessmenl 
under appeal. In addition, advance payments of tax are 


* Report of the Income-tax Investigation Commission 
1949, Part I, Para. 281. 
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also determined on the same basis. In each case, the 
amount of income-tax demanded has to be paid straight¬ 
away and the assessee is at times faced with a crisis in 
his affairs. Often decisions in appeal reduce the 
assessed tax liability and a refund is allowed. But that 
is poor consolation to an assessee who may conceivably 
have to borrow money, sell his investments and mort¬ 
gage his assets for payment of taxes that are not really 
due. Therefore, it is essential that a reasonable time 
limit should be prescribed for disposal of appeals. It 
should be further provided that where an appeal is 
entered only the agreed tax should be paid by the 
assessee, the balance amount being paid, with interest if 
necessary, as and when the appeal is decided against him. 

98. 4. Appellate Procedure. —As pointed out above, 
the hearing of appeals is often long delayed and some¬ 
times years pass before an appellate decision is reached. 

In the meanwhile, other assessments continue to take 
place. The point at issue in appeal may be peculiar 
to a particular assessee or a particular assessment; on 
the other hand, it may be of wider interest or common 
to a number of other assessments. In either case, there 
is hardship and inequity unless the appeals are expedi¬ 
tiously disposed of. Where, however, the question in 
appeal affects a trade as a whole or a large number of 
assessees, it is necessary to devise some machinery 
whereby the final decisions of the appellate authorities 
may be rapidly obtained. At present, in such cases, 
small assessees forfeit their rights as they have neither 
the inclination nor the means to go in appeal. The 
wealthier assessees also suffer and the appellate work is 
unnecessarily multiplied by reason of the same issues 
being agitated in a number of appeals. The resulting 
costs and harassment would be much reduced and the 
ends of justice would be met if in such cases some 
simple procedure were made effective for speeding up 
or over-riding the intermediate stages in order that the 
final verdict may not be unduly delayed. 

98. 5. Administrative Control over Appellate Assistant 
Commissioners. —It is a well recognised principle that 
the executive and the judiciary should be, in so far as 
is possible, distinct and apart. However, Appellate 
Assistant Commissioners, who perform exclusively 
judicial functions, are at present under the control of the 
Central Board of Revenue which is the chief executive 
authority in matters of revenue and to whom the 
Appellate Assistant Commissioners must look for pre¬ 
ferment and promotion in their official career. It is 
therefore a standing complaint that the Appellate 
Assistant Commissioners are unable to bring to bear an 
independent judgment in the appeals before them and 
that they are apt to be influenced more by revenue con¬ 
siderations than by the merits of the case argued before 
them. On this point, the Income-tax Investigation Com¬ 
mission observes that— 

“ On the principle that not only should justice be 
done but that it should appear to be done and 
should inspire confidence in the persons concerned, 
we think that the present system requires attention. 
We think that the present system begun in 1939 
should be carried forward and Appellate Assistant 
Commissioners should be removed from the control 
of the Commissioners and the Central Board of 
Revenue and placed under the Appellate Tribunal.”* 

This recommendation should be implemented and ap¬ 
pointments of Appellate Assistant Commissioners should 
be made by the Ministry of Law on the advice of the 
President of the Appellate Tribunal. Such a change 
over will give a feeling of security to assessees and infuse 
greater confidence in the impartiality of the orders 
passed in appeal. 

Question No. 99. —(a) Do you think that undue delay 
occurs at present in the course of assessment pro¬ 
ceedings ? If so, what do you attribute this to and 
what are your suggestions for remedying this? 

(b) In order that delays of the kind mentioned 
above do not appreciably affect collection of a sub¬ 
stantial portion of the tax due, should any special 
concessions be provided to assessees to induce them 
to make advance payment of tax ? 

99. 1. Undue Delay in Assessment. —It is a matter 
of common experience that undue delay occurs at pre¬ 
sent in taking up assessments and in completing them. 
The delay is conspicuous when assessments do not hold 
out possibilities of a substantial tax demand or when 
they are likely to end in refund of tax collected at 
source or paid in advance. To quote the Income-tax 
Investigation Commission again, this is because the 
Income-tax Officer— 

“ is judged efficient not by the knowledge he 
shows or the manner in which he deals with the 
assessees, but the increase he makes in the demand 
of tax.”** 

* Report of the Income-tax Investigation Commis¬ 
sion, 1949, Part I, Para. 319. 

** Report of the Income-tax Investigation Commis¬ 
sion, 1949, Part I, Para. 445. 


When the Income-tax Officer feels about an assessment 
that little can be demanded by way of tax or that refund 
will have to be granted, he postpones consideration, 
hoping that a transfer early or late will enable him to 
pass on the unprofitable task to his successor in office. 
The transfer of Income-tax Officers at short notice when 
they are in the middle of part-heard assessments also 
contributes to delay as the procedure has to be gone 
through de novo before the new incumbent. It would 
be of some advantage if the Income-tax Officers were 
transferred after adequate notice and required to com¬ 
plete the pending assessments as far as possible before 
handing over charge to their successors. This would 
obviate to some extent the duplication and waste inher¬ 
ent in the present procedure. However, the most 
potent cause of delay lies in the system of advance 
payment of tax under Section 18-A. Once the tax is 
collected in advance and credited to the revenue, the 
incentive to take up assessments for consideration and 
complete them with speed and dispatch is greatly 
weakened. The assessee is left dangling at the end of 
the rope and his difficulties and anxieties are a matter 
of little consequence to the Department which sits tight 
on what it has. The situation can be set right only if 
the present system of payment of tax in advance is 
abolished. Instead, as suggested in the answer to 
Question No. 75 above, it would be feasible and desirable 
to adopt the simpler system of requiring an assessee to 
pay tax within three months of the submission of his 
return on the basis of the income computed by him as 
having accrued. This will relieve the tax-payer of his 
liability to pay taxes not ultimately due and of waiting 
endlessly for the refunds. At the same time, it will 
secure payment of the tax before the assessment is 
completed and compel the Department to proceed with 
the assessments without the present vexatious delays. 

Question No. 100. — What, in your opinion, would be the 

circumstances which would justify the levy of 

Excess Profits Tax or special business taxes ? 

100. 1. Excess Profits Tax Appropriate to War Condi¬ 
tions Only. —The Excess Profits Tax is an abnormal 
tax and can only be imposed in abnormal war times 
when extraordinary circumstances come into existence. 
In such a great national emergency as that of war, 
normal civilian production and consumption are drasti¬ 
cally curtailed, essential resources are commandeered 
by the State and the productive machinery and econo¬ 
mic system are geared to the task of supplying the 
needs of the country arising out of war conditions. At 
such times, the import and export trade is disrupted, 
normal channels of supply are frequently cut off, arti¬ 
ficial scarcities arise and artificial war-time demand is 
created. While some businesses become difficult to 
carry on and some have to be closed down, others yield 
fabulous profits from war orders. These abnormally 
large profits accruing in such extraordinary circum¬ 
stances are in the nature of windfall gains. On the 
other hand, the State also becomes the largest single 
spending agent. It incurs vast expenditure on defence 
and war services and supplies, and unless that huge 
outlay is mopped up by savings or taxation, there is 
the ever present danger of a runaway inflation in the 
context of the prevailing scarcities. An Excess Profits 
Tax then gains ground both in equity and economic 
necessity. On the simple principle that no one can 
exploit the needs of a community when its existence is 
at a stake and make a profit out of it, equity justifies 
a tax on the windfall gains in the form of an Excess 
Profits Tax. At the same time, such a tax produces 
a substantial amount of revenue to cover the cost of 
the defence effort and acts as a damper on inflation. 
It is for these reasons that the Excess Profits Tax is 
employed as a recognised method of taxation in times 
of war. 

100. 2. Excess Profits Tax Not a Peace-Time Tax .— 
The Excess Profits Tax ceases to have any reasonable 
justification when the abnormal conditions of war give 
way to a peace-time economy. If retained thereafter, 
it becomes progressively more and more inequitable and 
burdensome. Arbitrary attempts at differentiating 
between legitimate high earnings from services render¬ 
ed on the one hand and so-called excess profits on the 
other hamper expansion of business activity and deve¬ 
lopment of new productive capacity. Base earnings 
defined either as average earnings of some specified pre¬ 
war period or representing a specified rate of return on 
invested capital lead to hardship as conditions continue 
to change from year to year till finally they bear little 
relation to the base or so-called normal period. Further, 
as the extraordinary effects of war on the economy wear 
out and the abnormal conditions return to normal, the 
element of windfall profits also ceases to exist. As such, 
the Excess Profits Tax does not tax excess profits but 
normal profits. In the one case, the tax is levied on 
some historical base which perpetuates every inequality 
existing in the base period and takes no account of 
subsequent changes. In the other case, the tax assumes 
an arbitrary fair return when in the nature of things 
such return varies from industry to industry and unit 
to unit depending on the degree of stability of earnings 
and the risks of capital appreciation or depreciation 
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affected by such technical factors as the original cost 
of assets, write-ups and write-downs, depreciation and 
other reserves, valuation of goodwill, trade-names and 
other intangibles, recapitalizations, mergers, reorgani¬ 
sations, etc. The straitjacket of a base period or a 
single measure of fair return damages initiative, effi¬ 
ciency and enterprise. It particularly hits newly 
formed, ambitious and rapidly growing companies which 
push ahead most aggressively in developing new pro¬ 
ducts and processes and are willing to risk capital in 
return for large earnings. It also leads to stagnation 
and encourages waste and extravagance because it 
singles out for heaviest burdens those very concerns 
which are the most efficient in holding down costs. 
When increments in profits above a certain level are 
taken away, there is a laxity in such matters as salary 
and wage increases, bonuses, surplus staff, costly re¬ 
pairs and other wasteful expenses in as much as it is 
the Government which foots the bill. These stimulate 
the inflationary forces which the tax is intended to 
suppress and the incentive for economy, efficiency and 
progress is seriously weakened. In these circumstances, 
sooner or later, and sooner rather than later, the Excess 
Profits Tax has to be abandoned. 

100. 3. Special Business Taxes. —Most of the reasons 
set out in para. 100.2 above, which make an Excess 
Profits Tax harmful and inequitable in peace-time con¬ 
ditions, apply with equal force to special business taxes 
in any other form. Income-tax, super-tax and corpora¬ 
tion tax already impose a heavy penalty on business 
enterprise. To add to them a special business tax would 
be to. drain off most of the operating earnings and leave 
little to plough back into business or to form the new 
capital needed for growth and development. The levy of 
such a tax would also be highly inequitable and work un¬ 
fairly on a very large proportion of the investing public, 
particularly the middle-class shareholders who have a 
stake in joint stock enterprise. Each individual must 
be taxed according to his income which broadly indi¬ 
cates his ability to pay. To single out the business 
group out of the whole community and to subject it 
to any special business tax, especially in a country like 
India where agricultural income is almost exempt from 
income-tax, would be to indulge in grossly unfair dis¬ 
crimination from any point of view. In practice also, 
it would be far from advisable to burden the economy 
with such special imposts. They would soon push 
taxation beyond the point of tolerance when every 
addition would put a large premium on inefficiency and 
stagnation and react more and more adversely in terms 
of enterprise, development, expansion and productivity, 
much to the detriment of the country as a whole. It 
follows that there are no grounds for imposing special 
business taxes. 

Special Note. 

Re. Exemption from Tax of Trade and Professional 
Associations and Other Non-profit Making Organisa¬ 
tions. —It may be pointed out that in the U.S.A. cham¬ 
bers of commerce, trade associations and other non¬ 
profit making organisations are exempt from tax. The 
test to be applied to such cases is that no benefit should 
enure to any private shareholder or individual. In 
India, the assessment of trade and professional associa¬ 
tions is on a special footing and is governed by Section 
10(6) of the Income-tax Act. Discussing the position 
arising therefrom, the Income-tax Investigation Com¬ 
mission observes as under: 

“ Sub-section (6) of section 10 of the Income-tax 
Act was inserted in 1939 on the recommendation 
of the Ayers Committee. Objection has been taken 
in one or two of the replies that in applying this 
provision, items of necessary expenditure are not 
allowed to be deducted. We understand that the 
practice is to allow expenditure to be deducted in 
the proportion which the taxable portion of the 
Association’s income bears to the non-taxable por¬ 
tion. If, in any case, this is not being done, the 
matter may be looked into. If, however, the claim 
is that the whole expenditure should be allowed as 
a deduction from the taxable income irrespective 
of a part of the income being non-taxable, we be¬ 
lieve that it will be difficult to reconcile the admis¬ 
sion of such a claim with the general scheme of 
the Act. Reliance has been placed on the analogy 
of the provision permitting co-operative societies to 
set off a deficit resulting from non-taxable activities 
against income subject to taxation. Such a provi¬ 
sion cannot be made applicable to all mutual asso¬ 
ciations. It will be for the Government to consider 
whether there is reason for extending the principle 
t0 J ar ?^ particular categories of mutual associations 
and if any such are found, special provision may 
be made for them.”* 

In spite of what the Commission has been given to 
understand, it is the experience of the Stock Exchange 
as an association that admissible expenses are arbitrari¬ 
ly disallowed and as a result heavy tax liabilities are 
impo sed on a semi -public non-p rofit making institution 

* Report of the Income-tax Investigation Commission, 

Part I, Para. 102. 


which have the effect of denuding its reserves and 
crippling its financial stability. The question, being 
sub judice at present in so far as the Exchange is 
concerned, cannot be pursued here in any detail. How¬ 
ever, as stated by the Income-tax Investigation Com¬ 
mission, the desirability of making a special provision 
for certain associations requires careful consideration 
and it is submitted that where an association is an 
association of individuals not formed with the object 
of making profits and/or distributing profits but with 
the object of regulating a trade or profession or for 
any other public purpose it should be completely exempt 
from tax. 

PART V—OTHER TAXES (Central and State). 
Question 162. — Under the Constitution .— 

(1) the Union is empowered to fix the rates oj 

stamp duties in respect of bills of exchange, 
cheques, promissory notes, bills of lading, 
letters of credit, policies of insurance, trans¬ 
fer of shares, debentures, proxies and re¬ 
ceipts, and 

(2) the States are empowered to fix the rates of all 

other stamp duties. 

As regards both (1) and (2), have you any sugges¬ 
tions to make for the levy of a stamp duty where 
it is not already levied, or for an increase or decrease 
of the present rates where a stamp duty already exists? 
Please give reasons for your suggestions. Are there 
any general principles which you would propose for 
adoption in regard to the fixation of rates of stamp 
duties? 

As regards (2), since the rates vary from State to 
State, what degree of uniformity do you consider desir¬ 
able and feasible, and how do you propose to achieve 
it? 

If possible, please estimate the net effect of your 
proposals on the revenues of States. 

162. 1. Nature of Stamp Duties. —Stamp duties are 
sometimes regarded as fees for services but the general 
view which treats them as taxes seems to be more cor¬ 
rect. These taxes suffer from serious defects. It is 
not possible to say in any particular case whether they 
have been rightly imposed. They cannot be graduated 
to conform to the capacity of the tax-payer, nor can their 
rates be determined on any principle other than that of 
not pitching them up beyond the point of diminishing 
returns. The Indian Taxation Enquiry Committee 
(1924-26) admits that— 

“ The system of levying duties on documents re¬ 
lating to transfers of property and commercial and 
other transactions is theoretically not one of the best 
methods of taxation, and has been criticised by 
many economists as unsound and subserving no 

principle.Taxes on commercial instruments are, 

so far as they go, a check on development. 

Hobson in his ‘ Taxation in the New State ’ regards 
stamp duties generally as a restraint on trade or 
other forms of presumable personal and social 
utility.”* 

In fact, Hobson goes much further and condemns 
stamp duties in the following unequivocal terms: — 

“ They are cumbersome relics of the past, hap¬ 
hazard methods of catchpoimy improvisation, which 
have no place in a scientific system of finance.” 

This notwithstanding, stamp duties continue to sur¬ 
vive in most modern tax structures as they constitute a 
lucrative source of revenue. 

162. 2. Principal Guides. —Stamp duties have secur¬ 
ed a place for themselves in the tax system of the coun¬ 
try, and as they more or less collect themselves, they 
are not likely to be dispensed with from the point of 
view of practical administration. The Indian Taxation 
Enquiry Committee 1 1924-25) therefore suggests the fol¬ 
lowing principal guides to rates of stamp duties: — 

“ (1) The point at which the value of the con¬ 
venience or utility attaching to the use of a 
particular kind of transaction approaches the 
amotmt of stamp duty involved. 

(2) The point of diminishing returns, or, in other 
words, what the traffic will bear. 

(3) The point at which hardship on any class of 
the community is involved.”** 

162. 3. Limitation and Adverse Experience. —In 
practice, the principal guides suggested by the Indian 
Taxation Enquiry Committee have been set at naught 
when fixing the rates of stamp duties. The U. N. Pub¬ 
lic Finance Survey of India observes: — 

“ The rates of these (stamp) duties have been sub¬ 
stantially raised from time to time and over 50 per 
cent, more add tional revenue is now collected from 

* Report of the Indian Taxation Enquiry Committee, 
1924-25, Ch. X, Para. 278. 

** Report of the Indian Taxation Enquiry Committee, 
1924-25, Ch. X, Para. 282. 
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the States of the Indian Union than was available 
from undivided India in 1938. There is a strict 
limit, however, to the amount of additional revenue 
which can be raised from this source without inter¬ 
fering with business habits.”* 

This is confirmed by Table No. 162.1 which records 
the stamp duty revenue of Part A States from 1938-39. 
The Table also gives separately the amount collected 
under the heads judicial and non-judicial stamp duties 
in the Bombay State from which it is clear that the 
revenue from non-judicial stamp duties is now almost 
four times that of 1938-39. In fact, in regard to some 
duties, the point of tolerance appears to have long since 
passed. The stamp duty on transfer of shares, as shown 
in the following paragraphs, has imposed a heavy bur¬ 
den. The incidence of the stamp duty on contracts re¬ 
lating to purchase and sale of stocks and shares has been 
even more penal and destructive in its repercussions. 
The injury it has worked has been referred to 
in answer to Question No. 17 in Part I of 
the Questionnaire and the subject is dealt with in 
greater detail in the answer to Question No. 163 below, 
in inflicting these duties, the State Government seerns 
to have been oblivious of the fact that there are certain 
over-riding limits which it is imprudent to ignore. The 
Indian Taxation Enquiry Committee (1924-25) warns: — 
“ An excessive enhancement of the rates may 
impede transfers of property and cause a diminu¬ 
tion of business generally, or it may lead to an 
evasion of the duties or a neglect of the requisite 

formalities of stamping.Excessive stamp duties 

not only retard business, but defeat their object 
by tempting persons who have to pay them to re¬ 
sort to evasion, both legal and illegal.** 

** Report of the Indian Taxation Enquiry Committee, 
1924-25, Ch. X, Para. 281. 

* U. N. Public Finance Surveys—India, 1951, Ch. IV, 
p. 48. 


The fears expressed by the Committee have been 
unfortunately realised. Business has tended to dwindle 
under the back-breaking load of stamp duties and the 
tax-payer has been weighed down by the cumulative 
burden almost beyond the point of endurance. 

162. 4. Share Transfer Stamp Duty .—Before 1921, 
the stamp duty rates were fixed by the Centre under 
Schedule I to the Indian Stamp Act, 1899. The share 
transfer stamp duty was high enough then, the rate 
having been raised by Act VI of 1910. Subsequent to 
devolution, provincial legislatures were empowered to 
introduce legislation for enhancement of stamp duties. 
As a result, from time to time either the duties were 
increased or surcharges were imposed indiscriminately 
by various States. These tendencies were discernible 
even in 1924-25 when the Indian Taxation Enquiry Com¬ 
mittee reported as under: — 

“ The Governor General reserved certain items 
for central legislation and allowed a free hand to 
the local legislatures to deal with the rest. There¬ 
upon, several provincial legislatures increased the 
duty on all, or almost all, the items of the schedule 
which had not been reserved for central legislation, 
and in most cases the increases took the shape of 
a percentage increase of the existing rates without 
any detailed consideration of the burden they 
imposed upon particular classes of transactions.”* 

These tendencies continued to operate in more than 
one State long after the Committee reported. For 
example, in Madras the share transfer stamp duty was 
doubled, in U.P. a surcharge of 25 per cent, was levied 
and later consolidated in the basic duty and in Bombay 
a 50 per cent, surcharge was imposed which still con¬ 
tinues^ in force unabated. As a result of these patch- 

* Report of the Indian Taxation Enquiry Committee, 
1924-25, Ch. X, Para. 313. 

Table No. 162. I. 

(Crores of Rs.) 


Stamp Duty Revenue 


Year 


Total for 
Part A States 


Bombay State 















Judicial 

Non-Judicial 

Total 

1938-39 







• 


. 



9-59 

•67 

•77 

1-44 

1939-40 












9-78 

•60 

•79 

1-39 

1940-41 












9-94 

•63 

•84 

1-47 

1941-42 












10-32 

•58 

1-04 

1-62 

1942-43 












10-75 

•57 

1-13 

1-70 

1943-44 












14-64 

•66 

1-79 

2-45 

1944-45 












15-62 

■66 

2-07 

2-73 

1945-46 












17-00 

•69 

1-98 

2-67 

1946-47 












18-78 

•77 

2-54 

3-31 

1947-48 












13-84 

■84 

2-62 

3-46 

1948-49 












16-31 

•86 

2-57 

3-43 

1949-50 












17-32 

1-04 

2-54 

3-58 

1950-51 












19-22 

1-23 

2-87 

4-10 

1951-52 












18-83 

1-25 

2-89 

4-14 

1952-53 











g 

18-96 

1-39 

2-73 

4-12 

1953-54 











. 

19-84 

1-27 

2-93 

4-20 


(Source: Reserve Bank of India Reports on Currency and Finance and Bombay State Budgets.) 


work developments, the rates of stamp duty on transfer 
of shares are no longer uniform throughout the country 
as at one time they used to be. Table No. 162. II shows 
how the rates differ in different States. The Table also 
reveals the wide range of variation, the maximum rate 
being 300 per cent, as high as the minimum. The heavy 
burden they impose is apparent from Table No. 162. HI 
which sets out the revenue derived from share transfer 
stamp duty in Bombay State alone. It seems clear that 
the rates are exorbitant and that they tend to impede 
the free circulation of shares and the free flow of in¬ 
vestment capital that are so desirable in the public in¬ 
terest. The high scale adversely affects the yield on 
shares proposed to be held for a short duration and is 
a hindrance in the way of investors who find these 
charges irksome and top-heavy. For these reasons, it 


Table No. 162. II, 


State 



stamp Duty Per Cent- 
on Transfer 
of Shares 

Madras 



Rs. A. p. 

1 8 0 

Bombay 



12 0 

Bihar .... 



1 1 0 

U. P. 



0 15 0 

West Bengal 



0 12 0 

Mysore , 



0 10 0 

Hyderabad . 



0 8 0 

Travancore-Cochin 



0 8 0 
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has been consistently urged for a long time not only by 
the Stock Exchanges but also by all trade associations 
and chambers of commerce as well as by the general 
public that the surcharges on share transfer stamp duty 
should be abolished wherever they exist and that the 
duty itself should be substantially reduced. It would be 
therefore appropriate if a moderate rate of stamp duty, 
say, at 1/4 per cent, of the consideration amount were 
made uniformly applicable throughout the country, the 
unit being fixed in terms of Rs. 100 of the consideration 
amount to ensure an even spread of the incidence of the 
tax. 

Table No. 162. Ill 


(In Lakhs of Rs.) 



Year 


Bombay State Stamp Revenue 

t— ——i 

Total Share Transfer 

Non-Judicial Stamp Duty 

1938-39 . 



77-26 

9-69 

1939-40 . 



78-82 

10-50 

1940-41 . 



83-89 

11-95 

1941-42 . 



103-89 

17-17 

1942-43 . 



113-15 

17-76 

1943-44 . 



179-28 

32-76 

1944-45 . 



206-62 

32-71 

1945-46 . 



197-67 

33-84 

1946-47 . 



. 253-84 

53-62 

1947-48 . 



. 261-44 

32-01 

1948-49 . 



257-38 

31-48 

1949-50 . 



253-83 

20-10 

1950-51 . 



. 287-29 

22-63 

1951-52 . 



, 288-65 

25-17 

1952-53 . 



272-78 

19-00 

1953-54 . 



293-41 

23-94 


(Source: Bombay State Budgets.) 


162. 5. Misapprehensions about the Blank Transfer 
System. —Not infrequently it is alleged that a large 
amount of revenue is being lost because of the pre¬ 
valence of the system of blank transfers. It is however 
not generally realised that, even when blank transfers 
are done away with, exemption from full stamp duty 
has to be allowed in several cases as, for example, when 
the transfer vests the property in trustees on the 
appointment or retirement of a trustee, or when the 
transfer is to a mere nominee of the transferor when no 
beneficial interest in the property passes, or when the 
transfer is by way of security for a loan or a retransfer 
to the original transferor on repayment of loan, etc. If 
such exemptions which in any case have to be allowed 
are kept in view, the complaint that there is an enorm¬ 
ous leakage of revenue loses its main force. In fact, 
the complaint is largely misconceived and rests on the 
unverified assumption that shares bought from the 
market are held on blank indefinitely. So far as shares 
officially quoted on the Bombay Exchange are con¬ 
cerned, the Exchange is in a position to prove that most 
of the shares delivered through the market do not con¬ 
tinue to circulate on blank indefinitely but are in actual 
fact lodged with companies for registration. This is not 
only in conformity with the trends appearing in Table 
No. 162. Ill but also squares with the general experience 
that banks normally do not advance money on pledge 
of shares unless the shares are registered in their name 
or in the name of the borrower and that there is a 
rush for registration of shares particularly at dividend 
time as the system of companies paying dividend on 
mandate has fallen into disuse and dividends are only 
paid to registered shareholders. Facts must take pre¬ 
cedence over misapprehensions, no matter how frequent¬ 
ly repeated. It is significant to note that apart from 
the U. K. (where, among other things, the London Stock 
Exchange has a unique differentiation between brokers 
and jobbers and where there are such facilities for rapid 
registration of shares by companies and specialised re¬ 
gistering corporations that share certificates are returned 
duly endorsed within two or three days of the date of 
lodgment in contrast to two or three months taken in 
this country), the system of blank transfers or bearer 


shares is regarded as indispensable in almost all other 
parts of the world including the U. S. A. and the con¬ 
tinental Europe. Apart from the revenue aspect, it 
' seem apposite to discuss here in detail the 
’emerits of the blank transfer system. The 
subject has been fully canvassed on other occasions 
and the views of the Exchange have been expressed in 
its “ Comments on the Draft Securities Contracts (Regu¬ 
lation) Bill, 1951,” the relevant portion of which is 
annexed as an appendix at the end of the reply to this 
Question. It is enough to state that the system is an 
integral part of the stock exchange mechanism and that 
it intimately concerns banks and the money market in 
general and enters into the daily business life of the 
country as a whole. In this connection ,it is pertinent 
to refer to a Circular bearing No. 8 (XXX-3) issued by 
the Central Board of Revenue on the 10th of April, 
1953, which withdrew, or appeared to withdraw, the tax 
credit concessions available before that date in respect 
of shares held on blank transfer, such withdrawal being, 
from the legal point of view, in full conformity with 
the Bombay High Court Judgment in Shri Shakti Mills, 
Ltd., vs. Commissioner of Income-tax (1948 l.T.R. 187). 
The Circular caused considerable apprehension in all 
quarters and representations were made not only by the 
Stock Exchanges but also by the Indian Banks’ Associa¬ 
tion, the Federation of Indian Chambers of Commerce 
and Industry and numerous other bodies representing 
the banking and commercial interests all over the 
country. As a result, a fresh Circular bearing 
No. 31 (XXI-4) was issued by the Central Board of 
Revenue on the 1st of December, 1953, “ with a view to 
removing misapprehensions on the subject ” contained 
in “ representations from several quarters ” and the 
status quo was practically restored by allowing tax 
credit as before in respect of shares held on blank. It 
follows that the importance of the system cannot be 
seriously disputed. And the conclusion is that, whether 
the considerations relate to revenue or otherwise, in¬ 
stead of appealing to a fixed idea or relying on pre¬ 
conceived notions, the facts of the situations must be 
accepted as they are and not as they are imagined to be. 

162. 6. Other Misapprehensions. —Some other mis¬ 
apprehensions entertained about stamp duties are, for 
example, that large revenue is lost— (a) through avoid¬ 
ance of probate and letters of administration ; and (b) 
through wrongful use of used transfer stamps. Here 
also, it is necessary not to lose sight of the facts or the 
correct perspective. 

(a) The first complaint seems to be that Companies 

frequently transfer shares out of the names 
of deceased holders without insisting on pro¬ 
bate or letters of administration. The 
general experience, however, is that Com¬ 
panies are not prepared to waive production 
of probate or letters of administration except 
when the shareholding is very small. Even 
in such cases, it is a question how far the 
facility is availed of because it is difficult for 
small investors to arrange for the kind of 
indemnity which Companies usually require. 
As pointed out before, it is a serious defect 
of stamp duties as a mode of taxation that 
they cannot differentiate between tax-payers 
as to their capacity to pay. If the small inves¬ 
tor is to be ecouraged to invest his savings in 
shares of joint stock companies, instead of 
penalising him by making production of pro¬ 
bate or letters of administration compulsory, 
it is necessary to devise some means whereby 
the existing procedure can be simplified and 
made less expensive and more easily avail¬ 
able to the small and middle-class investors. 

(b) The second complaint is that the use of adhesive 

label, which is generally found to be so great 
a convenience as to make it indispensable, 
results in loss of revenue because stamps 
even when cancelled with indelible ink are 
used more than once as they can be easily 
removed. There seems to be no basis for 
entertaining such fears, at least so far as Bom¬ 
bay State is concerned. Rule 16 of the Bom¬ 
bay Stamp Rules, 1939, provides as under: — 
“ Share Transfer stamps affixed to deeds 
of transfer of shares, shall, before effect is 
given to the transfer by the Joint Stock 
Company concerned, be cancelled by the 
Company by means of a punch which can 
perforate either the word “ Cancelled” or 
an abbreviation thereof, namely, “ Cancld.” 
or the initials of the Company, even when 
the stamps were previously cancelled in 
accordance with Section 12 of the Indian 
Stamp Act. In case a company fails so to 
cancel the share transfer stamps as provid¬ 
ed by this rule the company shall be liable 
to the penalty prescribed by section 63 of 
the Indian Stampt Act.” 
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Stamps, once punched as required by the 
Rule quoted above, are incapable of being 
used again. Accordingly, the system may 
with advantage be extended to other States 
wherever it is not in vogue, irrespective of 
whether there is fraud or not, though the 
complaint itself, is, it is believed, mistakenly 
conceived as it relates to the period before 
the amendment to Rule No. 16 cited above 
was passed. 

162. 7. Transfer Stamp Duty on Debentures. —As in 
the case of shares, so in the case of debentures, or per¬ 
haps even much more so, the transfer stamp duty is a 
source of great hardship. Under Section 15 of the 
Foreign Exchange Regulation Act, 1947, there is for all 
practical purposes a ban on the issue of bearer deben¬ 
tures. On the other hand, the transfer of registered 
debentures attracts full stamp duty which in the Bom¬ 
bay State is on the high scale appearing in Table 
No. 162. IV below. The debenture market, like the 
gilt-edged market, is governed primarily by considera¬ 
tions of yield or net return on the moneys invested. In 
such cases, even a fractional change makes a material 
difference. However, the incidence of the stamp duty 
is extremely heavy in relation to the yield factor, so 
much so that switch over of investments in debentures 
has become altogether unprofitable and business in the 
debenture market has been driven almost to a stand¬ 
still. It is most necessary that the transfer stamp duty 
on debentures should be made nominal, if not completely 
abolished, so that the debenture market may revive and 
investment in this form of security which is dependent 
on fine differences in yield may not be unfairly handi¬ 
capped. 


Table No. 162. IV. 


Consideration Amount 


Seale of Stamp Duty 
on Debentures 





Rs. 

A. 

P. 

Docs not exceed— 






Rs. 10 




0 

3 

0 

Rs. 10- 

-50 . 

. 


0 

6 

0 

Rs. 50- 

-100 



0 

12 

0 

Rs. 100- 

-200 

. 


1 

8 

0 

Rs. 200- 

-300 



3 

6 

0 

Rs. 300- 

-400 



4 

8 

0 

Rs. 400- 

-500 



5 

10 

0 

Rs. 500- 

-600 



6 

12 

0 

Rs. 600- 

-700 



7 

14 

0 

Rs. 700- 

-800 



9 

0 

0 

Rs. 800- 

-900 



10 

2 

0 

Rs. 900- 

-1,000 



11 

4 

0 

and for every Rs. 500 

or part Hereof 

in 

5 

10 

0 

excess of Rs. 1,000. 







162. 8. Uniformity in Stamp Duties Essential. —Item 
No. 91 of the Union List appearing in the Seventh 
Schedule to the Constitution provides that, among 
others the rates of stamp duty on transfer of shares and 
debentures should be fixed by the Centre. The provi¬ 
sion is clearly intended to ensure uniformity in the 
rates levied in different parts of the country. The prac¬ 
tical consideration that it is undesirable to have varying 
rates of stamp duty has been emphasised by the Indian 
Taxation Enquiry Committee (1924-25) when it says 
that— 

“ The existence of different rates in different Pro¬ 
vinces causes inconvenience.”* 

Apart from the trouble involved in arranging for 
payment of excess duty, the current diversity creates 
difficult questions in respect of the validity and accept¬ 
ance of documents in States’’ where a higher stamp 
duty is in force than where the documents have been 
executed. It is necessary to bring about uniformity in 
the levy of stamp duties not only in regard to docu¬ 
ments enumerated in Item 91 of the Union List but also 
in regard to documents covered by Item 63 of the States 
List appearing in the Seventh Schedule to the Consti- 


* Report of the Indian Taxation Enauiry Committee, 
1924-25, Ch. X, para. 314. 
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tution. As pointed out in the answer to Question 
No. 163 dealing with stamp duties on contracts relating 
to purchase and sale of stocks and shares, the un¬ 
restrained and almost predatory demands of the State 
Government have tended either to disrupt or divert the 
business of the Bombay Exchange which, the State 
Government needs to be reminded, is a national market 
in stocks and shares in which people all oyer the 
country, and not in Bombay alone, have a vital interest. 
The present rate structure is penal in its operation and 
complications are arising which must be avoided. These 
were foreseen by the Indian Taxation Enquiry Com¬ 
mittee (1924-25), which sounds this note of caution: 

“ Thus, while the enactment of central legislation 
governing the duties leviable upon a considerable 
category of important documents in itself forms a 
tacit admission of the desirability of uniformity, the 
actual experience of the five years of working in 
the provinces since the introduction of the Reforms 
tends to emphasise this necessity.It is abund¬ 

antly evident, from the point of view of the admini¬ 
stration of the stamp law, that all the advantage 
lies in favour of uniform legislation and unified 
rates.”* 

Though the rates of stamp duty on documents other 
than those specified in Item 91 of the Union List are 
outside the purview of the Central Government, there is 
no manner of doubt that the freedom now available to 
the States in this respect must be fettered for the public 
good, and that, as recommended by the Indian Taxation 
Enquiry Committee, provision must be made for Central 
legislation and Central control- resulting in a uniform 
law and unified rates for all documents in the interests 
of what has been called “ the harmonization of taxa¬ 
tion ”. 

ANNEXURE. 

(Referred to in para. 162. 5 above.) 

Extract from the Stock Exchange “ Comments on the 
Draft Securities Contracts (Regulation) Bill, 1951." 

“ The argument in favour of abolition or limita¬ 
tion of blank transfers is befogged by opinions and 
fuddled by sentimental references to anti-social 
activities. Instead, the Exchange would appeal to 
facts as they are. 

I. The first and principal argument for abolition 
or limitation of blank transfers is that the black- 
marketeer, income-tax dodger and clandestine 
manceuvrer buys shares and keeps them on blank 
thus concealing his ownership from Government and 
the income-tax authorities and wresting away con¬ 
trol of companies without the cognizance of 
directors.f 

The Exchange flatly repudiates the argument 
which rests on the unverified assumption that 
shares are bought from the market by the black- 
marketeer, tax-dodger, and cladestine manceuvrer 
and held on blank indefinitely. The Exchange goes 
one step further and invites a factual investigation. 
So far as shares officially quoted on the Bombay 
Exchange are concerned, the Exchange is prepared 
to prove that most of the shares delivered through 
the market do not continue to circulate on blank in¬ 
definitely but are in actual fact lodged with Com¬ 
panies for registration. Facts take precedence over 
argument and must prevail. Assuming however 
that the facts are otherwise and that shares instead 
of being lodged for transfer continue to be held on 
blank indefinitely, even then there appears to be 
no ground for abolishing or limiting blank transfers 
because of the following reasons: — 

(a) Shares on blank offer no greater facility to the 
black-marketeer or tax-dodger than invest¬ 
ment, for example, in Government Securities, 
bullion, precious stones, etc. If there is 
abuse, leaving out of account the other num¬ 
erous ways and means, the scope is much 
larger in the case of Government Securities 
alone, as such securities are transferable by 
mere endorsement and delivery and their 
total outstandings amount to about Rs. 1,500 
crores which exceeds three times the market 
value of quoted shares computed at about 
Rs. 450 crores. 

* Report of the Indian Taxation Enquiry Committee. 
1924-25, Ch. X, para. 316. 

t Without entering into merits or demerits, it is 
noted with interest that, out of the eleven members of 
the Stock Exchange Legislation Committee, three 
members—Mr. A. D. Gorwala, Mr. P. S. Nadkarni, and 
Mr. G. P. Kapadia—have advocated this argument, one 
members—Mr. A. D. Gorwala, Mr. P. S. Nadkarni, and 
the remaining seven members—Mr. K. R. P. Shroff, 
Mr. B, N. Chaturvedi, Mr. Pranlal Devkaran Nanjee, 
Mr. P. D. Himtasingkha, Mr. V. S. Krishnaswamy, 
Mr. Jagomohandas J. Kapadia, and Mr. L. S. Vandya- 
nathan—have expressed themselves against this argu¬ 
ment. 
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(b) Compulsory registration of shares will not 

enable Government or the income-tax author¬ 
ities to locate the actual holding of a black- 
marketeer or tax-dodger who is prepared to 
practise fraud as it is not feasible to examine 
all share registers and And out which share¬ 
holders are honest and bond fide tax-payers 
and which of them are black-marketeers and 
tax-dodgers. 

(c) Even if registration scares away the black- 

marketeer or tax-dodger from holding shares, 
that will not stop him from his anti-social 
activities of black-marketing or tax-evading 
as such. He will only divert his ill-gotten 
wealth to other channels where it would 
either perform no economic function or else 
further some other anti-social activities. 
When shares are held on blank by the black- 
marketeer or tax-dodger, he at least pays tax 
at the maximum rate on the dividend income 
as companies deduct income-tax at source, 
whereas even that tax will not be realised if 
the black-market and tax-evaded monies are 
employed in other directions. 

(d) Compulsory registration will not prevent the 

monopolistic black-marketeer or tax-dodger 
from purchasing shares. If the black mar¬ 
keteer or tax-dodger succeeds in so purchas¬ 
ing a majority holding, the control of the 
Company vests in him irrespective of whether 
the shares are held on blank or lodged for 
transfer or whether registration is refused or 
accepted because the moment the registered 
shareholder sells the shares he becomes a 
trustee and has no choice except to act in 
whatever manner the black-marketeer or tax- 
dodger, as the beneficial holder, directs. It is 
not the system of blank transfers but the 
concentration of wealth in the hands of the 
black-marketeer or tax-dodger which enables 
him to grab control and the evil can only be 
curbed by a blanket law prohibiting all 
change in the controlling management of a 
Company except with the sanction of Govern¬ 
ment. That has now been done by the 
Indian Companies (Amendment) Act, 1951. 

(e) Lastly, compulsory registration will not make 

share registers more complete than what they 
are today. So long as floating stock exists— 
and it must exist if Stock Exchanges are to 
function—and so long as holdings by banks 
in different accounts and nominee holdings 
continue, the membership registers of Com¬ 
panies will remain incomplete no matter what 
is done and whether blank transfers are 
abolished, limited or not. 

II. The second principal argument for abolition 
or limitation of blank transfers is that blank trans¬ 
fers stimulate unhealthy speculation. How that 
happens has been nowhere explained. Apparently, 
the only point put forward in support of the view 
is that blank transfers circulate and accumulate 
with the result that the floating stock weights on 
the market and exercises an unhealthy influence. 

This argument involves an obvious fallacy. 
Floating stock does not change its character and 
cease to be floating stock only because the inter¬ 
mediate holder financing the stock is compelled to 
lodge the shares for registration. Abolition or limit¬ 
ation of blank transfers does not either increase or 
diminish the size of the floating stock. It follows 
that though at times the floating stock may act as 
a drag on the market, the abolition or limitation of 
blank transfers cannot remedy the position as it 
cannot reduce the weight of the floating stock. 

Far from checking unhealthy speculation, the 
abolition or limitation of blank transfers will seri¬ 
ously impede the smooth functioning of the Stock 
Exchanges and directly lead to the following undesir¬ 
able consequences: — 

(a) Blank transfers provide the stock-in-trade which 

keeps the market supplied with shares when¬ 
ever required. Compulsory registration will 
mean that the stock lodged with the com¬ 
panies will not be available for delivery. 
There will be a recurring artificial scarcity 
of floating stock with the result that, as is now 
the case with the Bullion Association, periodic 
squeezes and emergencies will overtake the 
Stock Exchanges necessitating undesirable 
outside interference. Thus long-term specula¬ 
tion which is bona fide speculation giving di¬ 
rection and stability to the market will be 
severely penalised. 

(b) On the other hand, undesirable short-term 

speculation based on a rapid turnover for dif¬ 
ferences will be directly stimulated. Instead 


of taking delivery and undergoing the delay 
and the expenses on stamp duty and transfer 
charges involved in compulsory registration, 
it will be more profitable to close-out business 
at the end of each settlement. As a-result 
there will be artificial pressure of sales at 
periodic intervals and price fluctuations will 
be accentuated. 

(c) Lastly, the abolition or limitation of blank trans¬ 
fers by causing artificial scarcity of stock 
available for carry-over will give big 
financiers a strangle-hold on such business. 
Monopoly practices will be encouraged and 
the problem of control will be made more 
complicated. 

III. The third and last main argument for aboli¬ 
tion or limitation of blank transfers is that the 
precedent set by the London Stock Exchange on 
which delivery of blank transfers is discouraged 
should be followed in this country. 

On this point it is apposite to quote Mr. E. H. H. 
Simmons, e.r-President of the New York Stock 
Exchange. He says: 

“ My whole experience has taught me that 
every Stock Exchange must make its rules to 
fit its own particular environments, and to 
attempt to compare the methods of one market 
with those prevailing in another is always 
easier to do in theory than in practice. ” 

It is well known that the London Stock Exchange, 
the City of London, their business methods and 
practices and their traditions have no parallel in 
other parts of the world. The peculiar conditions 
obtaining in London which make it more advantage¬ 
ous to register shares than to hold them on blank 
are— 

(a) the unique differentiation between brokers and 

jobbers on the London Stock Exchange; 

(b) the special privileges accorded to jobbers and 

the concessions enjoyed by them in the matter 
of stamp duties ; and 

(c) the facilities of rapid registration of shares by 

companies and specialised registering corpora¬ 
tions situated within the few square miles of 
the City ol London. 

These conditions are non-existent in India or in 
other parts of the world where the system of blank 
transfers has had to be highly developed. For in¬ 
stance, in India there is no segregation between 
brokers and jobbers, the stamp duties are extor¬ 
tionate without suitable exemptions, and the dis¬ 
tances and delays involved in registration of shares 
are notorious. It follows that, contrary to London, 
in India as in the U. S. A. and on the continent of 
Europe the blank transfer system occupies an 
important place and is considered to be not only 
desirable but indispensable as well. 

IV. The foregoing examination of the principal 
arguments for abolition or limitation of blank trans¬ 
fers has elucidated some important points relating 
to the system. The following further points which 
establish its position and usefulness may also be 
briefly noted: — 

(a) Blank translers have not been abolished by law 

in any important country. The system 
flourishes in all parts of the world. In the 
U. S. A. it has attained a high degree of per¬ 
fection and on the continent of Europe bearer 
securities predominate. 

(b) In India also the system of blank transfers has 

existed s nce the birth of joint stock enter¬ 
prise. 

(c) In his Report on the Regulation of the Stock 

Market in India, submitted to Government in 
1947, Dr. P. J. Thomas has pointed out that 
without the use of blank transfers and bearer 
securities joint stock enterprise in the U.S.A. 
and on ihe continent of Europe would not 
have expanded to its present position. This 
is no less true of joint stock company develop¬ 
ment in this country. 

(d) Blank shares bear the same relation to joint 

stock enterprise which Promissory Notes do 
to Government securities. In fact, Promis¬ 
sory Notes being transferable by mere 
endorsement and delivery are more perfect 
instruments than shares on blank transfers. 
Since Promissory Notes are acknowledged to 
be necessary for Government borrowing, 
blank transfers are no less necessary for 
financing industry and providing credit for 
the trade and commerce of the country. 

(e) Registration of Government securities even 

without payment of stamp duty is not con- 
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sidered to be desirable on the ground that it 
would destroy their free negotiability. It fol¬ 
lows that the abolition or limitation of blank 
transfers would no less impair the liquidity 
and marketability of shares. 

(/) As a matter of observation, the Thomas Report 
has recorded that the blank transfer system 
“ imparts a high degree of negotiability to 
securities along with safety for dealings ”. In 
fact these are the two prime requisites for the 
effective finance of joint stock enterprise. As 
a result the blank transfer system has become 
an integral part of the stock exchange 
mechanism. 

(g) Finally, as blank transfers constitute an 
important instrument of day-to-day lending 
and borrowing, they intimately concern 
banks and the money market in general and 
enter into the daily business life of the 
country as a whole. 

V. Summing up the position, it is apparent that 
the proposal for abolition or limitation of blank 
transfers has no validity in argument or justification 
in actual fact. On the contrary, it is clear that 
potentially the proposal is likely to do more harm 
than do any good.” 

Question 163.—Certain States (e.g., Bombay) levy stamp 
duties on transactions in forward markets. What 
is your view regarding the complaint that these 
duties have tended to affect the business in these 
markets, particularly that of the middle class 
traders? If you consider that the levy of stamp duly 


on transactions in these markets is a suitable and 
potentially important means of securing revenue, 
what administrative and other measures would you 
suggest for the efficient collection of such duties ? 
Alternatively, in place of stamp duties, would you 
suggest some other form of taxation of transactions 
in stock exchanges and futures markets ? If so, 
please elaborate your suggestion. 

163. 1. Stamp Duty on Contracts of Purchase and 
Sale of Shares. —A reference has been made in the 
answer to Question 17 of Part I of the Questionnaire to 
the punitive nature of the stamp duty levied on con¬ 
tracts relating to purchase and sale of shares and to its 
harsh repercussions on the members of the Stock 
Exchange. The character of the tax and its incidence 
call for an analysis in some detail. 

163. 2. Repeated Increases in Stamp Duty Rates.— 
Articles 5(b) and 43(b) of Schedule I to the Indian Stamp 
Act, 1899, make it obligatory to stamp contracts relating 
to purchase or sale of shares entered into either— 

(a) as principal to principal ; or 

(b) as agent to principal. 

At first, the rates prescribed under these Articles 
were moderate and reasonable. However, after devolu¬ 
tion, they were put up progressively step by step till 
they have reached the present oppressive proportions. 
Table No. 163. I traces the development and reveals at 
a glance how the stamp duty has grown and multiplied 
itself nine to twelve times over in the brief period of 
three decades. The tyranny of these repeated in¬ 
creases requires no- elaborate comment. 


Table No. 163. I. 


Bombay Slate Stamp Duty on Contracts of Purchase or Sale of Shares 
Period , - - --- A ---T" - > 




Unit 



Rate per Unit On 

a common unit 
of Rs. 20,000 



Rs. 

Rs. 

A. 

P. 

Rs. A. p. 

Before 1-4-1922 . . . . 


10,000 

0 

1 

0 Subject to a maximum of Rs. 10 

0 2 0 

From 1-4-1922 to 31-3-1932 

. 

10,000 

0 

2 

0 Subject to a maximum of Rs, 20 

0 4 0 

From 1-4-1932 to 31-3-1938 

• 

5,000 

0 

2 

0 

0 8 0 

From 1-4-1938 to 31-12-1943 

. 

2,500 

0 

2 

0 

1 0 0 

From 1-1-1944 to 31-3-1950 


2,500 

o 

3 

0 (Inclusive ol' 50 per cent sur¬ 
charge). 

1 8 0 










From 1-4-1950 ...... 

. 

2,500 

0 

2 

3 Ditto .... 

12 0 


163. 3. Extraordinary Increase in Incidence because 
of Change in Method of Collection.— Great as has been 
the tyranny of the repeated increases in stamp duty, 
it has been dwarfed by the extraordinary increase in 
incidence that has actually taken place because of the 
change in the method of collection. Before 1938, con¬ 
tract notes rendered by members of the Stock Exchange 
to their constituents, either as agent to principal or as 
principal to principal, were required to be stamped at 
the prescribed rates. There was a shortfall of revenue 
in 1938 after the introduction of prohibition.* With a 
view to co-operating with the national Government then 
in office, the system of collecting stamp duty through 
the Stock Exchange Clearing House was devised and a 
new Article 20-A was added to Schedule I of the Indian 
Stamp Act. Under this Article, clearance lists sub¬ 
mitted by members were required to be stamped and 
contract notes corresponding to the entries made in the 
clearance lists were exempted from stamp duty by pro¬ 
viding suitable exemptions under Articles 5(b) 
and 43(b). The object was admittedly not to impose a 
fresh tax but to prevent leakage of stamp duty. The 
operation of the new system did not create any special 
problems in so far as contracts rendered by members to 


* See para. 35.7 of the Reply to Part I of the Ques¬ 
tionnaire. 


their constituents either as principal to principal under 
Article 5(b) or as agent to principal under Article 43(b) 
were concerned. Unexpectedly, this method of collect¬ 
ing the stamp duty vastly enlarged its scope and result¬ 
ed in tax being levied on innumerable intermediate put- 
through and taravni transactions which being in the 
nature of “ rajuats ” were formerly altogether free from 
taxation. A proposal made in 1932 to tax such 
‘rajuats ” was abandoned when its true nature was 
realised. Since, however, for purposes of Clearing 
House returns, each of these numerous purchases and 
■sales took the technical form of an entry in the Clear¬ 
ance Lists, the entire series of intermediate purchases 
as well as sales became subject to tax from one end to 
the other and the amount of stamp duty payable mount¬ 
ed up by leaps and bounds at an alarming pace. In fact, 
the stamp duty ceased to be a stamp duty as ordinarily 
understood. It was converted into a steamroller tax on 
the very method and machinery of business levied at 
usurious rates. It is this engine of oppression that is 
at work today crushing down the Stock Exchanges. 

163. 4. Stamp Duty Rates Inordinately High Com¬ 
pared with Other States. —Not only is the system of 
collecting the stamp duty oppressive and unjust 
because of its unrestricted scope but the rates of stamp 
duty are also the highest in Bombay compared with 
other States. Table No. 163. II presents a comparative 


Table No. 163. II. 


Stamp Duty on Contracts of Purchase and Sale of Shares 

___A--—-- 

State Scale of Duty On a Transaction 

,-a -, of Rs. 20,000 

Unit Rate Per Unit 

Rs. Rs. a. r. Rs. a. f. 


Bombay 2,500 

Madras .......... 5,000 

West Bengal ......... 10,000 


0 2 3 Inclusive of 50 per cent Sur- 12 0 

charge. 

0 2 0 0 8 0 

0 2 0 0 4 0 
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picture. It shows that the rate of stamp duty on con¬ 
tracts relating to purchase and sale of shares as charged 
in Bombay State is 450 per cent, higher than in Bengal 
and 225 per cent, higher than in Madras. The hard 
ship involved is all too obvious. 

163. 5. Stamp Duty on Stock Exchariges Highest 
Compared with Other Markets. —Not only is the stamp 
duty inordinately high in Bombay compared with other 
States, the Stock Exchanges are also the most heavily 
taxed compared with other forward markets in the 
State itself from the point of view of rate per unit as 
well as the incidence of the tax. A comparative state¬ 


ment appears in Table No. 163. III. It clearly indicates 
the discrimination against the Stock Exchanges. The 
actual incidence of the stamp duty is much higher in 
the case of Stock Exchanges, depending on the period 
for which a transaction is carried over. The Stock Ex¬ 
changes have fortnightly settlements whereas, for 
example, the Bullion Association has monthly settle¬ 
ments and the Cotton Exchange has five settlements in 
a year. Assuming that a transaction of the same value 
is carried over a uniform period, say, of one year in all 
the three markets, the Stock Exchange transaction would 
be subjected to a stamp duty about 210 per cent, and 


Table No. 163. III. 


Rt Rs. A. p. Rs. a. p. 


Bombay State Stamp Duty on Contracts of Purchase or Sale 


Market 


Scale of Stamp Duty 


Unit 


Current Market Ral e 


Current 
Market 
Value of 
Unit 


Stamp Duty 
Per Unit 
Inclusive of 
50 per cent 
Surcharge 


Stamp Duty 
on a common 
Unit of 
Rs. 50,000 


Rs. 2,500 


2,500 


0 2 3 


2 13 0 


Stock Exchange . 

Bullion— 

Gold ......... 250 Tolas 

Silvor ......... 2,300 Tolas 

Artificial Silk ........ Rs. 2,500 

Edible Oils ........ Rs. 2,500 

Spices.Its. 2,500 

Groundnuts.25 Tons 

Linseed ......... 25 Tons 

Castor Seods . . . . . . . .25 Tons 

Cotton ......... 50 Bales 


190 per cent, higher than the transaction in gold and 
silver respectively and 1,140 per cent, higher than the 
transaction on the Cotton Exchange. This can be seen 
from Table No. 163. IV. The inequity of the burden 
cast on the Stock Exchanges needs no further comment. 


Table No. 163. IV. 


Market 

Number of 
“Budlas” or 
“Carry-over” 
in a year 

Total Amount of 
Stamp Duty 
(Inclusive of 

50 per cent 
Surcharge) 
in Bombay State 
on a transaction of 

Rs. 50,000 
carried over 
during the period 
of one year 



Rs. A. P. 

Stock Exchange 

24 

137 13 0 

Bullion— 



Gold 

12 

43 12 0 

Silver . 

. 12 

53 2 0 

Artificial Silk 

. 12 

46 14 0 

Cotton . 

5 

11 1 0 

Castorseeds . 

. 2 

7 8 0 


163. 6. Contract Stamp Duty Payable in Addition to 
Share Transfer Stamp Duty. —In contrast to the exemp¬ 
tion enjoyed in the case of other goods like cotton, gold 
or silver, the purchaser of stocks and shares has to pay 
a transfer stamp duty at the rate of Re. 1-2 as. per cent, 
of the consideration amount when registering the docu¬ 
ments in his name. How heavily this charge bears on 
the investor has been shown in answer to Question 
No. 162 above. The charge has to be paid over and 
above the stamp duty payable on the contract in respect 


Rs. 85 per Tola 

21,250 

0 

12 

0 

1 

12 

0 

Rs. 160 per lOOTolas 

4,480 

0 

3 

0 

2 

1 

0 


o 

o 

1 

6 

0 

1 

14 

0 


2,500 

1 

0 

0 

1 

14 

0 


2,500 

1 

6 

0 

1 

14 

0 

Rs. 36 per ewt. 

18,000 

0 

9 

0 

1 

0 

0 

Rs. 29 per cwt. 

14,500 

0 

7 

6 

1 

0 

0 

Its. 25 per cwt. 

12,500 

0 

6 

0 

1 

8 

0 

Rs. 730 per Khandy 

18,250 

0 

6 

0 

1 

1 

0 


(2 Bales). 


oi purchase of shares The discrimination practised 
against the Stock Exchange is thus sharply accentuated 
and the total incidence of the stamp duty is further 
increased. 

163. 7. Stamp Duty — a Multiple Tax on the Method 
and Machinery of Business. —It has been pointed out 
in para. 163. 3 that the stamp duty as it is collected at 
present imposes a tax not only at the end of a chain 
of transactions but at both the ends of each and every 
link of one single chain. The link may be (a) a “put- 
through ” transaction, or (b) a “ carry-over ” transaction, 
or (c) a “ taravni ” transaction, or (d) an arbitrage 
transaction, or (e) an ordinary bargain in the market, 
but as explained hereunder, in each and every case the 
transaction is subjected to multiple taxation—and that 
too at penal and discriminatory rates—in flagrant 
violation of all recognised principles of taxation : 

(a) Put-through transaction. —Business put through 

by a broker on behalf of another is deemed 
to be a separate contract and taxed according¬ 
ly. In effect, instead of entering into the 
purchase or sale himself, a broker asks a 
colleague to share the commission and 
execute the order. Though there is one single 
transaction earning one single brokerage, 
technically there are two contracts, and the 
stamp duty involved is therefore increased 
100 per cent. 

(b) Carry-over transaction. —Carry-over represents 

a simple credit operation, that of borrowing 
money or loaning stock, and yet it is taxed 
as heavily as an ordinary purchase or sale 
transaction because of the contract system 
in vogue. In fact, no new transaction takes 
place when carry-over is effected; there is 
only an extension of time for the perform¬ 
ance of Ihe original transaction. The 
brokerage earned by the member on such 
carry-over is purely nominal. Nevertheless, 
at each carry-over double duty is paid, on 
purchase as well as on sale, and a single 
transaction i; subjected to multiple taxation. 
In Cotton, tiiere are five carry-overs during 
a year and so the tax has to be paid ten 
times over; in Bullion, there are twelve 
carry-overs during a year and so the tax 
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has to be paid twenty-four times over; in 
Shares, there are twentyfour carry-overs 
during a year and so the tax has to be paid 
forty-eight times over again. The position is 
unquestionably unjust and oppressive. In 
the final analysis, as for put-through trans¬ 
actions so for carry-over transactions, the tax 
falls on the method and machinery of busi¬ 
ness and not on the transaction itself. 

(c) Taravni transaction. —Another instance of tax¬ 
ing the method and machinery of business is 
the burden falling on ‘ Taravni ’ transactions. 

‘ Taravni ’ consists of rapid going in and out 
of the market for a small difference, be it 
profit or loss. The system, though liable to 
abuse at times, is essential for free and open 
trading on all forward Exchanges and is in¬ 
dispensable for the maintenance of market 
liquidity and continuity of prices. It is of 
the essence of Taravni that there should be a 
series of quick alternating purchases and 
sales in order to help on the smooth flow of 
securities from the original sellers to the 
ultimate purchasers. Formerly, such trans¬ 
actions attracted no stamp duty as they are 
recorded in the form of “ rajuats ”, As ex¬ 
plained in para. 163. 3 above, because 

of the system of stamping clearance lists at 
present in operation, all the innumerable in¬ 
termediate Taravni transactions are now sub¬ 
ject not only to tax but to tax at double the 
rate, and the tax has to be paid irrespective 
of whether the transaction results in a profit 
or ends in a loss. There is no magic formula 
available to the floor trader as he stands on 
the floor of the Exchange and makes his 
trade. Years of experience and the highest 
degree of natural aptitude in the business do 
not prevent him from incurring frequent 
losses. His aim therefore is not so much to 
avoid losses absolutely—for that is impossible 
—as to overbalance his losses with his profits. 
But every such trade attracts a double tax 
levy. It becomes a case of “ heads I win, tails 
you lose ” and the Taravniwalla has always to 
pay the tax as heavily on his losses as upon 
his profits. Such taxation cannot but be re¬ 
garded as being repugnant to equity and good 
conscience. 

(d) Arbitrage transaction. —The heavy stamp duty 

also handicaps arbitrage business passing be¬ 
tween Stock Exchanges. The dealer has to 
take the market risk. In addition, he is 
saddled with the stamp duty. Therefore, 
unless the divergence in rates ruling in the 
two markets becomes most marked, the dealer 
does not find it profitable to engage himself 
in arbitrage. The investor suflers as he loses 
the advantage of buying and selling his secur¬ 
ities in the best market; the broker suflers 
as he loses his Commission and arbitrage 
profit; and from the general point of view, 
the appearance of price disparity is far from 
healthy. 

(e) Ordinary bargain— Because of the system of 

stamping clearance lists, contracts as 
principal to principal liable to a sin¬ 
gle stamp duty under Article 5(b) 
of Schedule I to the Indian Stamp 
Act are made subject to double stamp duty 
under Article 20-A. When broker A sells 
shares and Broker B buys them as principal 
to principal, there is only one contract and 
under Article 5(b) only that contract should 
be required to bear a stamp. Unfortunately, 
when completing the clearance lists, broker 
A is required to make a sale entry in his 
clearance list and broker B a purchase entry 
in his clearance list ; with the result that 
double stamp duty has to be paid—on the 
sale as well as the purchase, though they 
represent reciprocal parts of one and the 
same contract. A similar contract entered 
into outside the floor of the Exchange is 
liable to a single stamp duty. Upto as re¬ 
cently as the 31st of March, 1953, there was 
this blatant discrimination against the mem¬ 
bers of the Stock Exchanges recognised by 
Government under the Bombay Securities 
Contracts Control Act, 1925. Law and 
equity both required that the position be 
rectified by exempting either purchases or 
sales from stamp duty in the case of re¬ 
cognised Stock Exchanges. Instead, when 
hard pressed, the anomaly was perpetuated 
in 1953 by doubling the rates of duty in res¬ 
pect of contracts entered into by persons 
other than members of recognised Stock Ex¬ 
changes. Thus, in a ruthless bid for revenue, 


one inequity Was heaped on another, 
wrongs never make a right. The adverse 
crimination against the recognised S 
Exchanges has disappeared but the fad 
mains that transactions which are liable 
single stamp duty under Article 
are made subject to double stamp duty u. 
Article 20-A, It is contrary to a fundame 
principle of law and against all acce) 
canons of equity that one and the same tr 
action should be taxed twice over. 

The stamp duty in all the foregoing cases operate 
a tax on the method of trading and machinery of b 
ness. Seemingly, the tax levy is small enough and 
capable of yielding any dramatic or spectacular re si 
But its incidence has been insidious. It is eating 
the very vitals of the system and has become a pov 
ful, if unseen, drag and brake on all legitimate busir. 
activity. 

163. 8. Crushing Burden of Stamp Duty on Sti 
Exchanges. —The focus of the foregoing analysis cent 
on the stamp duty that has been actually paid by 
Stock Exchange. Figures cry out louder than wor 
The extraordinary manner in which the burden of ' 
stamp duty has been increased is evident from Ta 
No. 163. V. What the Stock Exchange was called up 

Table No. 163. V. 


Stamp Duty 
on Transactions in 
shares settled 

Year through the Clearing Year 

House of the Stock 
Exchange, Bombay 





Rs. 

Rs. 


1926 . 

. 

. 

21,440 

24,20,580 

1947-48 

1927 . 



34,584 

16,35,470 

1948-49 

1928 . 



46,744 

21,52,202 

1949-50 

1929 . 



34,668 

21,14,188 

1950-51 

1930 . 



20,130 

20,51,811 

1951-52 

1931 . 



14,640 

9,04,649 

1952-53 

1932 . 



23,902 



1933 . 



66,655 



1934 . 



. 1,04,224 



1935 . 



. 1,60,710 



1936 . 

• 

• 

. 1,52,560 



1937 . 



. 2,99,482 




Total 

. 9,79,739 

1,12,78,900 

Total 


(Source: Clearing House of the Stock Exchange, 
Bombay.) 

to pay in the aggregate in a round dozen years from 
1926 to 1937, more than twice as much and sometimes 
more it has had to pay every single year and year after 
year in recent years. The tax now hangs like a mill¬ 
stone round the neck throttling the Stock Exchanges. 
Table No. 163. VI below carries the story one step 
forward. It sums up the experience of the Stock 

Table No. 163. VI. 

(In Lakhs of Rs.) 


Stamp Duty Revenue in Bombay State 


Year 

The Stock 
Exchange 
Bombay 

All other 
Markets in 
Bombay State 

Total 

1947-48 . 

24,20,580 

3,03,779 

27,24,359 

1948-49 . 

16,35,470 

20,54,484 

36,89,954 

1949-50 . 

21,52,202 

21,44,860 

42,97,062 

1950-51 . 

21,14,188 

27,90,402 

49,04,690 

1951-52 . 

20,51,811 

39,13,431 

59,65,242 

1952-53 . 

9,04,649 

30,95,351 

40,00,000 


(Source : Bombay State Budgets and Clearing House of 
the Stock Exchange, Bombay.) 







39 * 


Exchange in Bombay compared with other forward 
markets. Gross discrimination could scarcely have gone 
any further. Table No. 163. VII below (which is the 
same as Table No. 17 II commented upon in the answer 
to Question No. 17 of Part I of the Questionnaire) com¬ 
pletes the tale. It shows at a glance the ravages of 
ruthless and unrelenting expropriation passing respect¬ 
able under the name of a stamp duty tax. These are 
violent words to use: but they do no violence to facts. 
Only one conclusion is possible. It rings out in the 
words of Chief Justice John Marshall (McCulloch vs. 
Maryland—1812) : 

“ The power to tax involves the power to destroy ; 

the power to destroy may defeat and render useless 

the power to create.” 

163. 9. An Indictment. —The points listed above con¬ 
stitute a formidable indictment of the tyranny of the 
penal stamp duty that is being levied at present on con¬ 
tracts relating to the purchase and sale of stocks and 
shares. The tax flouts at every point the three principal 
guides to rates of stamp duty recommended by the 
Indian Taxation Enquiry Committee (1924-25) as quoted 
in para. 162. 2. It is clear beyond dispute that— 

(a) The duty is in breach of the first principal guide 

in that it is the machinery of trade, the 
apparatus and operational method of business 
that for the most part is being subjected to 
tax at extortionate rates, irrespective of 
whether it earns brokerage or not, or results 
in a profit or ends in a loss. A tax of such 
magnitude and character is unconscionable 
and unjust and repugnant to public policy. 

(b) The duty is in breach of the second principal 

guide in that the penal rates have carried it 
far beyond the point of diminishing returns. 
This notwithstanding, the Stock Exchange is 
still being singled out for invidious discrimin¬ 
ation in comparison with other forward 
markets. 

(c) The duty is in breach of the third principal 

guide in that it inflicts wanton damage and 
hardship on a particular class of the com¬ 
munity, namely, those belonging to the stock¬ 
broking profession. The Stock Exchange is 
being taxed beyond capacity and its resources 
have been strained to the breaking point. 

163. 10. Conclusions. —The facts as outlined point to 
the same conclusions, namely— 

(a) That the multiple taxation of intermediate trans¬ 

actions constituting the method and machinery 
of business should be abolished in toto. 

(b) That dual taxation of purchase as well as sale 

representing reciprocal parts of one and the 
same transaction should also be abolished in 
toto. 

(c) That irrespective of the mode of collection— 

whether by stamping clearing lists or other¬ 
wise—, only the end transactions covered by 
contracts issued by brokers to constituents, 
either as principal to principal under Article 
5(b) or as agent to principal under Article 
43(b), should be subject to samp duty, as used 

Table No. 


to be the case before and as is still the case 
in all States other than Bombay. 

(d) That the stamp duty as in (c) above should be 

at a uniform rate for all markets and in all 
States. 

(e) That the stamp duty surcharge should be 

abolished in toto and that the basic stamp 
duty should be drastically reduced and fixed 
at a moderate rate, say, not exceeding 2 as. 
for every Rs. 10,000 of the consideration 
amount in respect of stocks and shares. 

Addendum to the Reply of the Stock Exchange, Bom¬ 
bay, to Question 50 of the Questionnaire of The 

Taxation Enquiry Commission. 

50. 1-A. Meaning and Mechanism of Bonus Issue .— 
The true meaning of a bonus issue has been explained 
in detail in the answer to Question 50 of the Question¬ 
naire, to which this is an addendum. Briefly, a Company 
accumulates reserves out of profits of previous years 
not distributed among the shareholders. These undis¬ 
tributed profits belonging to the shareholders have borne 
income-tax at the full rate plus super-tax in the year 
in which they have been earned. They also enter into 
the market price of the shares of the Company as quoted 
on the Stock Exchange. When a bonus issue is made, 
a simple book entry is passed whereby the undistributed 
profits appearing under the heads of some Reserve 
accounts are classified under the head Share Capital 
account. The assets continue to remain with the Com¬ 
pany and what happens is a mere change in form and 
not in substance. The process or method of making 
a bonus issue is as simple as, and identical in all res¬ 
pects to, changing a ten-Rupee note for two five-Rupee 
notes or ten one-Rupee notes. That, however, is not to 
say, and does not and should not be taken to mean, 
that a ten-Rupee or five-Rupee or one-Rupee note is 
the same thing as a share or scrip. The value of a 
currency note was the same yesterday what it is today 
and will remain the same tomorrow or the day after 
or a year hence. On the other hand, the value of a 
share may have been different yesterday from what it 
is today, will probably be different tomorrow and al¬ 
together different a month hence or a year hence. This 
happens to a share irrespective of whether there is a 
bonus issue or no bonus issue. The point is important 
and must be remembered because failure to appreciate 
it directly contributes to the misconception that a bonus 
issue creates certain special advantages that would not 
otherwise accrue, namely: — 

(a) that the total price of the Ex-bonus Ordinary 

share plus proportionate portion of the bonus 
issue goes up substantially in value; 

(b) that the combined dividend on the Ex-bonus 

Ordinary share and on the proportionate 
portion of the bonus issue attached to it also 
goes up substantially in total value ; 

(c) that the shareholders acquire a legal right to the 

accumulated reserves of the Company; and 

(d) that a shareholder is able to dispose of a part 

of his holding without disposing of all his 
holding in the Company. 

163. VII. 


Year 


Bombay State—Brokers and Jobbers 
The Stock Exchange, Bombay Assessed to Income-tax 


Net Income 



Stamp Duty Paid 


Free of 

Income’tax and 

No. of Active r~ 

-Aw 


No. of 

Income-tax 

Super-tax paid 

Membors 

Total in 

Per Active 

Assesseos 

and Super¬ 

i — 


Laks of 

Member 


tax in 

Total in Per 





Lakhs of 

Lakhs of Assessee 


Rs. 

Rs. 


Rs. 

Rs. Rs. 


1940-41 



• 

• 



248 

4-17 

1,618 





1941-42 







241 

4-11 

1,704 

730* 

68-82 

15-94 

2,180 

1947-48 







321 

24-21 

7,541 

1172 

100-57 

36-34 

3,100 

1948-49 







326 

16-36 

6,057 

1033 

113-13 

59-22 

5,733 

1949-50 







326 

21-52 

6,602 

1005 

100-31 

39-86 

3,966 

1950-51 







326 

21-14 

0,485 





1951-52 







318 

20-52 

6,452 





1952-53 







294 

9-05 

3,077 






•Estimated. Total Number for All-India 1,153. 

{Source :—Central Board of Revenue, All-India Incometax Revenue Statistics, 1941-42 to 1949-50, and 
Clearing House of the Stock Exchange, Bombay.) 
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These issues may be examined in the light of actual 
facts. 

50. 2-A. Variation in Price Between Cum-Bonus and 
Ex-Bonus Dates .—It has been stated in para. 50. 1 of 
the answer to Question 50 of Part II of the Question¬ 
naire that as the bonus issue merely represents a book 
entry, pure and simple, it does not of itself either add 
to or take away from the intrinsic value of the share 
from the financial point of view. This has been illus¬ 
trated by the data presented in Table No. 50. I which 
shows the last Cum-bonus and the first Ex-bonus rates 
of shares quoted on the Bombay Exchange in respect 
of which bonus issues have been made during the last 
decade. The data is repeated and the hypothetical Ex¬ 
bonus rates based on the assumption that there has been 
no change in market price from the last Cum-bonus 
rates are recorded in column 4 of Table No. 50. I-A _ 
below. The percentage increase or decrease in value 
between these hypothetical Ex-bonus rates and the actual 
ex-bonus rates is worked out in the last column. The 
Table indicates— 

(a) that, after the bonus Issue, prices have moved 
both ways, up as well as down ; 


(b) that in 25 out of 46, that is, 54 per cent, of the 

cases, prices have gone up ; 

(c) that of the remaining 21, that is, 46 per cent. 

of the cases, in 3 cases prices have remained 
stationary and in the other 18 cases prices 
have gone down ; 

(d) that the range of fluctuation in either direction 

has been from + 18 per cent, to —16 per 
cent; 

(e) that the average rise in prices has been 5 per 

cent, and the average fall 3-8 per cent., 
giving an over-all average increase in price, 
after the bonus issue, of as little as 1-2 per 
cent; 

( f ) that, by and large, the percentage variation in 

price in either direction has been small; 

(g) that in the few cases where the percentage 

increase or decrease in value is large, the 
variation is exaggerated by exceptional 
factors other than bonus issue, as explained 
in the Analytical Note to Table No. 50. I-A ; 
and 


Table No. 50. I-A. 


Ordinary share of 

Ratio between 
old shares and 
bonus shares 

Last 

C»«i-bonus 

Rate 

Hypothetical 

A 1 *-bonus 

Rate 

based on Last 
Oww-bonus Rate 

First 

Ear-bonus 

Rate 

Percentage 
increase or 
decrease in 
First Ear-bonus 
Rate over the 
Hypothetical 
Ear-bonus Rate 


Old Bonus 

Rs. A. 

Rs. A. 

Rs. A. 

Per cent 


1944 


Poddar Mills 

• • • 

5 

1(P) 

480 

0 

460 

0 

441 0 

—41 

1940 










Madhusudan Mills 

• ■ • 

I 

l ( P*) 

507 

8 

555 

0 

650 0 

-0-9 

Walchandnagar Industries . 

• ♦ • 

1 

l 

835 

0 

418 

0 

429 0 

2-6 

1947 










Madhusudan Mills 


2 

l 

435 

0 

290 

0 

300 0 

3-4 







0 

240 0 

121 

Mysore Mills 


3 

i 

285 

0 

214 

Wiraco . . 


1 

1 

653 

12 

327 

0 

275 0 

-15-9 

Poona Electric . 


4 

1 

205 

0 

164 

0 

170 0 

3-6 

Walchandnagar Industries . 


1 

1 

310 

0 

155 

0 

165 0 

6-4 

Bombay Dyeing . • 


I 

I 

2,070 

0 

1,035 

0 

1,030 0 

—0-4 

Century Mills . 


1 

1 

975 

0 

487 

0 

500 0 

2-0 

Simplex Mills . 


2 

1 

333 

0 

222 

0 

225 0 

1-3 

Premier Const. . 


1 

1(P**) 

271 

0 

261 

0 

264 0 

1-1 

194S 










Ahmedabad Advance 


1 

1 

565 

0 

282 

0 

270 0 

—4'2 

Coorla Mills . . . 


1 

1 

300 

0 

150 

0 

147 0 

—2-0 

Laxmi Cotton . 


1 

1 

1,590 

0 

795 

.0 

800 0 

0-6 

Minerva Mills . 


5 

1 

192 

8 

160 

0 

188 12 

17-9 

Sassoon Silk Mills 


2 

3 

77 

8 

31 

0 

29 8 

—5-0 

Shriniwas Mills . 


1 

I 

460 

0 

230 

0 

230 0 

— 

Standard Mills . 


1 

1 

580 

0 

290 

0 

250 0 

—13-7 

Vishnu Mills 


1 

1 

630 

0 

315 

0 

320 0 

1-5 

Bombay Sub. Elec. 


8 

1 

150 

10 

133 

0 

137 8 

3-3 

Poona Elec. 


7 

1 

150 

0 

131 

0 

145 0 

10-0 

Alembie Chemicals 


4 

1 

257 

8 

206 

0 

205 0 

—0-4 

Indore-Malwa Mills 


2 

3 

510 

0 

204 

0 

205 0 

0-4 

Morarji Goculdas 


1 

1(F) 

601 

4 

500 

0 

490 0 

-2-0 

P—Preference Share 

of Rs. 100. 

P*—Preference Share of Rs. 

12/8. 

p**_ 

—Preference Share of Rs. 10. 
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Table No. 50. I-A—contd. 


Ordinary share of 

Ratio between 
old shares 
and 

bonus shares 

Old Bonus 

Last 

( 'urn -bonus 
Rate 

Its. A. 

Hypothetical 

Ex- bonus 

Rate 

baser! on Last 
(’•mw -bonus Kate 

Ks. A. 

First 

Ex-bonus 

Rate 

Rs. A. 

Percentage 
increase or 
decrease in 

First Ex- bonus 

Rate over the 
Hypothetical 

Ex- bonus Rate 

Per cent 


1943 — contd. 









New Great Mills 


1 

i 

303 

0 

183 0 

175 

0 

—3-8 

Kohinoor Mills . 

. 

1 

i 

028 

0 

31 t 0 

318 

0 

1-2 

Swadeshi Mills . 

. 

1 

i 

00!) 

0 

304 0 

299 

0 

—1-9 

Century Mills 


1 

i 

531 

4 

200 0 

270 

0 

1-5 

Belapur Sugar . 


4 

i 

347 

0 

277 0 

278 

0 

— 

Premier Const. . 


1 

3(P*’) 

21!) 

8 

18') 8 

199 

0 

4-7 


1949 









Indian Mfg. Mills 

. 

1 

1(I>@> 

4,150 

0 

3,150 0 

3,025 

0 

—3-9 

Western India Spg. 

Mills .... 

1 

1(P@) 

4,070 

0 

3,070 0 

2,925 

0 

—4-7 

Wimco 

. 

7 

3 

282 

8 

197 12 

190 

4 

-0-7 

Swadeshi Mills . 

. 

4 

1 CP 

202 

0 

233 8 

240 

0 

2-7 


1950 









Bombay Dyeing 

. 

1 

l 

1,000 

0 

530 0 

540 

0 

1-8 

Morarji Goculdas 

. . . • • 

1 

2 

435 

0 

14 5 0 

144 

0 

—0-6 


1951 









Shriniwas Cotton 

. 

4 

1 

105 

0 

150 0 

177 

8 

13 4 


1952 









Elphinstone Mills 

. 

5 

1 

51 

0 

42 0 

42 

0 

— 

Simplex Mills 

. 

2 

I 

274 

0 

183 0 

185 

0 

PI 


1953 









Poison 

. 

5 

1 

111 

0 

92 0 

109 

0 

184 

Finlay Mills 

. 

4 

1 

321 

0 

257 0 

250 

0 

-2-7 

Swan Mills 


2 

1 

402 

8 

308 0 

305 

0 

—0-9 

Wiraco 


4 

1 

237 

8 

190 0 

195 

0 

20 

Simplex Mills 


3 

1 

108 

0 

120 0 

135 

0 

71 


1954 









Associated Cement . ... . 

5 

I 

170 

12 

147 0 

150 

0 

2-1 


P**—Preference Share of Its. 10. t'ii'— Preference Share ofRs. 1,000. 


Analytical Note to Table No. 50. I-A. 

The percentage increase or decrease in actual Ex- bonus Price over Hypothetical Ex-bonus Price (based 
i last Chm-bonus Price) appears in the last column cl' Table No. oO. 1-A, which may be analysed as under. 


Variation between Cum-bonus and Ex -bonus rates 

Percentage Increase in Price 

Percentage Decrease in Price ..•••••• 

Price Stationary 


No ot eases 

Total of 
IVreentages 

Average 

Percentage 

25 

; 124-0 

•i 5-0 


— 07-8 

—3-8 

3 

— 

— 

Total . . 40 

+ 50-2 

+ 1-2 
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The over-all average increase in price after the 
bonus issue is as little as 1-2 per cent. 

Individual shares in which the percentage price 
increase or decrease exceeds 10 per cent, are listed 
hereunder: — 

Number of 
Percentage transactions 

No. Ordinary shares of Increase (+) or during 

Decrease (—) year of 

per cent bonus issue 


1. 

Mysore Mills 

+ 12-1 

6 

2. 

Minerva Mills . 

+ 17-9 

15 

3. 

Poona Elec. 

+ 10-6 

26 

4. 

Shriniwas Mills 

+ 13-4 

11 

5. 

Poison 

+ 18-4 

6 


Total 

+72-4 



1. Wimco . . . —15-9 


The large drop of 15-9 per cent, in Wimco accounts 
for a fourth of the total percentage drop of 67-3 per 
cent, in 18 shares. This sharp drop in Wimco after the 
bonus issue was directly due to an exceptional factor, 
namely, the Liaquat Ali Khan Budget crisis on the 
Stock Exchange. 

Similarly, the large total percentage rise of 72-4 per 
cent, in 5 shares accounts for three-fifths of the total 
percentage rise of 124 in 25 shares. This sharp rise is 
explained by the well-known fact that the five shares in 
question are amongst those which have an extremely 
narrow or restricted market, that is, a market in which 
buyers and sellers are so few that transactions barely 
take place once a month or once in even two or three 
months (see column 4 of the sub-Table) so that there 
is no continuity in price, the variation from the last 
quoted price being large ordinarily at all times. 

If the 6 shares, in which the price variations are 
obviously the result of the foregoing peculiar or excep¬ 
tional factors, are. not taken into account, the position is 
as under: — 


Percentage Increase in Price 
Percentage Decrease in Price 
Price Stationary 


rates 


No. of cases 

Total of 
Percentages 

Average 

Percentage 

• 

■ 

20 

(25-5) 

+ 51-6 
(124-0-724) 

+ 2-6 

\ 

• 

17 

(18-1) 

. • 3 

—51-9 

(67-8-15-9) 

—31 


Total 

40 

—-0-3 

00 


The over-all average percentage variation in price eating that a bonus issue confers no significant price 

Woo ieeuo 5c in all nrdin«rv rasps, indi- advantage. 


X lie UV Cl“CUA QVCiagc v *** -o 

after the bonus issue is zero in all ordinary cases, indi- advantage. 

Table No. 50. I-B. 


Ordinary share of 

Ratio 
between 
old shares 
and 

bonus shares 

Rate on 
the date of 
intimation 
to the Stock 
Exchange 
of the bonus 
ssue 

Last 

Cum-bonus 

rate 

Percentage 
increase or 
decrease'in 
price 
between 
date of 
intimation 
of bonus 
issue and 

1 date of 
lalt Cuift- 
bonus rate 

Illustrative examples of 
percentage increase in price 
during the period 
in respect of shares 
for which there was 
no bonus issue 








Old Bonus 

Rs. A. 

Rs. 

A. 

Per cent. 

Ord. share of Per cent. 

1944 







Poddar Mills ...... 

5 1(P) 

507 8 

480 

8 

—5-3 

, 

1946 





' 

r Colaba Mill ... 23 

Madhusudau Mills ..... 

1 HP*) 

492 8 

567 

8 

15-3^ 

Tata Chemical . • 15 






' 

fKUatau Mills ... 25 

Walchandnagar Industries .... 

1 1 

730 0 

835 

0 

14-4< 

Finlay Mills ... 15 

1947 







Madhusudan Mills .... 

1 1(P*) 

590 0 

435 

0 

-26-3 


Mysore Mills ...... 

3 1 

300 0 

285 

0 

— 50 


Wimco ....... 

1 1 

705 0 

653 

12 

— 7-3 


Poona Electric ...... 

4 1 

205 0 

205 

0 


'Alcock Ashdown . . 15 

Walchandnagar Industries .... 

1 1 

290 0 

310 

0 

6-9^ 

^Vulcan Ins. ... 7 

Bombay Dyeing. 

1 1 

2,650 0 

2,070 

0 

—21-9 


Century Mills. 

1 1 

1,060 0 

975 

0 

— 8-0 

/Indore Malwa . . . 22 

Simplex Mills ...... 

2 1 

326 0 

333 

0 

2-2- 

L Central India ... 9 

Premier Const. ...... 

1 1(P*«) 

316 0 

271 

0 

—14-3 


P—Preference Share of Rs. 100. 

p*—Preference Share of Rs. 12/8. 

p**—Preference Share of Rs. 10. 

51 


1 tec/ 55 
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Table No. 50. I-B— contd. s 

Percentage 
increase or 

Rate on decrease in 

Ratio the date of price Illustrative examples of 

between intimation Last between percentage increase in price 

Ordinary share of old shares to the stock Cum-bonus date of during the period 

and Exchange rate intimation in respect of shares 

bonus shares of the bonus of bonus for which there was 

issue issue and date of no bonus issue 

last Cum- 
bonus rate 





Old 

Bonus 

Rs. 

A. 

Rs. A. 

( -**-- 

Per cent. Ord. share of 

Per cent 

1948 

Ahmedabad Advance 



1 

1 

600 

0 

565 0 

— 5-8 


Coorla Mills 



1 

I 

282 

8 

300 0 

fTndian Iron 

6-8 

10 

Laxmi Cotton . 



1 

1 

' 1,610 

0 

1,590 0 

fPoddar Mills . 

— 1-2 

7 

Minerva Mills . 



5 

1 

210 

0 

192 8 

— 8-3 


Sassoon Silk 



2 

3 

77 

8 

77 8 

-- 


Shriniwas Mills . 



1 

1 

460 

0 

460 0 

— 


Standard Mills , 



1 

1 

580 

0 

580 0 

— 


Vishnu Mills 



1 

1 

602 

8 

630 0 

f Century Mills 

4-6 

19 

Bombay Sub. Elec. . 



8 

1 

148 

12 

150 10 

L Dharamsi M. Chemical . 

f Bombay Burmnh . 

7 

5 

Poon Elec. 


• 

7 

1 K 

150 

0 

150 0 

f Ajmer Elec. . , , 

3 

Alembic Chemicals . 


• • 

4 

1 

243 

12 

257 8 

fWalchandnagar Industries 
5'6<j 

17 

Indore-Malwa Mills , 


• • 

2 

3 

497 

8 

510 0 

(_New City Mills 
f Colaba Mills , 

2-rJ 

9 

20 

Morarji Goculdas . . 


• • 

1 

1(P) 

527 

8 

601 4 

f Alcock Ashdown . 

fA. C. C. 

13*9<! 1 

12 

18 

New Great Mills 


• • 

1 

I 

396 

0 

363 0 

fEIphinstone Mills 

—8-3 

16 

Kohinor Mills . . . 


• ■ 

1 

I 

603 

0 

628 0 

f Bombay Steam . 

4-1-f 

11 

Swadeshi Mills . . , 



I 

1 

661 

0 

609 0 

pPoddar Mills 

—7.8 

5 

Century Mills . , . 


• • 

1 

1 

527 

8 

531 4 

fTata Oil 

0-7 <; 

7 

Belapur Sugar . . . 


• • 

4 

1 

344 

0 

347 0 

f Finlay Mills , 

fTata Power . , 

0-8 <j 

5 

15 

Premier Const. 


, . 

1 

3(P**) 

238 

0 

219 8 

f Andhra Valley 

— 7-7 

4 

1949 

Indian Mfg. Mills 


• 

1 

1(P@) 

4,150 

0 

4,150 0 

_ 


Western India Spg. Mills 

• 

• 

1 

1(P@) 

4,070 

0 

4,070 0 

— 


Wimco .... 

. 

, f 

7 

3 

257 

8 

282 8 

f Indian Iron . , 

9-7<{ 

20 

Swadeshi Mills . 


, t 

4 

1 

294 

8 

292 0 

f Central Bank , , 

— 0-8 

10 

1950 

Bombay Dyeing 



1 

I 

963 

12 

1.060 0 

f New Great Mills , 

9-9«{ 

25 

Morarji Goculdas 

. 

, 

1 

2 

446 

4 

435 0 

f Century Mills . . 

— 2-5 

12 

1951 

Shriniwas Cotton 

• 

• 

4 

1 

195 

0 

195 0 

— 



P Preference share of Rs. 100, P**—Preference Share of Rs. 10, P@—Preference Share of Rs. 1,000. 
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TABLE No. 50 I-A— contd. 


Ordinary share of 



Rate on 


Percentage 
increase or 
decrease in 


Ratio 

the date of 


price 

Illustrative examples of 

' between 

intimation 

Last 

between 

percentage increase in price 

old shares 

to the Stock 

Cum-bonus 

date of 

during the period 

and 

Exchange 

rate 

intimation 

in respect of shares 

bonus shares of the bonus 


of bonus 
issue and 
date of 
last cum- 
bonus rate 

for which there was 
no bonus issue 














Old 

Bonus 

Rs. 

A. 

Rs. 

A. 

Per cent. Ord, Share of 

“ i 

Per cent. 


7952 









Elphinstone Mills 

• 

. 5 

i 

52 

0 

51 

0 

— 2-0 


Simplex Mills 

1953 

2 

i 

257 

0 

274 

0 

fShivrajpnr . 

6-6-< 

(^Finlay Mills . . , 

22 

9 

Poison 

• 

. . . 5 

i 

111 

0 

111 

0 

— 


Finlay Mills 

• 

. . . i 

i 

320 

0 

321 

0 

— 


Swan Mills 

• 

. 2 

i 

435 

0 

462 

8 

f National Rayon . 

6-3-4 

[_Gokak Mills , 

8 

7 

Wimco 

• 

. 4 

i 

230 

0 

237 

8 

("Scindia , . . 

3'2 ■( 

Tata Chemical . . 

9 

7 

Simplex Mills . 

1954 

, 3 


180 

0 

108 

0 

— 6-6 


Associated Cement 

• 

. 5 

i w 

18(5 

12 

176 

12 

— 5-3 



( h ) that, eliminating these few exceptional items, 
the variation in price is about 2-5 per cent, 
to 3 per cent, in either direction with an 
over-all average percentage price variation 
equal to zero, indicating that the price varia¬ 
tion following a bonus issue has no special 
significance but merely represents the normal 
fluctuation that takes place between any two 
dates in the price of any share irrespective 
of whether there is a bonus issue attached to 
it or not. 

These conclusions are confirmed in the following para¬ 
graph where the analysis is elaborated in greater detail. 

50. 3-A. Variation in Value Between Dates of Bonus 
Issue Announcement and Last Cum-Bonus Rate .—It has 
been suggested that the last Cum-bonus rate itself is 
the result of adjustments that take place in the period 
following the announcement of the bonus issue and that 
therefore the advantage of the rise in prices accruing 
from the bonus issue should be measured with reference 
to these adjustments. Table No. 50 I-B (pp. 6-7) records 
the change in rates between the date on which intima¬ 
tion of the bonus issue was given to the Stock Exchange 
and the date of the last Cum-bonus rate. The percent¬ 
age rise or fall in prices is worked out in column 5 and 
against those shares in which there has been a rise are 
set out in the last column a few illustrative examples 
of price increase in other shares quoted on the Exchange 
in respect of which there were no bonus issues. Like 
Table No. 50. I-A, Table No. 50. I-B also indicates— 

(a) that, after the date of intimation of the bonus 

issue, prices have moved both ways, up as well 
as down ; 

(b) that in 18 out of 46, that is, 39 per cent, of 

the cases, prices have gone up ; 

(c) that of the remaining 28, that is, 61 per cent, of 

the cases, in 10 cases prices have remained 
stationary and in the other 18 cases prices 
have gone down ; 

(d) that the range of fluctuation in either direction 

has been from +15 per cent, to —26 per 
cent.; 

(e) that the average rise in price has been 6-4 per 

cent, and the average fall 8 per cent., with 
an over-all average percentage price varia¬ 
tion of as little as—i per cent., indicating 
that the price variation following the an¬ 
nouncement of a bonus issue has no special 


significance but merely represents the normal 
fluctuation that takes place between any two 
dates in the price of any share irrespective 
of whether it carries a bonus issue or not; 
and 

(f) that this conclusion corresponds to actual mar¬ 
ket experience because, in each case when 
there has been a percentage increase in the 
value of a share following upon the an¬ 
nouncement of a bonus issue, prices of some 
other shares quoted on the Exchange but not 
carrying any bonus issue have also witnessed 
a parallel rise over exactly the same period, 
confirming the fact that the price increase 
is not the result of the bonus issue but of 
market factors that are constantly in opera¬ 
tion irrespective of whether there is a bonus 
issue or not. 

50. +A. Bonus Issue confers no significant Price 
Advantage .—The inference that can be drawn from the 
foregoing paragraphs is the obvious one. Fundament¬ 
ally, from the financial point of view, a bonus issue 
makes no inevitable addition to the intrinsic value of the 
share to which it is attached. Prices sometimes rise 
and sometimes fall after a bonus issue and the rise or 
fall is the outcome of a large number of factors. Some 
of these factors are capricious, emotional and unoredict- 
able, others relate to the progress of industry, earnings 
of individual companies and the like, and yet others 
are of long-term duration such as the trade cycle, varia¬ 
tions in interest rates, change in money values, etc. It 
is not as if the fact of the bonus issue escapes the 
vigilant eyes of the market crowd, ever on the watch 
for what are, after all, such “juicy bits” from the 
psychological point of view. Some propagate the view 
that the Company’s position must have been stabilised 
and that there is‘a prospect of future improvement and 
better results. Others may hold the outlook to be un¬ 
satisfactory and fear a cut in dividends because undis¬ 
tributed profits once capitalised cannot be drawn upon 
in the future for dividend distribution. Simultaneous¬ 
ly, a medley of other influences is at work. A “ shop ” 
may be buying or unloading the share and a number 
of people engaged in market operations some on the 
bull and the others on the bear tack. The pattern of 
price fluctuations depends entirely on how the long¬ 
term trend, the intermediate trend, the cyclical trend, 
the secondary trend and the tertiary trend happen to 
coincide at a particular moment of time or on particular 
dates The particular and the general causes are so 
completely inter-mingled in the price of a share^that 
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it is impossible to isolate the precise psychological in¬ 
fluence of a bonus issue and claim for it a determined 
and well-defined price advantage which can be measured 
in practice and made the subject matter of a special 

tax. Any such attempt is therefore bound to be 

arbitrary and wholly misconceived. 

50. 5-A. Variation in Dividend paid before and 
after Bonus Issue .—The second point put forward in 
connection with a bonus issue is that the combined 

dividend on the Ex-bonus share and on that portion of 

the bonus issue to which it is entitled is always higher 
than the dividend paid previous to the bonus issue, and 
further that, the dividend is so much higher that, if the 
same total amount were distributed without making a 
bonus issue, it would raise the rate of dividend per 
share to a level that would not be tolerated by public 
opinion. Table No. 50 I-C (pp-10-11) records the 
dividend per share paid during the year immediately 
preceding the date of the bonus issue and the combined 
dividend paid on the Ex-bonus share and on the pro¬ 
portionate portion of the bonus issue attached to it 
during the year immediately following the date of the 
bonus issue. The percentage increase or decrease in 
dividend is worked out in column 5 and in the last 
column there appear a few illustrative examples of a 
parallel percentage increase in dividends during the 


same period on other shares quoted on the Exchange in 
respect of which there were no bonus issues. As in the 
case of other Tables, Table No. 50. I-C also indicates— 

(a) that, after the bonus issue, dividends have 

moved both ways, up as well as down ; 

(b) that, in 24 out of 45, that is, 53 per cent, of 

the cases, dividends have gone up; 

(c) that of the remaining 21 that is 4? per cent, of 

the cases, m 10 cases dividends have remained 
stationary and in the other 11 cases dividends 
have gone down ; 

(d) that, in cases where dividends have gone up, 

by and large the increase has been moderate ; 
and 

(e) that, even in comparison with cases where the 

percentage increase has been large, there are 
other shares also quoted on the Exchange 
but not carrying a bonus issue in respect of 
which as well dividends have recorded a 
parallel percentage increase during the same 
period, indicating that there is nothing so 
extraordinary in a high rate of dividend per 
share as to cause shareholders to make a 
bonus issue with the object of avoiding so- 
called public censure. 


TABLE No 50. 1-C. 


Ordinary share of 


Dividend on 
Cum-bonus 
Ratio jjj Ordinary 
between share in 
old sharesj year 

and immediately 
bonus shares preceding 
date of 
bonus issue 


Combined 
div. on 
Etr-bonus 
Ord. share 
plus div- 
on propor¬ 
tionate 
portion of 
bonus issue 
in year 
immediately 
following 
date of 
bonus issue 


Perec ntage 
increase or 
dooreaso in 
the 

dividend 

following 

tlio 

bonus issue 


Illustrative examples of 
■percentage increase in dividend 
during the period 
on shares in respect 
of which there was 
no bonus issue 






Old 

Bonus 

Rs. 

A. 

Rs. 

A. 

Percent. 

Ord. share of 

Per cent. 

1044 











‘Edward Textiles . 

50 











1 

Swadeshi Mills 

40 

Po.ldar Mills 


• 

• 

5 

1 (P) 

10 

0 

10 

13 

1 

Finlay Mills . 

25 












[^Premier Const. 

14 

mo 











'Khandesh Mills 

200 












Morarji Goculdas . 

108 

Madhusudan Mills 




i 

1(P*) 

7 

8 

19 

4 

156 < 

Bombay Burmah . 

33 

Walehandnagar Industries . 




i 

1 

24 

11 

6 

3 

— 75 

Dharamsi M. Chemical 

33 

1947 











Kohinoor Mills 

24 

Madhusudan Mills 




o 

1 

18 

12 

22 

8 

20 

'Colaba Mills 

117 

Mysore Mills 




3 

1 

15 

0 

16 

0 

7 

Edward Textiles . 

100 

Wimco .... 




1 

1 

12 

0 

24 

0 

100 

Tata Mills . 

100 

Poona Electric . 




4 

1 

9 

0 

10 

4 

14 

Phoenix Mills 

67 

Walehandnagar Industries . 




1 

1 

6 

3 

20 

0 

222 

r New Great Mills . 

40 

Bombay Dyeing 




1 

1 

65 

0 

60 

0 

- 74 

Laxmi Cotton 

33 

Century. Mills 




1 

1 

23 

0 

46 

0 

100 

► Belapur Sugar 

33 

Simplex Mills . . 




2 

1 

15 

0 

15 

0 

— 

Bombay Burmah . 

25 

Premier Const. . 




1 

1(P*») 

- 


0 

7 

— 

Broach Electric 

17 

1948 













Ahmedabad Advance 




1 

1 

13 

0 

20 

0 

54 

"Broach Electric 

100 

Coorla Mills 




1 

1 

15 

0 

15 

0 


Indian Iron . 

100 

Lax mi Cotton Mills 




1 

1 

100 

0 

75 

0 

— 25 

Central India. 

S3 

Minerva Mills 




5 

1 

12 

0 

11 

6 

— 5 

Empire Insurance 

50 

Sassoon Silk Mills 




2 

3 

3 

0 

3 

7 

15 

Hindustan Safe Deposit 

50 

Shriniwas Mills . 




1 

1 

25 

0 

25 

0 

— 



.Standard Mills . 




1 

1 

25 

0 

27 

8 

10 

Indian Mfg. Mills . 

40 


P—Preference Share of Rs.100. P*—Preference share of Rs. 12/8. P*—Preference Share of Rs. 10. 
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TABLE No. 50 I. C—contd. 



Ratio 

Dividend on 
Cum-bonus 
Ordinary 

Combined 
div. on 
fo-bonus 
Ord. share 
plus div. 
on propor¬ 

Percentage 
increase or 
decrease in 

Illustrative examples of 


between 

share in 

tionate 

the 

percentage increase in dividend 

Ordinary share of 

old shares 

year 

portion of 

dividend 

during the period 

and 

immediately 

bonus issue 

following 

on shares in respect 


bonus shares 

preceding 

in year 

the 

of which there was 



date of 
bonus issue 

immediately 
following 
date of 
bonus issue 

bonus issue 

no bonus issue 


1848 —contd. 

Vishnu Mills . . . 

Bombay Sub. Elec. . , 

Poona Elec. 

Alembic Chemicals . 

Indore-Malwa Mills . 

Morarji Goouldas 
New Groat Mills 
Kohinoor Mills . 

Swadeshi Mills . 

Century Mills . . 

Belapur Sugar . 

Premier Const. . 

1949 

Indian Mfg. Mills 
Western India Spg. Mills . 
Wimeo .... 
Swadeshi Mills . . . 


1950 


Bombay Dyeing 
Morarji Goculdas 

1951 


Shriniwas Mills . . 

1952 

Elphinstone Mills . 

Simplex Mills 

1953 

Poison . . . 

Finlay Mills . . 

Swan Mills . , 

Wimeo . . . 

Simplex Mills . . 

1954 

Associated Cement 


d Bonus 

Rs. A. 

Rs- A. 

Per cent. 

Ord. share of 

Per 

cent. 

1 1 

28 0 

25 0 

“ 1° f 



8 1 

7 0 

7 14 

12 | 

S. Madras Elcc. * 

• 

36 

7 1 

9 0 

10 5 

14 

Indian Bleaching . 


33 

4 1 

15 0 

15 0 

— 

British India General Ins. 

33 

2 3 

20 0 

20 0 

— 




1 1(P) 

22 0 

24 0 

9< 

Bcrar Mills . 

• 

20 

1 1 

10 0 

13 12 

37 i 

Model Mills . 


20 

1 1 

18 0 

20 4 

124 

Associated Cement 


20 

1 1 

22 0 

24 8 

11 




1 1 

23 0 

15 0 

— 35 

Aleock Ashdown . 


17 

4 1 

12 0 

10 7 

— 13 

Moyer Mills . 


t 

1 3(P**) 

— 

4 11 

t 

^Bradbury Mills 


t 

1 1(P@) 

175 0 

175 0 

— 

"Jost’s Eng. . 


150 

1 1(P@) 

175 0 

175 0 

— 

Dliaramai M. Chemical 


50 

7 3 

12 0 

9 0 

— 33 -< 

Indian Cements . 


37 

4 1 

12 4 

17 8 

43 

Indian Iron . 


33 





j 

l^Khatau Mills 


30 





j" Bradbury Mills 


400 





| Mysore Mills 


133 

1 1 

35 0 

27 8 

- 22< 





| Kohinoor Mills 


107 

1 3 

20 0 

44 8 

1224 

(^Century Mills 


47 





'Simplex Mills 


100 





Model Mills . 


50 

4 1 

12 8 

17 8 

40 

| Tata Oil Mills 


50 





Finlay Mills . . 


36 





f Tata Mills . 

1 


100 





| India United 


40 

5 1 

4 0 

3 9 

— 11 

| Kohinoor Mills 


39 

3 1 

22 0 

24 0 

9 

(^Sassoon Cotton 


33 

5 1 

9 0 

10 13 

20 f Central India 


150 

4 1 

20 0 

20 0 

— 

j Shivrajpur . 


114 

2 1 

30 0 

30 0 

— 

j 

| Gokak Mills . 

| Scindia 


57 

4 1 

11 0 

13 12 

25 


50 

3 1 

15 0 

14 11 

— 2 

j 

| New Union . 

j 


25 





1 Sassoon Cotton . 


25 


5 1 9 8 


Dividend not yet announced 


P—-Preference Share of Rs. 100. P**—-Preference Share of Rs. 10. P@—Preference Share of Rs. 1,000. f -No dividend in the 
previous year. 












50. 6-A. Bonus Issue confers no significant Dividend 
Advantage. —It is apparent from the foregoing that 
dividends subsequent to a bonus issue have some¬ 
times gone up and sometimes gone down and further 
that those Companies which made bonus issues and 
paid larger dividends (i.e., on the Ex-bonus original 
share and the proportionate portion of the bonus issue 
attached to it) could also have paid the same total 
amount of dividend without making a bonus issue by 
merely stepping up tne rate of dividend per share 
exactly in the same way as the other Companies actual¬ 
ly did. It therefore cannot be claimed that a bonus 
issue confers any special dividend advantage on share¬ 
holders which they otherwise do not or would not have, 
dividends are a function not of bonus issue 
but of profits and the suggestion impugn¬ 
ed apparently springs from a misapprehen¬ 
sion of, or an ideological predilection against, industrial 
profits and dividends. In conditions of free competition, 
the trend of profits and dividends regulates the growth 
of industry and in a sense epitomises the prospects of 
future progress and expansion. Large dividends can be 
declared by a Company after making appropriate provi¬ 
sions only if the profits are .sufficiently large and such 
good profits made by a Company in a competitive and 
free market economy are a sign of efficiency and vigor¬ 
ous health. For this it deserves to be congratualted and 
not to be condemned at the bar of public opinion which 
is what seems to be the popular pastime of politicians 
today. Let it be clearly understood that there is noth¬ 
ing wrong or immoral about such profits earned through 
dynamic initiative and efficiency and a courageous 
acceptance of risks—for it is out of such profits that 
the highest taxes are paid without which the State can¬ 
not function and again it is out of such profits that the 
productive capacity of the country is enlarged creating 
opportunities of employment and further economic 
development. In fact, profits and dividends go up as 
often as they go down irrespective of whether there is 
a bonus issue or not and to single out bonus issues for 
a special tax on the ground of some so-called dividend 
advantage to shareholders is nothing more and nothing 
less than to impose a special tax on investment and in¬ 
vestors. Perhaps no other tax proposal could be less 
desirable or more injurious at the present stage of the 
country’s economic development because putting money 
in share is but a means to an end, which is risk-taking 
in the field of industrial enterprise. For the commun¬ 
ity’s sake, it is well that equity holders should strive 
(and at times succeed) for the profits that are to be 
won—after all, not without dust and heat. 

50. 7-A. Change in Legal Position After Bonus 
Issue .—It has been shown above that a bonus issue 
merely represents a book entry whereby the amount 
previously standing under the head reserves appears in 
the balance sheet under the head capital and that this 
implies no change from the financial point of view. 
However, from the legal point of view, there are (wo 
implications and these may be examined. The reserves 
consist of profits belonging to shareholders which have 
been earned in the past but which have not been 
distributed as dividend though they have been fully 
taxed with income-tax at the maximum rate as well as 
super-tax from year to year as they have accrued. Such 
reserves remain available for paying dividends in subse¬ 
quent years when times are bad or when the share¬ 
holders so choose. But when these reserves are 
capitalised by a bonus issue, they become a part of the 
capital of the company. As such, they cease to be 
available for distribution because in law the capital of 
a company cannot be reduced or drawn upon for pay¬ 
ing dividends to shareholders. A bonus issue, there¬ 
fore, restricts in this manner an important legal right 
of the shareholders. At the same time, however, it 
puts the seal on the legal title of the shareholders to 
assets to which they are fully entitled in equity, in the 
same way as by registering the shares with the com¬ 
pany in his name a purchaser of shares completes his 
legal title to the property that belongs to him in equity. 
Just as the purchaser of shares, by registering them, 
makes his equitable title secure from doubt and safe¬ 
guards himself against harassment in the future, so also 
by making a bonus issue the equity holders’ interest in 
the equity of the company is safeguarded in law against 
possible piracy and expropriation in the future under 
the pressure of power politics. The Cawnpore Electric 
Supply Corporation award which was set aside by the 
Allahabad High Court and the more recent Madras 
Electric Tramways award which is under appeal before 
the Appellate Tribunal are striking instances of how 
easily the equity of the equity holders in a company 
can be destroyed. The point has been dealt with in 
para. 22.8 ( h ) of the answer to Question 22 in Part I 
of the Questionnaire, where the subject of saving, in¬ 
vestment and progress of joint stock enterprise in rela¬ 
tion to the economic development of the country has 
been discussed in some detail. It may be, therefore, con¬ 
cluded that from the legal point of view— 

(a) a bonus issue does not so much create a new 
right as it enables shareholders to assure 


themselves of legal protection of their exist¬ 
ing equitable rights ; and that 

(b) it entails, at the same time, a measure of re¬ 
striction on shareholders in that the reserves 
once crystallised as capital cease to be avail¬ 
able for dividend distribution in future years 
because in law capital cannot be reduced or 
drawn upon for paying dividends. 

The right to property has been recognised as a funda¬ 
mental right of the citizen under Article 31 of the Con¬ 
stitution, and the investor is entitled to assume, and 
has the right to expect, at least that much of minimum 
protection in law lor his property as comprehended in 
a bonus issue, as is generally available to holders of 
property in any other form. Accordingly, to levy, a 
special tax on bonus issues on the ground of some 
special so-called legal advantage is to discriminate 
against investors and shareholders, who on the contrary 
deserve, and should be given, active tax relief and con¬ 
cessions to promote and accelerate the process of capital 
formation without which there can be no rapid econo¬ 
mic progress. 

50. 8-A. Disposal of Shareholding after Bonus issue. 
—Lastly, it is put forward that the issue of bonus shares 
confers a special advantage on a shareholder in the 
sense that he is able to dispose of a part of his holding 
without disposing of his entire holding in the Company. 
The suggestion is based on some misunderstanding. The 
facility of disposing of any part or the whole of his 
holding is always available to all shareholders at all 
times in all shares irrespective of whether there is a 
bonus issue or no bonus issue. The Stock Exchange 
exists as an institution precisely for this purpose and 
the liquidity it imparts to shareholdings is acknowledg¬ 
ed to be one of its primary and most important func¬ 
tions. The proposition that has been advanced perhaps 
holds true in that extreme case when an investor owns 
no more than one single share of a Company so that 
when he sells it off on the Stock Exchange he ceases to 
retain his interest in the Company. A bonus issue 
would enable such a shareholder, it he is desirous of 
reducing his stake in the Company, to dispose of a 
part of his holding which otherwise he would 
not be in a position to do. But barring such 
stray and solitary examples, when the holding of an 
investor consists of two or more shares—and this is 
the case with almost all investors—, he can always sell 
off any part of his holding on the Stock Exchange. It 
is a fact of daily experience that shareholders do that 
with ease at a time or from time to time whenever they 
please and this happens in the case of all shares irres¬ 
pective of whether there is a bonus issue or not. It 
follows that bonus shares confer no special advantage 
on shareholders in the matter of disposing of their hold¬ 
ings, as is sometimes claimed. 

50. 9-A. Conclusion. —-The main conclusions emerg¬ 
ing from the foregoing analysis may be briefly stated :/— 

(a) The profits of a Company are subject to income- 
tax at the maximum rate as well as super¬ 
tax in the year in which they are earned. 

(5) The profits so taxed but not distributed among 
shareholders as dividend are carried to re¬ 
serves and enter into the price at which the 
shares of the Company are bought and sold 
by the public on the Stock Exchange. 

(c) A bonus issue capitalises the reserves, that is, 

a book entry is passed whereby the amount 
of undistributed profits previously standing 
under the head ‘ reserves ’ appear in the 
balance sheet under the head ‘ capital ’—which 
represents a change in form but not in sub¬ 
stance us the assets continue to remain with 
the Company. 

(d) Accordingly, a bonus issue confers on share¬ 

holders no special price advantage which 
they do not otherwise have in respect of 
shares not carrying a bonus issue. In actual 
fact, it is the experience that prices go down 
as often as they go up after a bonus issue 
exactly in the same manner as prices of 
shares not carrying a bonus issue, the move¬ 
ment in either direction depending on the 
state of the economy and the complex of 
long, medium and short term factors that are 
constantly at work on the Stock Exchange. 

(e) Similarly, a bonus issue confers on shareholders 

no special dividend advantage which they do 
not otherwise have in respect of shares not 
carrying a bonus issue. As in the case of 
prices, it is the experience in actual fact that 
dividends go down as often as they go up 
after a bonus issue exactly in the same man¬ 
ner a; dividends on shares not carrying a 
bonus issue, the movement in either direc¬ 
tion depending on innumerable factors com¬ 
prising the state of the economy, the profit- 
abilitj of industry, the earnings of the parti- 
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cular concern, and the like. In conditions of 
a competitive and free market economy, there 
is nothing wrong or immoral, but on the 
contrary much to commend and, welcome, 
when good dividends are paid by a Company 
as a result of larger profits earned through 
initiative, efficiency and bold acceptance of 
risks—for it is out of such profits that the 
highest taxes are paid without which the 
State cannot function and again it is out of 
such profits that the productive capacity of 
the country is enlarged, creating opportun¬ 
ities of employment and further economic 
development. 

(/) From the legal point of view, a bonus issue does 
not so much create a new right as it enables 
shareholders to assure themselves of legal 
protection of their existing equitable rights 
by completing their title to the fully taxed 
but undistributed reserves that belong to 
them in equity, so that such assets, accumu¬ 
lated over years or acquired by them on the 
Stock Exchange for valuable consideration, 
are not pirated or expropriated at a future 
date under the pressure of power politics. 
The bonus issue, at the same time, entails a 
measure of restriction on shareholders in that 
the reserves once crystallised as capital cease 
to be available for dividend distribution in 
future years because in law capital cannot be 
reduced or drawn upon for paying dividends. 

( g ) Lastly, from the point of view of marketability, 
a bonus issue does not confer any special 
advantage on a shareholder in the matter of 
enabling him to dispose of a part of his hold- 


progress and expansion of the country’s eco¬ 
nomic development depends. 

NOTE ON “BUYING ” OF SPECULATION LOSSES 

1. The Problem and its Magnitude.—The problem of 

buying speculation losses assumes significance from the 
point of view of income-tax evasion only when— 

(a) an assessee claims set-off of speculation loss 

against other income ; 

(b) the assessee’s other income is large ; and 

(c) the proportion of speculation loss to other 

income is large. 

Such cases can be picked out at sight and this at once 
limits the field of special investigation to a relatively 
small percentage of the total number of cases. 

2. Object of Investigation and the Crucial Test. —The 

object of the special investigation is to determine whether 
the large speculation losses claimed by an assessee are— 

(a) genuine ; or 

(b) bogus. 

A speculation loss results in the ordinary course when 
a purchase is made at a higher price than the sale or 
what is the same thing when a sale is made at a lower 
price than the purchase, the sequence whether the pur¬ 
chase comes first or the sale being immaterial. As will 
be shown presently, the test to determine whether the 
speculation loss claimed is genuine or bogus is whether 
the purchase and sale contracts resulting in the large 
speculation loss are supported by corresponding transac¬ 
tions in the market with other brokers. If they are, the 
loss is genuine ; if they are not, the presumption should 
be that the loss is bogus unless the assessee produces 
irrefutable evidence to the contrary. 


ing without disposing of his entire holding in 
the Company. As is well known, this facility 
is always available on the Stock Exchange to 
all shareholders at all times in respect of all 
shares irrespective of whether they carry a 
bonus issue or not. 

(h) It follows that there is no determined or ascer¬ 

tainable gain or unearned increment in price 
and/or dividend that bonus shares deliver to 
equity-holders automatically and inevitably, 
which could be made the subject matter of 
a special tax except on a fictitious and entire¬ 
ly arbitrary basis. 

(i) Further, even assuming that there were any 

price, dividend or similar gain or advantage 
to shareholders following on a bonus issue, 
it would be nevertheless grossly inequitable 
to subject it to a special extra tax. The 
bonus issue itself is wholly constituted of 
accumulated undistributed profits which have 
been taxed from year to year not only with 
super-tax but also with income-tax at the 


3. Genuine Speculation Losses—Process and Proof._ 

Imagine that Assessee A places a bonafide order for 
purchase or sale with Broker X. When executing the 
older, Broker X in turn enters into a corresponding 
transaction in the market with Broker Y. Broker X 
then issues a contract note in the name of Assessee A 
against which there is the corresponding “Bazaar” 
contract between Brokers X and Y. Subsequently, 
Assessee A places a bonafide cross order for sale or 
purchase. Thereupon, Broker B executes the order in 
the market by entering into a corresponding transaction 
with Broker Z. Here again Broker X issues a contract 
note m the name of Assessee A against which there is 
the corresponding “Bazaar” contract between Brokers 
X and Z. If the purchase and sale made by Assessee A 
have resulted in a loss, that loss is genuine. Not only 
will there be contract notes issued by Broker X in the 
name of Assessee A but there will also be in support 
coi responding transactions in the market between 
Broker X on the one hand and Brokers Y and Z on the 
other This will establish the fact that the speculation 
loss claimed by Assessee A is genuine 


full rate in respect of which no refund or 
credit is received by the shareholders as they 
would have received had the profits, instead 
of being accumulated, been distributed as 
dividend amongst them. The tax so paid, 
equivalent at the present rate of income-tax 
to 33 per cent, of the value of the entire bonus 
share, must exceed by far the whole of what¬ 
ever increment or advantage in price, divi¬ 
dend or otherwise a bonus issue is claimed 


4. Bogus Speculation Losses.—Bogus speculation 
losses, if claimed by Assessee A, cannot be supported by 
market transactions corresponding to the purchase and 
sale contract notes issued in his name by Broker X. 
Foi purposes of analysis, such bogus losses may be 
considered under two heads ; 

(a) Paper losses artificially raised in Assessee A’s 
account by means of fictitious entries and 
contract notes ; and 


to confer on the shareholders. Any further 
tax, if levied, would therefore fall not on the 
assumed increment, even if it be deemed to 
accrue, but on capital itself. 

( j) On the other hand, if bonus shares are treated 

as a part of the shareholder’s income and 
taxed accordingly, that would be to tax a 
second time those very profits which, as 
pointed out in (i) above, have been taxed with 
income-tax at the full rate as well as with 
super-tax. Added to that would be another 
gross inequity, namely, that undistributed 
taxed profits earned and accumulated over a 
number of years would be impressed in a 
lump sum to income-tax and super-tax again 
in one single year, with all that must inevitab¬ 
ly mean in terms of tax rating and the total 
tax exacted. 

(k) It may be, therefore, concluded that a tax on 

bonus issues would be a tax not on income, 
nor again a tax on capital gains or profits, but 
a tax on capital itself, a tax on capital form¬ 
ed out of profits which themselves have been 
regularly taxed from year to year at the full 
rate of income-tax plus super-tax, a capital 
tax besides not levied generally but in un¬ 
warranted discrimination against a 
small group of investors, and in particular 
the small and middle-class shareholders, who 
have employed their savings gainfully in joint 
stock enterprise on which so much of the 


(b) Transfer of real losses from the person incur¬ 
ring such loss, say, B to Assessee A. 

5. Paper Speculation Losses—Method and Detection. 

—Assessee A may claim speculation losses which have 
never really occurred and for this he takes the help of 
Broker X. As a loss arises only when the purchase rate 
is higher than the sale rate, old market quotations are 
scrutinized and two dates are selected—one on which 
the rate was high and the other on which the rate was 
low. Broker X then issues two contract notes in the 
name of Assessee A, a purchase contract for a given 
number of shares as of the date on which the rate was 
high and a sale contract for the same number of shares 
as of the date on which the rate was low. As the opera¬ 
tion is an after-thought, there are and can be no corre¬ 
sponding transactions in the market with other brokers 
on the dates appearing on the spurious contract notes. 
Broker X has, therefore, to issue contracts to Assessee A 
either as principal to principal (in which case his own 
name occurs against the contracts issued in the name of 
Assessee A) or as agent to principal (in which case he 
is compelled to put the name of some other constituent, 
real or imaginary, against the contracts issued in the 
name of Assessee A). In neither case"can the name of 
a “ Bazaar ” party, that is, of another broker appear 
against the purchase and sale contract notes issued to 
Assessee A because in fact on the dates in question 
corresponding transactions have not been entered into 
by Broker X in the market with other brokers, say, Y 
or Z. Such bogus paper losses can be, therefore, imme¬ 
diately detected. 
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6. Transfer of Beal Speculation Losses—Method and 
Detection. —A genuine speculation loss may be suffered 
by a person, say, B and it may be “ bought ” by Assessee 
A through the help of Broker X- Since B’s loss is 
genuine, there are corresponding purchase and sale 
transactions in the market so far as B is concerned. 
When B places his first order, whether of purchase or 
sale, Broker X executes it in the market with Broker Y 
and then issues a contract note in the name of B. The 
contract note cannot possibly be issued on that date in 
the name of Assessee A because when B places the first 
order with Broker X he does so in the expectation of 
making a profit and not with a view to incurring a loss 
for the purpose of “ selling ” it off to Assessee A at a 
later date. When B places his subsequent closing out 
order, that cross order is also executed by Broker X in 
the market with, say, Broker Z. Since the profit or 
loss stands determined on the execution of the closing 
out order, if B’s business has resulted in a loss, he may 
“ sell ” off such loss to Assessee A there and then or a 
little later. If he “ sells ” off the loss immediately, 
instead of the contract note being issued by Broker X 
in the name of B, it may be arranged by B with Broker 
X to have such contract note issued in the name of 
Assessee A. Accordingly, two alternative positions may 
arise : 

(i) Broker X issues first contract in the name of 

B and the subsequent closing out contract also 
in the name of B (both these contracts being 
supported by corresponding transactions in 
the market) ; or 

(ii) Broker X issues first contract in the name of B 

and the subsequent closing out contract in the 
name of Assessee A (both these contracts being 
supported by corresponding transactions in 
the market). 

If the position is as in (i) above, Assessee A is nowhere 
in the picture when B actually sustains the loss. The 
loss is later transferred from B to Assessee A and this 
is an after-thought. B is shown by Broker X to make 
a paper profit to cancel out the real loss sustained by 
him and that paper profit of B is at the expense of 
Assessee A who is shown by Broker X as making a 
paper loss. For the purpose of this paper profit and 
loss, the process of selecting appropriate dates and rates 
and passing fictitious contract notes has to be gone 
through in the manner explained in Para. 5 above. But 
as pointed out in that paragraph, since the fictitious con¬ 
tract notes issued by Broker X in the name of Assessee A 
will not be supported by corresponding transactions in 
the market with other brokers, the fraud will be easily 
detected. If the position is as in (ii) above, it is true 
that the second closing out contract will not have to be 


transferred from B to Assessee A. But since the firstj 
contract issued by Broker X is in the name of B, at least 
this contract will have to be transferred. The fictitious 
contract issued for this purpose by Broker X to Assessee 
A will carry against it the name of B and will not be 
supported by the names of “ Bazaar ” parties as there 
will be no corresponding transactions in the open market 
with other brokers as far as Assessee A is concerned. 
No matter then whether B “ sells ” his speculation loss 
to Assessee A immediately after it is incurred or at a 
later stage, concealment will not be possible and the 
fraud will stand fully exposed. 

7. Con elusions.—The conclusions can be briefly 
stated :— 

(i) To disallow all speculation losses as at present 

is to hit 75 per cent, to 80 per cent, of the 
bonafide trade. This is neither fair nor equit¬ 
able, nor is it desirable as it is bound to do 
irreparable damage to the effective function¬ 
ing of forward markets. 

(ii) Substantial evasion of income-tax through pur¬ 

chase of speculation losses is limited to a 
relatively very small percentage of the total 
number of cases. As their distinguishing 
characteristic is large claims for speculation 
losses as set-off against other income, suspi¬ 
cious cases can be easily picked out at sight 
for special investigation. 

(iii) Successful investigation of such suspicious 

cases should not present any insuperable 
difficulties, the speculation losses claimed be¬ 
ing in general disallowed if the relative pur¬ 
chase and sale contracts are not found to be 
supported in the books of the brokers concern¬ 
ed by corresponding transactions in the open 
market with other “ Bazaar ” parties, that is, 
brother brokers. 

(iv) The problem, therefore, is one of efficient and 

honest administration. Draconian measures 
of the kind embodied in the recent amend¬ 
ments to Section 24(1) of the Indian Income- 
tax Act will not stop the evil (which, in a 
sense, will lie legalised) but will ruin bonafide 
trade which in turn will also involve a substan¬ 
tial loss of revenue as there will be a steep fall 
in the quantum of speculation gains earned 
on which income-tax is being collected at 
present. 

(v) It follows from the foregoing that the amend¬ 
ments recently made in Section 24(1) of the 
Indian Income-tax Act should be repealed 
forthwith. 
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PART II—DIRECT TAXES. 

Question 40.—Do the provisions of the Income-tax Act 
(Sections 4A and 4B) regarding the determination of 
the residence of various assessees, viz,, individual, 
Hindu Undivided family, firm, Association of persons 
and Company, require any modification ? In parti¬ 
cular what is your view regarding the retention of 
the category described as “ not ordinarily resident ”. 

We are of the opinion that the provisions of Section 
4A and 4B as they stand in the Income-tax Act to-day 
are out of date. When the Legislation was enacted, India 
was divided into many parts, in most of which the Indian 
Income tax did not operate. It was, therefore, possible 
to escape taxation by crossing the British Indian border, 
which was not difficult. Provision had, therefore, to be 
made to define the liability of persons who thus had a 
dual nationality. Sir James Grigg who piloted the 
Income tax Bill through the Legislative Assembly, gave 
two other reasons for those provisions thus : “ In the 
first place, we were trying to cover rather compendious¬ 
ly two extremely difficult classes of cases, firstly the 
European Official or the trader for that matter in the 
early years of his stay in India before it had become 
established that his career is in India, the other is the 
case of the Indian trader abroad who has an ancestral 
home in India to visit very irregularly, but possibly 
enough to become technically resident in every year ”. 
The position has altered considerably since then. Out 
of the three factors mentioned above, the first has become 
non-existent except for Kashmir ; the second has become 
restricted to a small number in commercial employment. 
The third however remains. For the latter, no tears 
need be shed, if the Indian trader who has a dwelling 
place in India and a patriotic spirit within him, has to 
pay tax, provided proper relief is paid to him for double 
taxation, which is being attempted even now. 

In the present circumstances in this country, there¬ 
fore, the elaborate provisions of Section 4A and 4B are 
now out of date. A simple provision should suffice, 
such as the one which obtains in Barbados, which says : 

(1) A person who leaves Barbados for occasional 

residence abroad is chargeable to tax as a 
resident in Barbados, if his ordinary residence 
is here. 

(2) A person 

(a) who is in Barbados for some temporary pur¬ 

pose' only and with no intention of estab¬ 
lishing his residence there and 

(b) has not actually resided there for periods 

totalling six months in the year of assess¬ 
ment is not chargeable as a resident in 
Barbados. 

(3) A person who satisfies condition (a) but not 

condition ( b) of (2) is chargeable as a resi¬ 
dent in Barbados. 

The Act does not define ordinary residence ; but it is 
obvious from the negative what the positive position is 
to be. Under the U. K. Act also the provision in essence 
is similar, although it is more elaborate because it 
attempts a greater definiteness without achieving it. 

Regarding the provisions of Sections 4A and 4B in 
the Income Tax Act, as they stand to-day, our observa¬ 
tions are as under : 

Initially we would point out that the word ‘ year ’ 
occurring in these provisions needs to be properly 
defined. Acting on the view that all legislation, and in 
particular fiscal legislation, should as far as practicable 
be easy to understand and administer, we suggest that 
the ambiguity which has grown round the meaning of 
the word ‘ year ’ in sections 4A and 4B should be re¬ 
moved. These two new Sections were introduced by 
the Amendment Act of 1939 and in the course of the 
debate on the Bill in the old Assembly it was made 
clear by the spokesmen for Government that the datum 
year for determining the residential status of an assessee 
was the official year immediately preceding the year of 
assessment. This authoritative and, in our view, correct 
interpretation appears to have been lost sight of and 
the Department has been interpreting the year as mean¬ 
ing the ‘previous year’ as defined in Section 2(11) of 
the Act, i.e., as the period for which the accounts have 
been made up. This view has also been accepted by 
the Courts. 

We submit that this construction causes inequity. 
The definition of ‘previous year’ in Section 2(11) is 
expressly' stated to be applicable “ in respect ot any 
separate sources of income profits and gains ”. The 
term ‘ year ’ in Sections 4A & 4B however stands by 


itself, that is, it has not to be interpreted in respect of 
any source of income profits and gains ”, and therefore 
under the General Clauses Act and from the context it 
merely means the official year preceding the year of 
assessment. 

Apart from the legal view, we submit that the 
identification of the ‘ year ’ with the ‘ previous year ’ 
gives rise to practical difficulties and anomalies. In this 
country in addition to the calendar and the official year 
there are various recognised accounting periods which 
terminate at different times and are of unequal dura¬ 
tions, e4„ the Tamil year ending in the middle of April; 
the Shake year ending in March or April, the Samvat 
year ending in October or November ; and the Shake 
and the Samvat year are often years of either much less 
or much more than 365 years since being in the country 
or maintaining a residence in the country for 182 days 
or more is a criterion for determining residence, it is 
obvious that under the Departmental interpretation the 
assessee who adopts a variable accounting period like 
the Shake or Samvat year may be in some years at an 
advantage and in other years at a disadvantage in rela¬ 
tion to another assessee who adopts the calendar or the 
official year and incidentally the period of 182 days fixed 
at the datum line is itself strongly suggestive that the 
year in the section was meant to refer to normal official 
year of 365 days. 

Further, an assessee often carries on more than one 
business each with a different accounting period and 
each accounting period of different durations, and then 
it becomes a question for dispute as to which accounting 
period should be selected for determination of the resi¬ 
dential status. Against Section 2(11) (a) permits a 

change of accounting period once accepted, on certain 
conditions ; and this leaves further room for suspicion 
and argument. 

We suggest that it will conduce to better under¬ 
standing and avoidance of disputes if it is made clear 
that “ any year ” means any official year preceding the 
year of assessment. 

It may perhaps be argued that the proposed inter¬ 
pretation will create disturbance in the assessable quan¬ 
tum of income. This fear is based on the argument 
that income and status should be determined together 
on identical facts ; but status should determine the 
taxable income, on which argument the status can be 
determined independently and the income interpreted 
for assessment on that finding. 

We shall now discuss the anomalies arising out of 
the present definition in the Act relating to residence of 
various classes of assessees as dealt with in Section 4A, 
on the basis that this classification were to remain. We 
would refer first to Clause (iv) of sub-section (a) of that 
section. The effect of this new clause which was insert¬ 
ed in 1941 is to save foreigners arriving in this country 
for the first time for business or employment, from be¬ 
ing treated as residents in the year of their arrival and 
in consequence being charged with tax on their income 
at the maximum rate. Apart from tourists who are 
casual visitors passing through this country, we believe 
foreigners visiting this country, for more or less long 
periods may be divided into two classes : (1) those arriv¬ 
ing under various Government arrangements entered 
into with foreign governments in connection with various 
schemes of industrialisation and (2) those arriving on 
their own account either as employees of existing private 
organisations in the country or with a view to establish 
new businesses. Special provisions have been made in 
regard to the income tax liabilities of the former class 
of persons; and as regards the latter, we belike that 
as long as our trade and industry justify the employment 
of private foreign capital and technical personnel, it will 
be expedient to remove all conditions likely to cause 
hardships to individuals. From this point of view, it is 
a question whether it is necessary to insist on a mini- 
mum period of 3 years residence in the country for the 
individual to qualify for the status of “ resident in the 
first year. Conditions have changed since 1941 when 
this new clause was inserted, and it is probably no 
longer the case that foreigners remain in the country 
for as long as three years at a stretch. To tax such 
foreigners on the income earned by them in India at 
the maximum rate may scare them away or may make 
it impossible to obtain the servicSs of experts. On the 
other hand, to retain the present concession on the time 
basis of an inchoate likelihood, places too great a stress 
on possibilities and on the individual opinion of the 
Income tax officer concerned. To obviate these incon¬ 
veniences and as a compromise which will prevent non¬ 
residents getting an advantage which is denied to us 
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elsewhere, we would suggest that an individual who 
visits this country, otherwise than for a temporary 
purpose, should be taxed at the ordinary Finance Act 
rates with a sur-charge of 25 per cent, on the tax, until 
he qualifies himself to be called a resident. 

Section 4A(c) Companies. —The criteria laid down 
in clause (c) for determining the residence of companies 
are new provisions inserted in the Act of 1939 and re¬ 
present a compromise between representatives of British 
Business and the Government of India which was 
intended to secure that British Companies which operat¬ 
ed mainly in India but whose central control was situat¬ 
ed abroad, should be treated as “ resident ” in this 
country. They are undoubtedly wholly artificial and 
without parallel in any other part of the World. The 
justification for it lay in only resolving the tug of war 
between rival claims of business. Actually the effect 
of the latter part of the clause goes much farther, for 
while it enables overseas profits to avoid Indian taxation 
in all circumstances, it permits, overseas losses being 
deducted from Indian profits in some years. This 
aspect has been discussed more fully in para. 35 of the 
Income tax Investigation Commission’s report though 
the Commission has refrained from suggesting a remedy. 
We may now reconsider the terms of the definition. 

In the first place, as regards the first part of Clause 
(c) there seems no reason why there should be any 
differentiation as to the situation of control and manage¬ 
ment between a company on the one hand and other 
corporate entitles like firms, H. U. Fs. and other Asso¬ 
ciations on the other. In the case of the latter, a part 
of such control and management in India suffices to 
bring them within the resident status and the same 
test should apply to companies. 

If the same test is applied, then it is true that most 
foreign companies operating in India will become “ not 
resident ” but in that event the only disadvantage to a 
company would be that it would not be entitled to have 
its foreign losses set off against its Indian profits. This, 
however, is no more than fair to the Indian Revenue 
and no foreign company can reasonably ask for more. 
Even at the time, when this provision was introduced 
in the Act in 1939, the Hon. Mr. R. H. Parkar had pointed 
out the effect of introducing the alternative condition 
for determining the residence of a company. His pro¬ 
posal to replace it by a provision on the lines of the 
British Act was negative but the reason given for the 
rejection by the then Finance Member was beside the 
mark. We would suggest a definition on the lines sug¬ 
gested by the Codification Committee as under 

“ A Company shall be treated as resident in the 
United Kingdom in a year of charge if it is con¬ 
trolled in the United Kingdom or if it maintains in 
that year an established place of business in the 
United Kingdom and any substantial part of the 
activities of the company whether administered or 
other is conducted in the United Kingdom ” etc. 
The word “ taxable territories ” may be substituted 
wherever there the words “ United Kingdom ” occur in 
the above definition. 

The quantum of profits which under the latter part 
of Clause (c) can be a factor in the determination of 
residence is obviously wholly irrelevant to the question 
and this part should disappear. In the result the posi¬ 
tion of companies as regards residence should be assi¬ 
milated to that of other aggregates specified in Clause 
(b) and Clause (c) may be deleted. 

It may be objected that this change would result 
in a loss of revenue to the extent of the tax on the 
overseas profits of foreign companies assessed as resi¬ 
dent under the existing definition. Unfortunately no 
material is available on the basis of which the amount 
of such loss can be estimated ; any more than the amount 
of the loss on the existing basis as feared by the Income- 
tax Commission whereby a company can be alterna¬ 
tively resident and non-resident and in the years of its 
resident gets its overseas losses if any deducted 
from its Indian profits. We are, therefore, not in a 
position to demonstrate the comparative revenue advan¬ 
tage ,or disadvantage of the existing and the proposed 
basis. But we surmise that the number of the companies 
of the particular variety under discussion and therefore 
the revenue effect, must in any case be small; for we 
believe that now-a-days most such companies operate in 
India through subsidiary companies incorporated and 
controlled in India ; and those present no difficulties 
about their residential status. The question then be¬ 
comes largely one of principle, viz., whether there is 
justification in present circumstances for applying 
different tests of residence to companies and other cor¬ 
porate entities. We Submit there is none. 

As regards the category of persons described as “ not 
ordinarily resident ” the Income Tax Investigation 
Commission have discussed the question of the reten¬ 
tion of this category in paras. 36 and 37 of this Report 
and have recommended that it should be omitted. We 


agree with that recommendation and the reasons given 
for it. 

If this is accepted, it will be necessary to consider 
how the special cases which that category was designed 
to meet should be dealt with after the abolition. 

First, foreign traders and their employees in the 
early years of their stay in India. If these persons live 
and work in the country for not less than 182 days in a 
year and thereby become resident there seems no reason 
why they should be treated differently from other resi¬ 
dent persons. By placing them in a separate category 
of “ not ordinarily resident ”, they were enabled to avoid 
paying tax on or with reference to their foreign income ; 
and in fact that they were in a more favourable position 
vis-a-vis Indian Revenue than with residents and non¬ 
residents. And it may be pointed out incidentally that 
these several devices in the Act in favour of the 
foreigner actually benefitted the foreign state treasuries 
more than the individual foreigners, for if the foreign 
income had been included and assessed in India, the in¬ 
dividual might have had to refund to him a part of tax 
paid to it. While it is desirable that the introduction of 
foreign capital and foreign technical personnel should 
be encouraged by all reasonable means, it cannot be 
said that deviation from the ordinary taxation law of 
the country in favour of foreigners is a legistimate form 
of encouragement. The case is one rather for the sim- 
plication and acceleration of the procedure for double 
taxation relief. 

The case of the Indian Nationals trading in foreign 
countries and maintaining a residence and/or depen¬ 
dents in India and visiting his home in India periodi¬ 
cally, deserves more sympathetic consideration. Such 
traders are a very numerous class operating in such 
widely scattered areas as the Mediterranean countries 
Africa, Ceylon, Burma, South East Asia, China and 
Japan, and the conditions in which they earn their 
profits justify their being placed in a special category, 
and they could continue to receive the same conces¬ 
sional treatment as persons under the existing category 
of “ not ordinarily resident ”. But the formula for this 
purpose should be expressed in terms of different from 
those of the existing provision in Section 4B(A). 

There remains the case of persons who may seek to 
evade tax by becoming technically resident in some 
years and non-residents in others. Such persons might 
include both Indian Nationals and foreigners, and if the 
present category of ‘ not ordinarily resident ’ is abolished 
the temptation to exploit the definition of ‘ resident ’ in 
Section 4A to the disadvantage of the Revenue might 
increase. A suitable formula would have to be devised 
to prevent such evasions ; and in this connection it 
would seem to be unavoidable to introduce the element 
of nationality or domicile to the limited extent discussed 
in the previous para. Thus it was proposed by the 
Codification Committee that a person should be consi¬ 
dered to be principally resident “ if he appears in view 
of all the circumstances of his case to be resident having 
regard in particular to his domicile, nationality and 
habits of life”. The expression, ‘Habits of life’ has 
been construed to include a scheme of dividing one|s 
time in different countries. This is no doubt a defini¬ 
tion that lacks precision, but such indefiniteness is in¬ 
evitable in the circumstances. Moreover, it will affect 
mostly the sons of the soil and if they are to pay tax 
to their own country, it will be less an evil than if they 
were to escape. The present section 4B may be re¬ 
drafted to provide for these special cases. 

Question 47.—Does the definition of “ income ” [Section 
2(6 c)] require any modification ? 

We have no suggestions to make that will meet all 
the requirements of the case. The definition as it now 
stands in the Act, appears to us, however, as classless, 
casteless formless. Why only certain inclusions are 
mentioned and not othei's is difficult to see. A better 
way would be to follow the lead of the British Income- 
tax Codification Committee and make a bigger enumera¬ 
tion which will enable the taxpayer to know what the 
tax is meant to cover. 

Question 48.—Are there any receipts or gains which are 
not taxed at present, but which in your opinion, 
should be taxed and vice versa ? In particular, 
what is your view regarding the taxing of capital 
gains ? 

It is believed that prise moneys of various kinds such 
as those offered in Crossword competitions are not now 
taxed. If it is so, the justification would appear to be 
that they are the proceeds of gambling or games of 
chance. We think that there are degrees of chance or 
impredictability involved in various pastimes of this 
kind', which should be recognised. To wager that the 
last digit in tomorrow’s closing quotation in the cotton 
market will be an even number is one thing ; to expend 
industry and ingenuity over the solution of a Crossword 
Puzzle so as to deserve a prize is quite another. There 
is definitely a greater profit motive in the expenditure 
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time and energy in the latter than in the former, and on 
the definition that gains from continuous activity with 
a view to profit, the prize moneys won in consequence 
of the labour would and should be taxable to income-tax. 

Taxation, it has to be admitted, works as a damper 
on enterprise, and this, in a country like ones, which 
is still underdeveloped, is a handicap to progress Govern¬ 
ment are committed to certain proposals, which are 
included in the First Five Year Plan, but the country 
needs many other industries, which can only be handled, 
by private enterprise. If the private sector is not en¬ 
couraged to start or to prospect new undertakings, the 
well being of the country will suffer or the progress 
can bp only very slow. One way to remove this dis¬ 
inclination to new endeavour is to increase the incentive 
by tax concession. This needs to be done particularly 
in respect of those industries which are hazardous but 
necessary for the well being of the country. Pioneers 
in these industries require special treatment and special 
incentive. The best that can be done for them is to 
offer a tax concession, e.g., exempting the profits for an 
initial period of years. A beginning has already been 
made in this direction by giving additional depreciation 
on new buildings and by exempting for two years the 
income of property constructed between 1-4-46 and 
31-3-52. It should be made a condition precedent to 
such concession being enjoyed that the Government 
should recognise the industry as a pioneer Industry and 
deserving of encouragement. 

Another effect of India being an underdeveloped 
country is the need it has of capital investment from 
foreigners. Such investment can be in industrial under¬ 
takings or even in Government and other securities. 
The latter are more beneficial to the country than the 
former, they should be attracted by a tax concession as 
in the U. S. A. In the U. S. A. Code, are incorporated 
various concessions, partly meant to reduce the tax 
burden on pur investment income and partly to reci¬ 
procate the helpful attitude of other Government. The 
latter concessions naturally reflect the state of friendli¬ 
ness of the contracting nations. The former concessions, 
however, are available to all foreign investors and res¬ 
trict the tax to 30 per cent, irrespective of the weight 
of the normal tax. Section 231(a)(1) of the Code in 
which this concessions is embodied, reads :— 


Reduction from the general rate is also provided for 
dividends received by corporations organised or resi¬ 
dent in other foreign countries under treaties in effect 
with such countries ”. It might attract foreign capital, 
if some such concession is made by India to foreign 
investors. 

The treatment of capital gains and losses is question 
that is capable of considerable controversy and argu¬ 
ment. On one side is the British view and on the other 
the U. S. A. view as reflected in their respective codes 
of income taxation. Under the British method, capital 
gains and losses are completely ignored. Under the 
U. S. A. method, they are considered as income for 
taxation but are given a special treatment. First, there 
is the distinction made in the U. S. A. between short 
term gains and long term gains, depending upon the 
time, the capital assets, the nature of which is defined 
in the Act itself, are held. The revenue Act of 1924 
recognised five time periods with valuation from 30 per 
cent, for ten years to 100 per cent, for less than one 
year, for the purpose of taxing the gains. The number 
of categories was reduced to three in 1938. Then there 
is the rate of limitation. 

The main argument in favour of ignoring capital 
gains is that they are not income that can be said to be 
earned regularly and recurrently. They are not an 
annual gain earned by continuous activity with a view 
to profit. They are of the nature of the windfalls or 
even gambles and as other gains of this character, such 
as from racing, lottery, etc. which are not taxable. It 
can no doubt be argued, however, against this objection 
that when capital accretions are realised, they are cap¬ 
able of commanding a greater satisfaction through goods 
and services even as other income or that they increase 
the recipient’s ability to pay tax. Even this argument 
however is not always true or correct. Because capital 
gains occur chiefly in an inflationary market, which also 
reduces the value of the gains in respect of their capacity 
to give satisfaction. On the other hand (1) capital gains 
are the gains of a longer period of years than annual 


gains and as they do not recur regularly, to tax them, 
when they arise impresses a greater burden on a single 
year than due. (ii) Capital gains have no effect on the 
standard of living being casual. They usually lead only 
to a new investment which absorbs the capital gain, 
(iii) Capital gains fluctuate very widely so much so that 
they have a tendency to cancel each other. In the 
ultimate result the effect of the gains to Government 
Finance is nominal. In fact, the gains are more when 
the country is prosperous and losses come to deplete 
the Government Revenue, when it needs to be strength¬ 
ened. (iv) Capital gains lend themselves to being 
‘ administered or Doctored to meet the taxpayer’s oppor¬ 
tunities and are more easy to evade, being occasional, 
(v) There is on the other hand the positive advantage 
in a country like ours, where the capital transactions 
are few and far between, that the exemption of capital 
gains induces investment of capital, and thereby makes 
the establishment of industries etc. easier. 

On the balance of the argument, therefore, we are of 
opinion that the taxation of capitalgains in our country 
is not necessary, nor is it advisable after the introduc¬ 
tion of Estate Duty, which being itself a tax on capital, 
will cover the capital gains, which will ultimately form 
part of the assets of a man at his death. 

Question 49.—Have you any comments on the present 
position regarding taxation of profits, which accrue 
or arise abroad, on their repatriation to India ? 

That our countrymen, who in spite of hardships, are 
maintaining the prestige of India in foreign land and 
are at the same time earning their living in foreign 
countries, without being a burden on this country, 
deserves every consideration. But many who thus 
migrated and made good in their country of labours, 
find, under the present State of taxation, their hard- 
earned savings in danger of annihilation by tax, if 
brought into India. This has been recognised, of late, 
by Government who have offered some concessions in 
tax, provided a part of the savings are invested in 
Government securities. Now that Estate Duty is a part 
of the structure of taxation in India, same or similar 
concession is even more necessary and equitable. 

The present position as regards profits made by 
Indian Nationals living and trading in foreign countries 
who may be technically residents of India is that those 
profits are taxable in India only to the extent they are 
remitted or brought into India in each year in which 
they are so ‘ resident ’. Any profits remitted or brought 
in the years in which they are not so ‘ resident ’ are not 
taxable. This position arises from the status (not ordi¬ 
narily ‘resident’ as defined in Section 4B(a). Earlier, 
we have recommended that this status would be abolish¬ 
ed and that the profits of Indian Traders abroad who 
can be said to be resident in India only by reason of 
the maintenance of a dwelling place and/or dependents 
in India and occasional visits to India should continue 
to be taxed only to the extent brought or remitted to 
India. As regards the balance of such profits and the 
profits of other Indian Nationals who are technically 
‘ non-resident ’ we suggest that certain concessions, 
which the Government of India have announced recent¬ 
ly for their repatriation, should be continued and if 
possible even liberalised, so that on the total, the Indian 
abroad should not have to pay more than one tax either 
the tax of the country where the income is earned or 
of India. Secondly tax certificates should be accepted 
as sufficient proof of the income earned outside India 
before repatriation without the necessity to prove the 
remittance or import as profit taxed in the country of 
origin of the income. This may no doubt lead the way 
to evasion by Indians trading this country who might 
masquarade their own concealed income as of the others ; 
but even that is better than that our countrymen from 
outside would suffer and in the long run even concealed 
wealth is better used when circulated than when hidden. 
We would emphasize here further that morality or the 
theory that taxation should proceed on the lines of 
“ economic allegiance ”, our Governments claim to taxa¬ 
tion of outside profits is very small, being based only 
on domicile, (which is no longer a sufficient reason) ; 
therefore. Government would be giving up very little 
that is due to it, even if there is no taxation or small 
taxation on repatriated profits of Indian Nationals. 
Those latter, on the other hand, will find patriotism 
unsound with regrets, if the concessions are offered. 

Question 50.—What change, if any, is called for in the 
definition of “dividend” [Section 2(6A)]. e.g., in 
relation to Bonus shares ? 

These are obvious inconsistencies in the definition 
of ‘ dividend ’ which call for correction. First under 
clause (1) a bonus share income to the shareholder only 
if the issue entails the release of some assets of the 
company, but under clause (b) a debenture is income 
even when the accumulated periods are capitalised and 
no assets of the company are released. There seems 
no difference in principle between a bonus share issued 
out of accumulated profits and a debenture issued 
out of the accumulated profits and the reason for the 

52 a 


“ These shall be levied, collected and paid for 
each taxable year, in lieu of the tax imposed by 
sections 13 and 14, upon the amount received by 
every foreign corporation not engaged in trade or 
business within the United States, from sources 
within the United States as interest (except interest 
on deposits with persons carrying on banking busi¬ 
ness), dividends, rents, salaries, wages, premiums, 
annuities, compensations, remunerations, emolu¬ 
ments, or other fixed or determinable annual or 
periodical gains, profits and income, a tax of 30 per 
cent, pf such amount ” etc. 
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distinction is not clear. Secondly under the proviso to 
clause (d) a distribution out of accumulated profits made 
to preference shareholders on the liquidation or reduc¬ 
tion of capital of a company is not income. The justifi¬ 
cation for the exemption is not understood. A payment 
by a company by way of dividend or otherwise out of 
its profits does not accept its tax liability in any way 
but it affects the liability of the individual shareholder 
to whom it is income. The question therefore has to 
be looked at from the point of view of the shareholder, 
and it is, what does he get out of the company on his 
investment in its shares. By whatever name the distri¬ 
bution may be called the fact remains that the com¬ 
pany’s liability is increased in some cases and its assets 
are reduced in another case with a corresponding 
increase in the assets of the shareholder. And after all 
these extra-ordinary distributions have in fact some 
out of profits and would have been paid out as dividends 
in the relevant years had it not been for special exigen¬ 
cies as during the year or for other reasons. The exclu¬ 
sion of bonus shares, as not income profits and gains 
follows the view of the House of Lords in the U. K. in 
C. I. R. Vs. Blott 8 T. C. 101, but in Pool Vs. Guardian 
Investment Trust Co. Ltd. 87. C. 167, the view was taken 
that the distribution by an investment company, which 
held shares in a foreign share, of these shares as an 
extra dividend, was distribution of assets and as such 
profits and gains. Similar view was taken in Briggs Vs. 
C. I. R. 17 Tax cases 11 in respect of the distribution 
of shares in a subsidiary company. In fact also, as 
bonus shares can be sold for a price, it is not easy to 
see why their distribution' is of capital and not of profits. 
We think it would not be inequitable to treat all that a 
shareholder receives out of the accumulated profits of 
the company as income in his hands. The definitions 
in Section 2A may be amended accordingly. 

In Sakti Mills case the High Court has held that a 
person in whose name a share stands is entitled to treat 
the dividend on that share as his income irrespective 
of the fact that at the time the dividend was declared, 
he had sold the shares, which therefore were the pro¬ 
perty of another. This creates difficulty for Trusts and 
Investment companies and share dealers etc. and imposes 
a loss on investors. The position may be set right. 
Then again it should be made clear that dividend 
should be examined for its source and such part of it 
as appertains to non-taxable sources should be treated 
as such. 

Question 51. —Do the provisions of the Income Tax Act 
relating to the taxability of non-residents through 
their business connections in India in respect of 
income deemed to accrue or arise within the taxable 
territories (Sections 42 and 43 of the Income-tax Act) 
affect adversely the interests of persons engaged in 
foreign trade ? If so, what modification would you 
suggest in these sections ? 

Generally speaking taxation should be determined on 
the doctrine of economic allegiance. Therefore, in 
judging whether a method employed for taxing certain 
profits is equitable and fair, one must try to ascertain 
first the true economic interest of the person by whom 
the profits are enjoyed. This has nothing to do with the 
actual place of residence of the person except in its rela¬ 
tion to the considerations that determine economic alle¬ 
giance. The main points to be considered are (i) the 
place of origin of wealth ; (ii) the situs of wealth ; (iii) 
the place of enforcement of the rights to wealth ; (iv) 
the place where the wealth is consumed or residence or 
domicile. From these arise the following four ques¬ 
tions : 

(1) Where is the yield physically or economically 

produced? 

(2) Where are the final results of the process as a 

complete production of wealth actually to be 
found? 

(3) Where can the rights to the handing over of 

these results be enforced? 

(4) Where is the wealth spent or consumed or other¬ 

wise disposed of ? 

“The most important facts in the situation are (1) 
and (4), i.e., the origin of wealth and the residence or 
domicile of the owner who consumes the wealth. Most 
of the discussion on double taxation has centred round 
these two points of origin and residence. It is clear, 
however, that the other two factors may sometimes be¬ 
come of importance, although in most cases they are 
significant only in reinforcing the claims of either 
origin or domicile.” 

League of Nations : Economic and Financial 
Commission Report on Double Taxation. 

On the basis of these factors, the League of Nations 
Commission evolved four methods of taxing the profits 
which arise partly within a country and partly outside, 
which the Commission called : 

(i) the method of deduction for income from 
abroad ; 


(ii) the method of exemption for income going 

abroad ; 

(iii) the method of division of the tax ; 

(iv) the method of classification and assignment of 

sources. 

They thought method (ii) the easiest to work, (iii) 
equitable, but possible in certain circumstances— e.g., in 
an Empire—only, and preferred method (iv). This 
means allocation of income for income-tax purposes. 
This has been attempted in most countries, but no 
general rule has been evolved that can be made a 
standard for all. 

'* The basic principles of the British law and juris¬ 
prudence aie that a resident enterprise is taxable on 
whole of its profits derived from the exercise of a trade 
in the Unjted Kingdom, the principal test of carrying 
on trade being the conclusion of contracts within that 
country. ” This was subject to the provision of General 
Rule 12, which gives the taxpayer who manufactures 
goods abroad and sells them in England the option of 
having his assessment limited to “ merchanting profit 
realised in England.” The latter principle was recom¬ 
mended by the Royal Commission on the Income Tax in 
1920 to be extended to one who purchases goods in the 
country, processes them and sells them abroad. 

The relative position in other countries has been 
described by the League of Nations Commission in these 
words, in 1935: — 

“ The principle of taxing income attributable to 
a permanent establishment in Continental European 
countries implies an apportionment as between the 
local establishment and a foreign establishment, 
which together have produced income. The Nether¬ 
lands East Indies jurisprudence evinces a scientific 
ellort to separate selling profit from purchasing 
profit, and selling profit from manufacturing profit, 
in accordance with the relative importance of these 
activities from an economic viewpoint in the form 
of a percentage. Austria has crystallised the rela¬ 
tive importance of such transactions by fixing ratios 
inserted in the treaties of Czechoslovakia and 
Hungary. Spain expresses in percentage form in 
every case the relative importance of the local 
establishment in the entire enterprise. In carrying 
out the constitutional prohibition of double taxation, 
the Swiss Federal Tribunal has evolved a system 
of fractional apporl ionment of total net income in 
the ratio of productive factors. In the United 
States, the allocation of the entire income from 
purchase and sale to the place of sale and the 
separation of a production, processing or manufac¬ 
turing profit from a sales profit are written into 
the Law and Regulations.” 

As against the methods above shown of taxation of 
non-resident’s profits in other countries, the method 
followed in India may appear to be harsh. Under the 
Indian Income tax Act, mere “ business connection ” is 
sufficient to attract to the operations of the transactions 
between a resident and non-resident the unwelcome 
attentions of the tax-gatherer. The words “ business 
connection ” as used in section 42 are capable of a very 
wide meaning, and have in fact been interpreted very 
widely by the courts in this country (vide Remington 
Typewriter Co. (Bombay) Ltd. vs. C. I. T. Bombay 5 
I. T. C. 177.) Thus it has been held that taxable profits 
may be deemed to arise to non-residents even if the 
goods are purchased in this country but are sold out¬ 
side. Curiously, a resident purchasing in India but 
selling outside say in Kashmir, would not be taxable on 
such profits. On the other hand, full profits are inter¬ 
preted to arise and to be received in India, and are con¬ 
sequently taxable in India, if the sales of goods manu¬ 
factured or purchased abroad are sold in India. In 
short, under the Indian law, the whole of the profit can 
be allocated to British India, whether the establishment 
or the agency of a non-resident principal sells goods 
which have been manufactured or purchased abroad or, 
on the contrary, manufactures and purchases goods in 
India and sells them abroad. If a non-resident tries to 
reduce the profits arising in India by inflating the cost 
of goods imported into this country, the excess charge 
is deemed to be profits in India and is assessable in the 
hands of a non-resident’s agent. In this, however, India 
is not alone, because in the Netherlands East Indies, 
before the formation of Indonesia, the regulations pro¬ 
vided for a classified system of taxation on the profits 
arising or deemed to arise to non-residents, not only 
on the transactions of sale and purchase, but also on 
mining and other operations. 

Some attempt at allocation of profits between India 
and foreign countries has been made in enacting section 
42(3) and also in Rule 33, which latter provides that 
where the income of a non-resident is derived both in 
India and from outside and there are no separate Indian 
accounts, Indian profits shall be determined on the basis 
of a proportion of receipts in India to total receipts. 
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Similar provision is made regarding insurance business 
by Rule 3S. It cannot be denied that in the present 
infancy of Industrial development in this country, India 
has to make special concessions to support Indian in¬ 
dustries. In view, however, of the position India 
occupies in the UNO Economic Organization and its 
participation in other organizations of UNO, it is neces¬ 
sary that as far as possible, the Indian taxation system 
should follow the principles which nave been accepted 
by other nations of the world as proper and just. As 
previously stated, the test to be applied to non-residents ' 
profits before taxing them is that of “ economic alle¬ 
giance ”, and among the factors that go into the composi¬ 
tion of the latter we have seen that the two factors that 
principally deserve to be considered in framing the rules 
of taxation are (i) the origin of the wealth and (ii) the 
residence or domicile of the owner who consumes the 
wealth. We suggest that these tests should be applied 
before determining the income to be taxed of a non¬ 
resident in this country. If this is done, it is inevitable 
that profits deemed under the Indian tax system to arise 
to the non-resident on ordinary purchases made in this 
country will have to be excluded from taxation. Under 
the present practice, profits are deemed to arise only 
if a separate establishment or agency is established in 
India for making purchases for the non-resident, on the 
ground that purchases require skill. This is a poor 
argument. The real reason is often that India has mono¬ 
poly, in respect of the goods. Payment for this special 
advantage by excise duty is more equitable than by 
income-tax as in the case of jute cess. Similarly, other 
profits arising from simple trading with this country, as 
opposed to trading in this country, have also to be ex¬ 
cluded. Thirdly, business connections between a resi¬ 
dent and a non-resident may be said to exist only where 
the non-resident has either an office or an established 
agency through which to conduct the business. 

Looked at in the perspective of the principles that 
have been settled by international agreement and in 
the light of the reservations that are necessary to pro¬ 
vide for industrialisation in this country, the pattern 
of taxation trialisation of non-residents’ profits might 
be, we suggest, as under : 


There is, one matter which at present works harshly 
on the Indian trader who has business connections with 
the outside world. Under the Indian Income-tax Act, 
it is left to the Income-tax Officer to determine which 
person should be treated as the agent of a non-resident 
for the latter’s transactions in India, which are distri¬ 
buted among a member of associates, and it has often 
happened that the choice of the Income-tax Officer falls 
on a person whom he considers to be the most solvent 
or perhaps the most convenient for the recovery of the 
tax ; and this attitude has gained further authority by 
the instructions of the Central Board of Revenue which 
empower an Income tax Officer to collect taxation due 
from a non-resident from any one person treated as 
agent, even in respect of transactions which have not 
passed through him. This has naturally caused consi¬ 
derable hardship and harassment to the person so select¬ 
ed by the Income-tax Officer haphazardly. No doubt 
under Section 42(1) such a person is empowered to retain 
with him funds sufficient to meet the anticipated liability 
as an agent and beyond these, if properly calculated, he 
cannot be asked to pay, but this anticipation of liability 
would naturally, in his case, be limited to the transac¬ 
tions of which he has knowledge, viz., those which are 
conducted through him. But if he is to be saddled with 
liability for transactions of which he has no knowledge 
until the Income tax Officer pounces on him, naturally, 
either has to pay out of his own pocket or to refuse to 
pay. If he denies his liability and he has no adequate 
funds of the non-resident with him, Government will be 
unable to enforce recovery in view of section 42. There¬ 
fore, it may become only a nominal liability. Even so, 
the tax payer will have to face considerable hardship 
before he can get out, if at all, of the claims of the 
Income tax department. We are not aware of any 
justification, except perhaps expediency, for the method 
employed by the Income-tax Department in thus trying 
to fix the responsibility for tax for a part of the business 
on a person who has no connection with it. In practice 
also, the method is doubtful of success. Morally, it has 
no justification. We, therefore, suggest that this pro¬ 
cedure of taxing or seeking to recover tax from one of 
the many agents through whom a non-resident trades 
in this country should be abolished and agency should 
be enforced according to the transactions actually 
effected. 

Question 52 .—What modification would you suggest in 
the definition of “ agricultural income ” | Section 
2(1)] to avoid the contingency of the same income 
being taxed by the Central Government as well as 
the State Governments, e.g., in respect of income 
from forests, dividends from agricultural companies, 
etc. ? 

Agricultural income had, until recently, been con¬ 
strued to mean income from land as a result of human 
labour on that land ; but recently, in the case of Mulji 
Sicka & Co. (1946 I. T. R. 92), the High Court has held 
that actual tilling of the soil is not a sine-quanon of an 
agricultural operation. Therefore, we feel that the defi¬ 
nition of ‘ agricultural income ’ as it occurs in the Income 
tax Act will need change. 


Whero sales are made 
in India of goods 
manufactured or 
purchased outside. 

Where contracts are 
made outside lmt 
goods are delivered 
here. 


All profits are recei¬ 
ved here. Therefore 
they are taxable. 

Allocation will be 
made in certain 
proportion for place 
of contract and 
place of delivery, 
an profits are dis¬ 
tributed aceordidg 
to these circums¬ 
tance. 


Reasod. 

Origin of wealth is 
in India. 


Origin partly 
India partly < 
side. 


in 

>ut- 


Wliere purchases are 
made by non-resi¬ 
dents in India and 
where: 

(?') goods are pro¬ 
cessed in this 
country ; 

(h) no processing 
is done. 

Where income is deri¬ 
ved in India from 
fixed assets, e. g. 
property, loans, 
etc. 


Manufacturing or pro 
cessing profit* sho¬ 
uld be taxed ; 


Not taxable. 


Tax on entire in¬ 
come. 


Origin restricted. 


Origin of wealth 
outside. 

Origin in India. 


Similarly, up to recently, in taxing the dividends that 
were distributed by a company which derives its income 
partly from agricultured and partly from non-agricul¬ 
tural processes, due consideration was made for that 
part of the dividend income which could be attributed 
to income from agriculture. The recent decision of a 
High Court has thrown doubts on the correctness of this 
procedure, with the result that income from agriculture 
in the proper sense of the term is also suffering tax in 
the hands of the shareholders. These anomalies result¬ 
ing in double taxation require to be corrected, and it is 
suggested that the definition of 1 agricultural income ’ 
should be modified so as to preclude such double taxation. 

Question 53.—Are you in favour' of integrating agri¬ 
cultural income with non-agricultural income for 
rate purposes ? If so, which of the following 
methods would you advocate : 


Where income is deri¬ 
ved from services 
are rendered in 
India. 

W hero orders are 
canvassed here, but 
contract is finalised 
outside. 


Tax on full income. 


A major proportion 
of the profits to tie 
allocated to India 
and the rest out¬ 
side. 


Origin in India. 


As profits arise at 
tho placo of 
contract, canva¬ 
ssing being the 
major part of the 
operations of con¬ 
tract, origin is 
mostly in India. 


It is suggested that this pattern of taxation may not 
meet with much opposition from the outside world which 
has business connections with India, as the theory on 
which the pattern is framed is one which is accepted by 
the League of Nations as a proper and equitable one. 
Any attempt to cover larger profits for taxation India 
might meet with similar reaction against Indian Interests 
in foreign countries. 


(i) Aggregation of agricultural and non-agricultural 
incomes only under the State Acts ; 

( a) Aggregation of agricultural and non-agricultural 
incomes only under the Central Act; 

(Hi) Aggregation of agricultural and non-agricultural 
incomes both under the State and the Central 
Acts ? 

Please discuss the administrative, constitutional and 
other problems that are likely to arise if any of the 
above alternatives is adopted. 

The Income-tax Investigation Commission had refer¬ 
red to this question and had come to the conclusion that, 
on the consideration of ability to pay, there is great 
force in the contention that both agricultural and non- 
agricultural incomes should be aggregated at least for 
determining the incidence of taxation in the hands of 
the taxpayers. That was also the view of the Ayers 
Committee. The Commission was, however, aware of 
the difficulties that might arise in case any such system 
is followed in India. In all other countries of the West 
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there is no system like that of land revenue in this 
country, where land revenue is considered to be rent 
rather than a tax. This special position of India has 
naturally created an .obstacle in the way of treating 
agricultural income as a part of the total income of an 
assessee for income taxation. As pointed out, however, 
in our memorandum, in the early stage of income taxa¬ 
tion in this country, an aggregation was effected, but 
such aggregation had proved a failure, partly because 
of the method or the machinery by which this taxation 
was administered. India has travelled a long way since 
then. Even so, the standard of education which is neces¬ 
sary to make a valuation of agricultural income as such 
in the rural areas is likely to be fraught with difficulties, 
and in any scheme ,of aggregation these difficulties will 
have to be considered, apart from the justice or other¬ 
wise of the proposal. A step has been already taken 
towards such aggregation in the Estate Duty Bill which 
has recently been enacted by the Legislature. There is 
every reason to believe that once the inevitability is 
appreciated by the agriculturist of making a true estimate 
of his income from agriculture, just as the illiterate 
trader fell into line with the income taxation procedure, 
the agriculturist also will, in time to come, fall similarly 
into line with the necessities of the situation. From that 
point of view, therefore, we suggest that equity should 
prevail over expediency and that aggregation should be 
made for the purposes of determining the rate of taxa¬ 
tion. 

There are, however, other difficulties which will have 
also to be surmounted. First, the political implications. 
It is not without significance that, although six years 
have passed since the achievement of Independence, the 
number of States which have imposed a tax on agricul¬ 
tural income is very small. Even Bombay and Madras, 
the two most fanatical adherents of Prohibition, in spite 
of the sacrifice of 10 to 20 crores of revenue in the altar 
of Prohibition, have not sought to recoup that loss by 
imposing a tax on agricultural income. This may be 
because in these two States the holdings are small, and 
the Governments believe that the proceeds of taxation 
from agricultural income tax might not be considerable. 
On the other hand, it is also probable that under a 
system of constituencies based on population and adult 
franchise, the balance of political power having shifted 
from urban to rural areas, a tax on agricultural income 
must directly and intimately touch the pockets of the 
middle class farmers and land owners, and this possibi¬ 
lity is unlikely to commend the taxation of agricultural 
income to candidates for the suffrage of these rural 
voters. It seems obvious, therefore, that considerable 
pressure would have to be applied before many States 
can agree to this tax being levied. Is the Centre likely 
to exert that pressure, seeing that it is controlled by 
a Parliament which is also composed predominantly or 
representatives of rural areas? 

Secondly, Government will have to consider whether 
it will be fair to equate agricultural income to other 
incomes. Agriculture has many ups and downs which 
are beyond the control of the farmers or agriculturists, 
and a considerable amount of prevision or provision 
against the proverbial rainy day will have to be made 
before the income can be determined for aggregation. 
It is true that the present agricultural income-tax does 
not take these factors into account, but as we are consi¬ 
dering what is fair taxation or what is equitable taxa¬ 
tion, we think it but necessary that these considerations 
should be taken into account. 

As to who should assume the responsibility for the 
taxation, we have no hesitation in saying that it will be 
the Central machinery that should take this aggregation 
into account for the Central tax. We have no sugges¬ 
tions to make with regard to State Acts in this matter. 
If, then, it is agreed that the aggregation should be made 
under a Central Act, the question will arise as to how 
and through what machinery the agricultural income 
should be ascertained. Where there is already an agri¬ 
cultural income tax in operation, there may be no 
difficulty in this matter, but, as stated earlier, in most 
States 'agricultural inqome tax does not operate at 
present, and it is these States that will create a headache 
for the tax collector. Moreover, there are many people 
who are at present exempt from income taxation 
because, although doing some business, their income 
from agricultural is large and the non-agrieultural in¬ 
come is small. Such people will have to be brought 
under tax under the aggregation system. In any case, 
in order to determine whether an agriculturist has got 
other sources of income to become taxable, enquiry will 
have to be taken into hand, and this will involve a lot 
of labour which may in the long run not be very fruitful. 

We are bringing these difficulties of the situation to 
the notice of the Commission, although we are in agree¬ 
ment with the view that theoretically aggregation is 
possible and is also equitable. 

Question 54.—Would you recommend the abolition, by 
a suitable amendment of the constitution, of the 
distinction between agricultural and non-agricultural 


income and the taxation of both types of income, 
aggregately under a Central Act? 

We think that it will not be possible, nor will it be 
advisable, to abolish the distinction between agricultural 
and non-agricultural income in India. The history of 
income-tax in the West, particularly in England, is asso¬ 
ciated with the Poor law in the latter country. In fact, 
in England the local authorities started taxation first for 
local needs and this taxation was later extended to the 
State. Starting with local conditions, naturally, the 
taxation system in England took into account the sources 
of income in the countryside, which therefore included 
both agricultural and non-agricultural sources. Second¬ 
ly, in most countries of the West, what is understood by 
“ agricultural operations ” and “ income from agricul¬ 
ture ” differs considerably from what is understood by 
the same terms in this country. For instance, in England 
a farmer devotes more of his time to husbandry, poultry 
farming, dairying, and so on, and very little of his 
energies is devoted to the cultivation of land or tilling 
it unlike the Indian farmer. Meadow lands, which form 
the greater portion of agricultural holdings in England, 
are used for the grazing of cattle, horses, etc., and not 
for the production of cereals, grains, etc. Therefore, the 
money income that arises from agricultural land in the 
West is reflected in cattle, poultry, etc., rather than in 
grains and cereals. The activities of the Western 
farmer, therefore, are more akin to that of a trader 
than the activities of the farmer in India. Moreover, 
there will be constitutional obstacles to face in India. 
In India land has always been held to be owned by 
the King in the past and the State at present. There¬ 
fore, although the State appropriates a part of the in¬ 
come from land, such income goes to the State as rent 
of the land rather than as a tax on the income from 
land, and where this is the political aspect of agricul¬ 
tural income, the Central Legislature will find it very 
difficult to persuade State Governments to yield a tax 
on agricultural income to the Central Government. 
Moreover, the States depend upon agricultural land 
revenue for the many activities that the constitution of 
India has made them responsible for, and if land revenue 
is taken away from the State Governments, very little 
of revenue will be left in their hands to fulfil this respon¬ 
sibility. We, therefore, are not in favour of abolishing 
the distinction between agricultural and non-agricultural 
income. 

Question 55.—Is the treatment given to irregular and 
fluctuating income in the present law satisfactory ? 
In particular, should any changes be introduced — 

(i) to average income over a number of years where 
receipts are irregular and fluctuating ; 

(it) to spread lump sum receipts over a number of 
years ? 

The Income-tax Act recognises the principle that 
when lump sums are received or an income is received 
in a year as a result of labours of a number of years in 
the past, some averaging should be done. The accept¬ 
ance of this principle is illustrated by the provisions of 
section 60 sub-section (2) of the Indian Income-tax Act 
and the recent provision in section 12AA of the same Act. 
The principle, embodied, in these two provisions has 
however been made applicable only to incomes from 
salary and such incomes as royalties and copyright fees 
for literary and artistic work. We do not see why, 
having accepted the principle, Government should not 
extend it to all other classes of income, where the 
receipts are in lump. The principle that has found 
acceptance in section 12AA and is expressed in these 
words : “ When the time taken by the author of a literary 
or artistic work in the making thereof is more than 12 
but less than 24 months or more than 24 months evident¬ 
ly takes account of the time taken in the emergence of 
the income to be taxed. It will be admitted that it is 
not only the author of a literary work or an artistic 
work that takes time like this to arrive at the fruition 
of his labours. A research worker, a miner, a prospector 
of undeveloped land, experience the same time lag as 
the author of a literary or artistic work. Thus a 
scientific research worker might come to a discovery 
alter the labour of a number of years, and this dis¬ 
covery might bring him a lump sum by way of royalty 
or as' the price of an outright sale of his patent. To 
make a distinction between such worker and an author 
is making a distinction without a difference. To give 
a less learned example, the maker of a cinema film 
suffers from similar handicaps as those experienced by 
a literary artist, and there is no reason why he should 
not be allowed the same facilities as the worker in the 
literary profession. It might perhaps be argued that 
the initial loss suffered by a film producer would be 
allowed to be carried forward and adjusted against the 
future profits. Bui in actual practice this is not done, 
for the simple reason that the Indian Income Tax Act 
considers profits and gains only in the process of carry¬ 
ing out or carrying on a business, and when the business 
is not being carried on, the loss that occurs is strictly 
nc*. permissible as a deduction against profits that arise 
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subsequently. In the alternative, the expenditure is 
capitalised and is spread over by way of depreciation, 
but even this procedure is slow in relief, and is not 
always accepted by the Department. In the circum¬ 
stances, we suggest that provision should be made in the 
Indian Income Tax Act by which the initial expenditure 
incurred in all undertakings resulting in profit which 
require preliminary survey, labour and expenditure 
extending over a period of time should be allowed as a 
deduction against the profits that accrue from that busi¬ 
ness or undertaking. The allowance may not be given 
in one year but might be spread over according to the 
circumstances of each case, which in effect would mean 
relief of the type that is proposed or suggested by the 
question. 

The two methods referred to in the question, viz., 
averaging the income over a number of years and spread¬ 
ing lump sum receipts over a number of years, may 
present difficulties. They, in effect, mean the same 
thing as we have suggested above, viz., that the expen¬ 
diture may be adjusted against the income that arises 
subsequently as a result of the labour of the earlier 
years. 

The suggestion that where receipts are irregular and 
fluctuating the inc.ome should be averaged over a num¬ 
ber of years does not commend itself to us, for the 
reason that such a principle would mean recasting of 
the system which is followed in India of taxing the 
income of “ the previous year ”, All income, in fact, 
is fluctuating and irregular. Therefore, if it is intended 
to average fluctuating or irregular income, then this 
provision will have to be extended to all except that 
arising from fixed assets such as property, loans, etc., 
as every other kind of income is fluctuating. This 
would mean, therefore, introducing the system of taking 
the average of three years or four years, as was done 
in England with regard to income derived from business, 
and this, for obvious reasons, is both inconvenient and 
undesirable, as the experience of England has shown. 
Even the Tucker Committee recently was luke-worm 
about the proposal for averaging, and suggested averag¬ 
ing at the surtax level only. With our 15A provisions 
and gradations of tax at both income tax and super-tax, 
even the little advantage the scheme might have in the 
U. K., is not available in India. We. therefore, are not 
in favour of the proposal to average the income over a 
number of years where receipts are irregular and fluc¬ 
tuating. 

We might, while on this point, refer to the suggestion 
we had made in our Memorandum of Suggestions sub¬ 
mitted to the Commission in May last. We had then 
said : 

“ Similarly, workers in hazardous undertakings! or 
in professions which require youthful agility or looks, 
e.g\, chemical workers, mining, air transport under¬ 
takings, Aim acting, etc., have a comparatively short 
tenure of earning capacity, on which account a part of 
their actual earnings is in fact advance receipts on 
account of years when they would be unable to earn. 
But the State does not make any allowance in taxing 
the income of the shorter run of the earning capacity 
and thereby acts harshly against those persons.” 

While it will be not possible to allocate any parti¬ 
cular portion of this income from a hazardous under¬ 
taking to advance l-eeeipts scientifically, we believe that 
the principle might be accepted and the persons concern¬ 
ed be allowed a higher deduction on account of insu¬ 
rance than allowed to other persons. By this way, 
persons in hazardous undertakings might utilise the 
extra earnings that they receive towards providing 
themselves against the learner years in future. We 
would include among the persons to be so benefited 
the Defence Services whose vocation is as hazardous as 
that of the others mentioned above. 

Question 56 .—Do you think the present provisions re¬ 
garding exemption of charitable and religious trusts 
need any modification ? If so, in what respects ? 

The question of exemption of religious and charitable 
trusts has been considered in detail fr,om the legal aspect 
by the Income-tax Investigation Commission in para¬ 
graphs 127, 128, 129, 130 and 131 of their report. We 
are in entire agreement with the views expressed by 
the Commission in these paragraphs. We would, how¬ 
ever, suggest a few modifications in the views expressed 
by the Commission. 

We suggest that where the benefit from any charity 
is .obtained in India or by the nationals of India, the 
restriction of the exemption to the limits of the Indian 
shors should be waived. To make ourselves more clear, 
what we have in mind is this, that if a trust is formed 
to help students to pursue their post-graduate studies 
outside India, the income from such a trust should come 
under the exemption, because the trust would be bene¬ 
fiting our ov/n country, although the income is enjoyed 
by the beneficiaries outside the country. Similarly, if 
a trust is formed outside the country with the object 


of helping an institution of a charitable nature like a 
hospital or a school in India, then the exemption should 
cover the income that is applied in India to such charit¬ 
able purpose. 

Until recently, income from business carried on by 
a trust was exempt, if the income was wholly applied 
to the purpose of the charitable institution and the busi¬ 
ness was carried on in the course of discharging the 
primary purpose of the institution, or the work in con¬ 
nection with the business was mainly carried on by 
the beneficiaries of the institution. By a change intro¬ 
duced in the Act in 1953, income derived frpm a business 
carried on behalf of a religious or charitable institution 
will be included in the total income of that institution 
for taxation unless the income is applied wholly for the 
purposes of the institution or the business is carried on 
in the course of the actual carrying out of the primary 
purposes of the institution or the work in connection 
with the business is mainly carried on by the benefi¬ 
ciaries of the institution. It is, arguable that, by the 
recent change, some of the profits earned by a business 
might not be covered by the exemption. Thus for 
instance, if a hospital runs a business in cloth or invests 
its funds in a business which is manufacturing a product 
which is lucrative, then the income from this business 
will not be exempt, as it is not carried on in the course 
of the actual carrying ,out of the primary purposes of 
the institution, not could it be said that the business is 
mainly carried on by the beneficiaries of the institution. 
We think that such restriction are not necessary when 
once the object of the institution and the purpose for 
which the profits are utilised, are accepted to be of a 
charitable nature. The exemption is really intended to 
see that no profits are in fact enjoyed by an individual 
in the name or under the guise of charity. All that is, 
therefore, necessary to see is whether the profits go 
to public charity or to individual hands ; and .once the 
authorities are satisfied that the actual benefit goes to 
charity it seems unnecessary to deny the exemption 
merely because the activity by which the income is 
earned is not cognate to the principal objects of the 
charitable institution. It must be remembered that al¬ 
though India wishes to be a Welfare State, it is still in 
the process of becoming one. Until, therefore, the goal 
is reached and the State becomes a full-fledged Welfare 
State, encouragement must be given to charities which 
are fulfilling at present the functions which ultimately 
would fall on the shoulders of the Welfare State. 
Question 57. —(i) Should the business profits of co¬ 
operative enterprises, which are now exempt, be 
charged to income-tax and super tax ? If so, should 
co-operative societies be treated as companies or 
should a lighter levy be imposed ? In case the 
exemption, is continued, should it be restricted to 
certain categories of co-operative enterprises ? 

(it) Do you agree with the view that the income deri¬ 
ved by co-operative housing societies by way of 
rent should not be treated as income from property 
assessable to income tax ? Would you, in this 
respect, differentiate between tenant co-partnership 
housing societies and other types of housing 
societies ? 

(tit) ft has been suggested that there are divergent 
decisions by different Income-tax authorities in res¬ 
pect of assessment of income of co-operative societies 
from sources other than business. If this is so, 
please indicate such decisions and the measures you 
would suggest to secure uniformity in assessment. 

The business profits of co-operative societies are now 
exempt from income-tax, and co-operative societies are 
not treated as companies but as associations of persons 
or individuals. Originally, co-operative societies were 
formed for pooling the meagre resources of small earners 
for the purpose of assisting the needy ones from among 
their fold. Later these resources came to be applied to 
common purchases of seeds and other necessities by 
agriculturists and for forming consumers’ societies, etc. 
The principle underlying the exemption of co-operative 
societies was two-fold. Firstly, as the co-operative 
societies traded or had business connections with their 
own members, the trading that was done by the societies 
was mutual trading, and in mutual trading the well 
known principle laid down by the House of Lords in 
the Styles case, that a person cannot make profit out of 
himself, applies. We think that this principle of exempt¬ 
ing from taxation profits that arise from mutual trading 
is salutary and should be continued. It is particularly 
necessary in this country where the scope for cottage 
industries is large and Government intend to prospect 
the possibilities of cottage industries to improve the 
financial condition of the people. Cottage industries 
would be greatly helped by co-operative eil'ort, and as 
they have to compete with large scale producers who 
have large resources and advantages over the small 
industrialist, we think that where cottage industries are 
worked in a cq-operative spirit and as a co-operative 
organisation, the concessions of exemption from tax is 
due and should be extended or retained. 



It should not, however, be construed from this that 
we support the exemption of profits which are not due 
to mutual trading. In other words, if a co-operative 
society trades with non-members, the profits that can 
be attributed to such trading with others we think, should 
be brought under tax, as they do not in any way differ, 
except probably in the quality of the managers, from 
other business undertakings. 

As regards the rate ,of taxation, while exemption 
should, we think, apply to profits earned by those 
societies which do mutual trading or to the profits of 
mutual trading of co-operative societies, we suggest that 
the concession of super-tax need not be extended to the 
profits of co-operative societies. If a co-operative society 
earns so well as to have income taxable to super-tax, 
it means that it is not a small venture, but has extensive 
operations, and, except for the fact that the profits 
of these societies have to be invested in Government 
securities, these large undertakings will not be contri¬ 
buting to the exchequer of the Government if their 
profits are exempted from super-tax. We, therefore, 
suggest that so far as the profits of c,o-operative societies 
are concerned, whether they result from mutual trading 
or non-mutual trading, they should not be exempt from 
super-tax ; and we further suggest that for the purposes 
of super-tax the co-operative societies should be treated 
as companies and be eligible to pay only the corporation 
tax which is much lower than the ordinary super tax. 
Therefore, the status of a co-operative Society under 
these proposals will have to be that of a company and 
not of an association. This is no hardship if, as pro¬ 
posed by us, the profits of co-operative societies are 
exempt from income-tax, except in cases where they 
arise from non-mutual trading. 

As regards co-operative housing societies, where the 
income derived from co-operative housing is mutual, that 
is, where the properties are let out tp members of the 
co-operative society, we think that such income should 
be treated as mutual. We would also suggest that 
tenant co-partnership housing societies be treated 
differently from ownership housing societies, because the 
latter class of societies are co-operative only nominally, 
whereas co-partnership housing is, in spirit and in fact, 
co-operative. 

We cannot quote the divergent decisions by different 
Income-tax authorities in the matter of assessment of 
incomes of co-operative societies from sources other than 
business. If there are any divergent decisions; we 
think, this divergence can be avoided if it is made clear 
that the income of co-operative societies deiived from 
mutual trading should be exempt in all cases this will 
introduce uniformity in the decisions of these autho¬ 
rities. It may be objected to that it might be difficult 
to distinguish between mutual trading and non-mutual 
trading, particularly where the societies deal with con¬ 
sumers and sell their products to members as well as 
non-members. One way of differentiating between 
members and non-members in such societies would be 
insist on a certain rebate being giving to members on 
the business done by them through the Society. This 
will incidentally show the amount of income that could 
be attributed to members, and will help the Income-tax 
authorities to arrive at a proper allocation .of taxable 
and non-taxable profits in the hands of co-operative 
societies. 

Question 58 .—Are you in favour of continuing the con¬ 
cessions given to new industrial undertakings under 
Section 15C of the Income Tax Act? Have initial 
and extra depreciation allowances made the conces¬ 
sions practically infructuous ? If so, what are the 
directions in which the provisions of this section 
should be modified ? 

We are in favour of continuing the concessions given 
to new undertakings under section 15C of the Indian 
Income-tax Act. India is in its infancy so far as indus¬ 
trial development is concerned, and although some in¬ 
dustries did well during the war period, this was more 
due to the special conditions of the time which were 
a period of a sellers’ market rather than a buyers’ 
market. Now that industrially developed countries have 
rehabilitated themselves to a great extent and are enter¬ 
ing world trade, aided by their respective Governments 
and the skill of their workers, India is finding it more 
and more difficult to make her few new industries hold 
their own against foreign competition. The export 
trade of this country is dwindling. In the circumstances, 
it is but fair and necessary that every encouragement 
and support should be given to those nascent industries 
of our country which are likely to prosper in the Indian 
soil. Certain industries are essential for the growth of 
this country ; certain others are, if they could be main¬ 
tained, advantageous. Some industries are fully estab¬ 
lished. Of these three classes of industries, those that are 
established can be left to shift for themselves ; those that 
are merely advantageous may be supported, but the sup¬ 
port can be left to the encouragement of the public to give, 
as they stand to gain the advantage more than the 


State. But in the case of those industries which are 
necessary either for defence requirements or for the 
industrial upkeep of the country, special efforts must 
be made to make them grow and take root in the Indian 
soil. We would, therefore, suggest that Government 
should, as the Planning Commission has done, classify 
industries according to their strategic importance, and 
give to those which are strategically important or 
important in the sense of public well being, concessions 
of a lower rate of taxation or in some other deserving 
cases, by total exemption from tax for a short period. 
There is also another aspect from a proposal like this 
deserves support. India’s population growth is greater 
than the growth of opportunities for employment. From 
this aspect also it is necessary that new industries should 
be started and should be nurtured. We therefore think 
from all these points of view and others, that Government 
should encourage, by initial allowance for taxation, the 
growth of industries in this country, particularly industries 
which are of strategical importance. The concessions 
given in section 15C are only nominal. They do not 
touch the problem at ail. They only antedate the amount 
of allowance which is in any case due to the assessee 
over a number of years. This is hardly a concession. 
What is required is an exemption of the profits from 
tax for a small number of years, till such time us is 
necessary for the industry to prove its ability to stand 
on its own legs. This will naturally depend on the 
nature of the industry. Just as in the case of depre¬ 
ciation, allowances are made for classified industries, 
similarly allowances for this kind of exemption will 
also have to be made on an approved classification of 
those industries. In this connection we must point out 
that at present even the small benefit that is given to 
industries is restricted to such industries as were started 
between the years 1948 and 1954. We suggest that if 
the principle which we have indicated above is accepted, 
the provision for concession should not be limited to 
any particular period, but should be available according 
to the principles laid down. 

Question 59.—A suggestion has been made that banking 
profits of foreign branches of Indian banks should 
be given concessional treatment for tax purposes in 
order to encourage the opening of branches abroad. 
What are your views ? 

We have all along been in favour of giving conces¬ 
sional treatment for tax purposes, if these concessions 
are likely to encourage Indian business. In pursuance 
of this principle, we are in agreement with the view 
that banking profits of foreign branches of Indian 
banks should have concessional treatment. If India 
trade is to expand, branches of Indian undertakings 
must spread out in the world, and no such spreading 
out is possible without banking facilities. For such 
banking facilities, Indian banks will have to keep a 
large amount of their capital idle as a safeguard under 
the banking system. On this and other considerations, 
viz., that additional capital and revenue expenditure 
will have to be incurred by the banks, we suggest that 
due concessions should be made in the tax structure. 
Question 60.—Should any liberalisation be made in the 
present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds ? 
The object of allowing life insurance premia and 
contributions to provident fund as a deduction in arriv¬ 
ing at taxable income in the case of persons was to 
encourage thrift and to enable the persons concerned 
to provide against a rainy day. It was implicit in this 
exemption that a person at the end of his career in 
office is unable to earn, being too old to do so. There¬ 
fore, we must provide himself, during the period of his 
active service, against the leaner years of his later life. 
In the past, when industrialisation in India was not 
much advanced, the class ol persons to whom the exemp¬ 
tion mainly applied was persons in Government service, 
and these were partly remunerated in their retirement 
by a pension. Therefore, the concession of one sixth 
of the salary which was allowable to a person as a 
contribution for life insurance premium or as contri¬ 
bution to provident fund was only a supplementary 
addition to the pension. But now that private sector 
has expanded and this does not provide for pensionary 
benefits, it appears necessary that the exemption limit 
for insurance permissible under the Act should be ex¬ 
panded. We arrive at the same conclusion by another 
way. The standard of living in India is slowly rising, 
and what was at one time adequate to keep a person in 
his original standard of life after retirement is no longer 
adequate. Therefore, the provision that has to be made 
for providing for the future must be greater than in the 
past. We would suggest that the exemptions should be 
granted by way of contributions to provident fund and 
insurance premia not only against life, but also for 
policies that are taken out for the education of children, 
old age disability, or disability for wounds, etc. in the 
case of the armed forces and other professions or avoca¬ 
tions of a dangerous character, and that the limit up to 
which the concession should be granted should be 
raised. 



The different treatment granted under the Indian 
income tax Act to provident funds of Railways and the 
Imperial Bank of India and the provident funds of other 
organisations has been a cause of discontent and com¬ 
plaint -'among the contributors to the private provident 
funds. We agree that there is a good deal to be said 
in favour of the view of the contributors to the private 
provident funds in this regard. The amounts that are 
contributed by employers to the Provident fund of the 
Railway servants and the employees of the Imperial 
Bank are considerable, and the exemption from tax that 
these funds carry makes the reward to those employers 
enviously high. In fact they appear at present to be 
the only exemptions of actual incomes of persons in the 
Indian tax system. We, therefore, suggest that this 
distinction may be withdrawn and all provident funds 
be treated on a like basis. 

Question 61. — (i) Do you favour the grant of larger de¬ 
preciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they 
be given — 

(a) by larger depreciation allowances cm new assets; 

(b) by revalorisation of existing assets : 

(c) by treating the excess of replacement cost over 

original cost as revenue expenditure ; 

( d) by any other method ? 

( ii) What is the justification for assistant from public 
resources to certain classes of tax payers only by 
way of covering partially the excess of replacement 
cost over original cost of old assets ? 

(iii) In case adequate justification exists for assistance 
by Government in the form of tax concessions to 
meet the situation, what safeguards should be pres¬ 
cribed to see that the funds so made available are 
utilised for the purposes for which they are intend¬ 
ed ? 

The question of depreciation allowances has been 
dealt with exhaustively by the witnesses before the 
Tucker Millard Committee, and that Committee has 
dealt with the problem as presented to them exhaustive¬ 
ly in their report to Government in 1951. In our Memo¬ 
randum we had referred to this question and to this 
recommendation of the Committee. We may be permit¬ 
ted to quote from that Memorandum : 

“ It was strenously represented by responsible bodies 
before the Taxation of Trading Profits Committee, and 
the same complaint is being repeated before the Royal 
Commission on the Taxation of Profits and Income now 
sitting in England, that the presence indigence of taxes 
is throttling industries. In their evidence before the 
Commission, representatives of British Chambers of 
Commerce have stated : 

‘ The most urgent economic tax problem in business 
profits is the erosion of real capital which is caused by 
calculating taxable profits without regard to the depre¬ 
ciation in the value of the money. The long term trend 
is for the value of money to fall ; the last 10 years have 
shpwn an exceptionally sharp fall, and there are no 
signs that the pace of decline is iikely to slacken in 
the near future. This fall in value of money makes 
it necessary to use more money to maintain the same 
value of stock and to renew the productive equipment 
in the form of machinery, buildings and other big assets. 
This extra money must come from self-financing out of 
trade receipts or by borrowing from creditors or by new 
investment by the proprietors .... Economic considera¬ 
tions point to the need for relieving from taxation the 
sums annually required to be provided to maintain the 
productive operational capacity of the business. 

“ Thus suggestions were made to the Tucker-Millard 
Committee to meet this difficulty in finance by various 
pers.ons (a) that the stocks and assets should be allowed 
to be revalued for depreciation, etc., purposes, (b).tbat 
the present written down value of plant and machinery 
should be allowed to be multiplied by 2 or. by their 
approximate index figure, and (c) that a special allow¬ 
ance dependent on the actual replacement of the plant 
should be allowed. The Millard Committee ultimately, 
after considering all the alternative suggestions made 
to them recommended “that a minimum rate of initial 
allowance should be prescribed, that any association 
which represents the particular industry should be 
entitled to apply for rebate of initial allowance 
in excess of the minimum, and that the authority res¬ 
ponsible for determining these applications should 
entitled to take into account both the price level of the 
plant and machinery in question and also the importance 
of the particular industry to the national economy 

In arriving at these conclusions and rejecting the 
other proposals made, the Millard Committee seems to 
have been influenced by the fact that the concession 
would benefit old undertakings and not new ones. We 
think that the Committee have laid too much stress on 
this aspect of the question. As has been pointed out 
before the Committee, the question is one of keeping 
capital invested in an industrial undertaking intact 
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while using the machinery and plant into which that 
capital was invested for the purpose of earning the profits 
of the undertaking. Where there has been an infla¬ 
tionary tendency and the value of the money that was 
previously invested in a plant is no longer sufficient to 
replace that plant in case such a contingency arises, 
the result will naturally be that the capital would 1 ave 
to be found to purchase machinery of the same kind as 
was purchased in the past. As has been aptly said by 
the representatives of the British Chambers of Commerce 
in England, “ when the value of money depreciates 
seriously, it is not sufficient to debit past expenditure 
in past pounds against receipts in current pounds. To 
do so penalises business to the extent of the difference 
between the value of the past pound and the current 
pound during the time that it takes to turn the asset 
over To quote further from the same evidence, “ so 
far as fixed assets are concerned, there are various 
methods which are available for expressing the change 
in the value of money. The choice of method would be 
determined by the efficiency with which the chosen 
method achieves the purpose of expressing the annual 
wastage of capital in terms of current pounds. The 
United Kingdom system differs from the French, Belgian 
and Italian methods in this respect. In those countries 
the charge for depreciation for tax purposes follows the 
books of account, and it was necessary first to revalorize 
the gross value of the assets of the depreciation previous¬ 
ly provided in the accounts and to fix a rate to ammortise 
the new net book value over the remaining life of the 
asset before the figures could be ascertained for tax 
purposes. Moreover, the work of recalculating the new 
capital value has to be done each year with each new 
fall in the value of the currency. The desired correc¬ 
tion, however, can be made in conformity with the 
present system of depreciation allowances by varying 
the annual allowances to correspond with the degree of 
inflation which has developed during the year. The 
annual allowances are the wear and tear allowances. 
There would also be included such further allowances 
as may be provided for.” 

We might invite the attention of the Commission to 
the extract from the Memorandum submitted by the 
Association of British Chambers of Commerce to the 
Royal Commission on the taxation of Profits and Income 
and published in the minutes of evidence taken before 
the Commission on 25th July 1952, wherein the recom¬ 
mendations of the Tucker-Millard Committee have been 
answered effectively by the Association. The extract is 
too long to be reproduced here, but the points made in 
that Memorandum have our full sympathy, and we 
suggest that the action proposed by them should be duly 
considered by the Commission and effect given thereto. 

One aspect that differentiates Indian industries from 
those in the West in that, while in the West the machi¬ 
nery is being rapidly replaced and improvements are 
being incorporated from time to time, India has had to 
depend more often on discards, and owing to the low 
profits that were realised before the war, replacement 
of old machinery was very rare or was only sparingly 
resorted to. The result has been that in most old 
established industries the machinery that is in use is 
outmoded and overworked. The replacement of that 
machinery has therefore become a very urgent factor. 
While the outside world which can supply the replace¬ 
ments is itself passing through an inflationary period 
it has raised the costs of replacement for the Indian 
Industries. This is a very serious problem, and tinker¬ 
ing with it will only end in disaster to the Industries. 
It is therefore absolutely necessary that the question of 
adequate depreciation allowances should be considered 
immediately. We would suggest, in addition to the pro¬ 
posals made (1) that Government should allow deduc¬ 
tions from profits which are ploughed back into the 
industry for the purposes of replacement of old machi¬ 
nery and parts ; (2) that excess sale proceeds which 
under the present act are taxable under section 10(2) 
(vii) should not be considered as taxable if the money 
is reintroduced into the business for purchasing fresh 
machinery and plants, and (3) that depreciation allow¬ 
ances should be made to vary with the rise in the index 
price of the machinery to be replaced. Our answer, 
therefore, in regard to the choice out of the four 
methods suggested by the Commission is that we agree 
to (a). With regard to (b), although it is an attractive 
proposition, there are great difficulties in implementing 
it both from the point of view_ of valuation mm P* 
accounting for additional valuation. As for (c), we 
agree that this is also an attractive proposal, but the 
difficulty is likely to be that the difference between the 
replacement cost and the original cost might be so heavy 
as not to be covered by the profits of the industry in 
the year in which the replacement is made, and unless 
the difference is carried forward as a depreciation allow¬ 
ance, the proposal will be of very little value. 

The questions of the Commission suggest that public 
resources would be taken away from one class of tax¬ 
payers to benefit another class if the above proposals are 
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accepted. It is not understood how the proposal leads 
to this conclusion. The allowances are to be made as 
expenditure due for arriving at the true income of the 
assessee. The true income is arrived at if the capital 
invested is not reduced, and capital here means real 
capital, i.e., the owner of the funds and retains the 
same ability as before to replace his plant or machinery, 
without touching his capital. In other words, the depre¬ 
ciation allowed or allowable should be sufficient to re¬ 
place the capital asset without the proprietor having to 
dip into his pocket. If it is considered that depreciation 
allowances on the old written down value are sufficient 
for this purpose, then the question of giving additional 
depreciation would not arise at all. But if the principle 
is accepted that the role of depreciation is to keep the 
original financial ability of the owner of the capital 
asset intact in spite of the present inflationary trend, 
then it follows that depreciation on the old valuation 
is inadequate and insufficient. Therefore, what is to 
be allowed would be a higher depreciation, more in 
conformity with the present values, and if such an 
allowance is made, it will be only what is due to the 
industry or to the industrialist in order that his true 
income may be assessed to income-tax. Therefore there 
will be no extra benefit allowed to any one class and no 
diversion of public resources to benefit a certain class 
of taxpayers in the proposals that we have made, but 
only a legitimate attempt at justice. 

The safeguard that we would prescribe in order to 
see that the funds so made available to the Industry 
are utilised for the purposes for which they are intend¬ 
ed is that the income-tax authorities should be satisfied 
that those funds are not utilised for any other purpose. 
This can be done by maintaining a separate account of 
the allowances made, which will also show the way in 
which that allowance is expended or utilised. 

Question 62.—Are any changes called for in the classi¬ 
fication of assets for purposes of depreciation of 
assets, rates of depreciation and methods of comput¬ 
ing the allowances ? 

We have no suggestions to make for the reclassifica¬ 
tion of assets for purposes of depreciation. The rates of 
depreciation, we think, should depend upon the time 
taken by each depreciable asset to fully depreciate. As 
regards the method of computing the allowances, the 
written down value does not fully cover the entire 100 
per cent., and we therefore think that the old method of 
allowing full depreciation should be re-introduced. As 
has been rightly said, the justification for a depreciation 
allowance is that a trader should be allowed to replace 
any capital used up in the year’s trading before he is 
assessed for profits. The only reasonable principle is 
that capital should not mean one thing at one time and 
for the same trade a different thing at another. 

As a further safeguard to see that the rates of depre¬ 
ciation are adequate, and that full depreciation is allow¬ 
ed to the industries concerned, we would suggest that 
expert bodies like the Institute of Chartered Accountants 
of India and the Manufacturers'’ Association should be 
consulted from time to time for fixing the rates and the 
manner in which those rates are to be applied. 

Question 63.—Should any tax concessions be given to 
encourage development of mineral resources ? If so, 
what form should they take ? In particular, should 
depletion allowance on wasting assets be allowed ? 
How should it be computed for different kinds of 
assets you have in view ? 

Regarding depletion of wasting assets such as mineral 
resources and the development of such resources, we 
think that special encouragement should be given and 
is due to the prospecting and exploitation of the mineral 
resources of the country. At present the prospecting 
expenses are treated very differently by different autho¬ 
rities. Thus if a company were to prospect for mineral 
resources in a particular area and it is found at the end 
of the prospecting that that particular effort is not 
fruitful, then the prospecting expenses are a dead loss 
to the company. There are no means by which such 
losses can be claimed by the company under the Income- 
tax Act. Even when other efforts are made which prove 
fruitful, the original expenses which had gone to waste 
are often not allowed, because they were not incidental 
to the particular endeavour that was successful. We 
think that such a treatment of prospecting expenses is 
likely to discharge prospectors in this country, and in 
considering the allowance or otherwise of expenses, the 
business of prospecting should be considered as one, and 
the expenditure incurred in the course of such business 
has not to be judged only so far as it concerns the suc¬ 
cessful part, but as a whole so long as prospecting is 
done. Therefore, if a prospector for iron fails at one 
place but succeeds at another, the total expenditure to 
be considered should include the expenditure not only 
at the successful place, but at both places. It is likely 
to be urged that prospecting is a capital expenditure, 
intended to create an asset of a capital nature, and it is 
possible that the Department might contest the claim 


of expenditure on that account. On the other hands, 
if the expenditure is considered as of a capital nature 
and as no asset is created, by that expenditure, the 
Department might object to the expenditure being 
spread even by way of depreciation. We, therefore, 
think that concessions should be given that will take 
into account expenditure, even where expenditure is 
capitalised, which will enable proper recoupment to be 
made. 

Regarding depletion allowance, under the English 
system, it would include capital expenditure incurred 
by a person in connection with the working of a mine, 
oil well or other source of deposit of a waste nature is 
allowed for the purpose of searching for or discovering 
and testing deposits or winning access thereto, or expen¬ 
diture incurred on any works which are likely to be 
of little or no value when the source is no longer 
worked for, or where the source is worked under a 
foreign concession which is likely to become valueless 
when the concession comes to an end to the person 
working the source immediately before the concession 
comes to an end, but no expenditure is allowed for 
acquisition of the site of the source, of rights in the 
deposits, for expenditure on machinery and plant, ex¬ 
penditure on buildings and structures, etc. Certain 
initial allowances were permitted up to 1951-52. There 
are, however, other suggestions of a more practical 
character which we think will be more effective. Thus 
one method is to grant the deduction of a percentage on 
the cost of the wasting asset until the full 100 per cent, 
of the cost has been me:. In the U. S. A. another method 
is more widely used, and that is to grant the allowance 
as a fixed percentage ,o£ the gross extractions each year, 
regardless of the cost of original acquisition. Thus the 
Federal Law allows a deduction of 274 per cent, of gross 
extractions of oil each year as long as anything is ex¬ 
tracted. We suggest that the latter method will he more 
beneficial both to Gov( rnment and to the persons con¬ 
cerned, and we recommend it. 

Question 64. — In what form would you provide for per¬ 
sonal and family allowances — 

(i) exempting the first slice of income from tax ; or 

(ii) providing specific allowances for family and 

dependents ? 

In the case of (i), do you consider that the first slice— 
[is. 1-1,500—should be revised? In the case of ( ii), 
what treatment would you give to the Hindu un¬ 
divided family ? 

In our Memorandum we have dealt at length with 
the proposal that family allowances should be allowed 
under the English system, and we have sought justifi¬ 
cation for our proposal in the doctrine of “ ability to 
pay ”. We have also suggested there, following Mr. 
Harrod who gave his evidence before the Royal Com¬ 
mission on Taxation of Profits and Income on the 27th 
of June 1952. that special allowance may be made for 
expert work. 

There is very little difference essentially between 
exempting the first slice of income or providing specific 
personal allowances. It is only a question of what the 
first slice should be and what it should stand for. If 
the first slice is to represent the minimum that is 
necessary for a person to live in comfort as a single 
individual or a bachelor, then it becomes a personal 
allowance for a bachelor, if looked at from the point of 
view of expenditure, or it becomes the first slice of 
income to be exempt from tax, if considered compre¬ 
hensively. In either case, therefore, the consideration 
appears to us to be the same, viz., what would be the 
expenditure that a person, unhampered by dependents 
and not weighed down bthe responsibilities of family 
or other expenditure, would have to incur. This again, 
depends on the cost of living index, and we should think 
that the best course would be to provide specific allow¬ 
ances for family and dependents, taking.as the starting 
point the minimum cost of living for a single individual 
who has no responsibilities such as the maintenance of 
dependents. We think tint in such- a case the first slice 
or the minimum should rot be less than Rs. 2,400, that 
is Rs. 200 a month. Further allowances should be made 
for the wife and children and relief of other dependents. 
In order that the claims for allowances may not be 
excessive, we would also prescribe a maximum up to 
which a claim can be made for personal allowances. 
Taking Rs. 2,500 for a single individual, we think that 
the maximum that can be allowed to a family should 
be Rs. 9,000 comparing R:. 2000 which was the taxable 
income prior to 1939, and raising it by the increase in 
cost of living index since then, this limit of Rs. 9,000 
will be found to be not tea excessive. In the case of a 
Hindu Undivided family, t is difficult in these days to 
lay down a specific rule, for the simple reason that 
although a family may be undivided, it does not mean 
that all members of the family live together and at one 
place. It only means that in the case of a joint Hindu 
family the initial responsibility or responsibility of the 
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lowest slab is of greater value. This lower limit will 
have to be fixed with reference to the number of copar¬ 
ceners in the case of a Hindu Undivided family, and 
the maximum might be placed at Rs. 12,000. 

Question 65.—Should the present law regarding admis¬ 
sible expenses [Section 10(2)] be altered ? If so, 
please indicate with reasons, the items of expenses 
(i) which are not now admissible but, in your view, 
should be admissible and ( ii ) which are now admis¬ 
sible but, in your view, should not be admissible. 

The law in respect of the allowable expenditure Is 
based on the English Act, and enacts that only such 
expenses should be allowed as are laid out or expended 
wholly and exclusively f.or the purpose of the taxable 
business, profession or vocation. Under the provision 
as it stands at present, the expenditure to be deductible 
must first jump the first hurdle, namely, that it should 
not be considered to be expenditure of a capital nature. 

The expression “ expenditure of a capital nature ” 
has been a bone of contention before many Courts, and 
even now no finality has been reached in regard to the 
expenditure that can be called definitely of a non-capital 
nature. If this hurdle is passed, the next test which 
the expenditure has to submit to is whether it is for 
the purposes of the business. Now “ purposes of the 
business ” is not the same thing as “ in the course of a 
business ”, and therefore this difference has raised a 
good deal of controversy. The Courts have often sub¬ 
jected allowable expenditure to the test as to whether 
the expenditure is necessary to be incurred in order to 
obtain or to arrive at the assessable prpfits that emerge 
out of a transaction. Thus, for instance, if a person 
is fined for a breach of the Control Regulations, it has 
been held that the fine paid or the amount that is spent 
on legal expenses is npt an expenditure for the purpose 
of the business, and therefore is not allowable. Such 
an argument baffles the layman. It cannot be denied 
that the Control Regulations can be broken only in 
transactions of a business nature or transactions which 
pertain to a business, and the proprietor of the business, 
except as such proprietor, has no concern with these 
transactions. Therefore, to say that the fine is not for 
the purpose of business, although it is incidental to the 
business is too harsh a construction to be placed on The 
admissibility of expenditure. We would, therefore, 
suggest that instead of the words “for the purpose of 
a business ” the words “ in the course of a business and 
incidental thereto ” should be inserted. 

Another aspect of the same problem is that expendi¬ 
ture is often disallowed by the Income-tax Officer as 
excessive. Some Courts have taken the view, which we 
think is right, that when an undertaking incurs an ex¬ 
penditure, all that the Income tax authorities have to 
see is whether that expenditure is for the purposes of 
the business or incidental thereto. Once this test is 
satisfied, about the quantum of that expenditure the 
matter should rest more properly with the assessee than 
with the Department. As the Chief Justice of one High 
Court has said, the Department cannot dictate to a tax¬ 
payer as to how he should conduct his business. There¬ 
fore, if an expenditure is incurred, provided the expen¬ 
diture is for the purposes of the business, the Income-tax 
authorities should not be allowed to interfere with regard 
to the quantum to be allowed. It is no doubt true that 
collusively some excessive expenditure might be claimed 
by an assessee. In that case, it will rest on the Depart¬ 
ment to prove that such collusion exists, and if such 
collusion can be proved, then there will be a ground 
for the I. T. authorities to contend that the expenditure 
is not entirely for the purposes of the business. With 
this restriction, we think that all expenditure that is 
incurred for the purpose of a business or in connection 
therewith should be admissible. We do not propose to 
refer to other points of disagreement betweeen the 
assessee and the I. T. authorities in the matter of expen¬ 
diture, such as the payment of secret commission and so 
on. The approach of the Dept, can be defended on the 
ground that secret commissions are by their very nature 
not provable, and therefore, if no restriction is placed 
on the allowance to be made for such expenditure, a 
large number of spurious claims are likely to be made. 
There is one type of expenditure, which is disallowed by 
the Dept, as capital expenditure, which, if allowed, is 
likely to help industrial development in a country like 
ours, where such development is badly required. We 
suggest that if any profits are placed in reserve by a 
business for being ploughed back into the business for its 
development when the actual expenditure is incurred it 
should be allowed. The purpose of the use is capable of 
being easily checked and therefore there would be no 
difficulty in implementing the suggestion. When imple¬ 
mented, it is expected that the result will amply repay 
the sacrifice in tax by the Government. 

Question 66.—(a) Are you in favour of combining ■ in¬ 
come-tax and super tax into a consolidated levy, 
(b) What are the merits or demerits of such a step 


from the point of view of ( i) assessees, (ii) ad¬ 
ministration ? (c) Are you satisfied with the degree 

of progression in the present rate structure (both 
income-tax and super tax) especially in regard to 
its economic effects ? (d) In case you consider a 

change is necessary, what alternative rate structure 
would you recommend ? (e) Should the rate of 

surcharge levied under Article 271 of the Constitu¬ 
tion also be graduated ? 

(a) and (b) A number of arguments can be stated 
in favour of combining income-tax and super-tax into 
a consolidated levy. Thereby the taxpayer would know 
how much he has to pay more easily ; and the compli¬ 
cations which arise on account of some incomes being 
assessable to income-tax but not to super-tax and which 
create a lot of confusion in ascertaining his total liability 
to the taxpayer, being automatically removed, there will 
be greater simplicity in the tax structure. The grada¬ 
tion in the tax will be more easy to arrange under a 
single rate system than under the dual system as it 
exists at present. On the other hand, although there 
are these arguments in favour of simplification which 
assist the assessee in the proper understanding of the 
tax structure, from the point of view of the adminis¬ 
tration there are, we think, more potent arguments in 
favour of the present system. It is a rule of taxation 
that the tax system should be such that it can be adjust¬ 
ed to the needs of the Government, which often fluc¬ 
tuate. The rate structure must therefore be such as 
can easily lend itself to change according to the needs 
of the Government from year to year. A single rate 
is not so pliable, nor does it tend itself to being dressed 
up, so as to conceal the full extent of increases in tax. 
Super-tax has again this advantage, as a separate tax, 
that it can be made selective as regards persons and 
progressive as regards rate without touching the common 
man, which is an advantage in a country like India 
where persons in the lower income brackets are pre¬ 
dominantly more than in the higher income brackets. 
From a recent review by the Central Board of Revenue 
of the number of assessees—which unfortunately is the 
only statistical communique of Government on which 
we can draw in the absence of the published accounts 
of the Central Board of Revenue—it appears that the 
number of persons paying tax on incomes of over Rs. 1 
lakh is almost negligible. According to the figures pub¬ 
lished by Government, pf 6,47,376 persons who were 
found assessable, there were only 4,737 assessees with 
incomes over Rs. 1 lakh in 1951-52, and they accounted 
for 63 o per cent, of the total gross demand for the year. 
Assessees with incomes between Rs. 25,000 and Rs. 1 
lakh made up 21 5 per cent, of the total demand, and 
these with incomes between Rs. 10,000 and Rs. 25,000 
about 9-5 per cent, of the demand. By far the larger 
number of persons assessed fell in the category of 
incomes below Rs. 10,000 and accounted for only 5-5 per 
cent, of the demand. A large percentage of the tax 
demand, viz., 63 5 per cent., is accounted for mostly by 
super-tax payers. Therefore, from the point of view of 
the facility with which different classes can be treated 
separately according to needs, the distinction of the rates 
as income-tax and super-tax appears to us to be desir¬ 
able, and we think that this distinction should remain. 

(c) and (d) The degree of progression in the existing 
rate structure appears to us very unsatisfactory. The 
present progression was devised during the War, but 
although the War has been over nearly 8 years now, the 
structure practically remains the same, as before, except 
for a small difference here and there. So long as the 
war profits lingered in the hands of some of those who 
earned them and business conditions remained .outward¬ 
ly at least satisfactory, aided by these war profits, the 
rates of taxation did not weigh too heavily on the 
persons concerned, but as the war days are receding 
into the background and also the results of it, the lower 
surface is becoming more and more visible, and against 
this background the rate structure appeared to be too 
harsh and grinds industrial profits to pulp. Every tax 
structure has to take into account the peculiar circum¬ 
stances of the country for which it is framed. In a 
Welfare State where medical, educational, old age, sick¬ 
ness and similar benefits are provided for by the State, 
the tax not merely makes a contribution to the running 
of the administration, but also a contribution for many 
personal needs of the .ordinary citizen. In India, the 
tax that is being collected by Government goes mainly 
to support the administration, and therefore, with the 
meagre amount that is left in the hands of the taxpayer 
he has to fend for himself to meet the urgent needs of 
personal living, maintenance and well being. Under 
the Five-Year-Plan, Government expect the industries 
to find their own capital. In effect, the tax that Govern¬ 
ment seeks to claim from the Indian citizen does not 
come back to him in any shape or form, except perhaps 
good administration and the defence of the country. It 
is. therefore, essential that the tax structure should be 
such in this country as will leave to the common man 
enough to live in comfort, and to the industry sufficient 
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capital to reimburse itself to expand, to equip itself 
against outside competition and to offer to the poorer 
classes consumers’ goods at a cost within their means. 
These considerations must lead to only one conclusion, 
that the tax should not be heavy, until at least Govern¬ 
ment undertake larger responsibilities as a Welfare 
State and take up the nursing of industries that are 
necessary for the advance and the growth of _ the 
country. We have shown above from the communique 
of the Finance Ministry that the number of persons 
earning large incomes in this country is surprisingly 
small. In 1951-52 there were 6,47,376 people who paid 
tax from all sources, of whom 5,10,412 earned an income 
below Rs. 10,000. Again, out of the total number of 
6,47,376 who paid tax, 5,47,539 were individuals, 65,750 
were Hindu undivided families, 23,326 were unregistered 
forms and other associations and individuals, and 10,761 
were companies and other concerns assessable at the 
Company rate. According to the above classes, the 
income assessed in the hands of these persons was indi¬ 
viduals, 475-5 crores ; Hindu undivided families, 80-3 
crores ; unregistered firms, 27-2 crores ; Companies and 
other concerns, 199 9 crores ; total 782-9 crores, and the 
gross demand against these was 195-8 crores, which 
gives the average tax rate as about 25 per cent, on the 
total income assessed. 25 per cent, is a high average 
rate for income-tax. It is high time that the rate struc¬ 
ture should be modified, and if Government cannot do 
without keeping the rates at the present high level, the 
only alternative is that they should cut down their 
expenditure. The Five-Year Plan can be made into a 
Ten-Year-Plan, if necessary, but no five-year plan which 
is built on the misery or hardship of our country is 
worth having. The administrative machinery must be 
cut down if the common man is to live. The essential 
need is that the Indian should live in comfort and should 
have the means to meet his requirements. This can 
only be done if a smaller slice is taken away from his 
income than is done at present. 

A Committee on Post-War Tax Policy investigated 
the problem of the tax structure in the U. S. A. and they 
have published a tax programme for a solvent America. 
We quote the following table suggested by them for 
personal income-tax rates, in extenso. 


Alternative rate Schedule 

Taxable Income (In per cent) 

Brackets. i ---*-- “ > 




High 

Middle 

Low 

0 — 

2,000 

20 

18 

15 

2,000 — 

4,000 

22 

20 

17 

4,000 — 

6,000 

24 

22 

19 

6,000 — 

8,000 

27 

25 

22 

8,000 — 

10,000 

30 

28 

25 

10,000 — 

12,000 

33 

31 

28 

1-2,000 — 

16,000 

36 

34 

31 

16,000 — 

20,000 

39 

37 

34 

20,000 — 

25,000 

42 

40 

37 

25,000 — 

50,000 

45 

43 

40 

50,000 — 

75,000 

48 

46 

43 

75,000 — 

100,000 

51 

49 

46 

100,000 — 

200,000 

54 

52 

49 

200,000 — 

300,000 

57 

55 

52 

300,000 — 

400,000 

60 

58 

55 

400,000 — 

500,000 

63 

61 

58 

500,000 — 

750,000 

66 

64 

61 

750,000 — 

1,000,000 

69 

67 

64 


Over 1,000,000 


If these rates are fair for a country like America, 
where the Government is able to provide many needs 
for its citizens, it goes without saying that for a poor 
country, like ours the rates should be lower, at least in 
the earlier slabs. 

We would point out in connection with the above 
table that the rate scales combine normal tax and super¬ 
tax in a single schedule. We quote the following from 
the proposers of this programme : 


“ There are no scientific rules for determining the 
relative merits of a proportionately and moderately 
progressive or a steeply progressive scale of indi¬ 
vidual sur-tax rates. We believe that while keep¬ 
ing in mind considerations of equity and the needs 
of the Treasury, it is of paramount importance that 
such rates are not set so high as to constitute a 
deterrent to investment. We agree with the view 
that there is a point well below the level of confis¬ 
cation at which the effect of such a tax on the ven¬ 
ture spirit, and hence on the national economy is 
virtually the same as if it were 100 per cent. Cer¬ 
tainly a prospect of having to turn over three- 
fourths of the profits of a business or of additional 
professional income is calculated to have a dampen¬ 
ing effect on the spirit of enterprise. 

“ Not only do steeply progressive surtax rates 
stifle enterprise, but it is a truism that the more 
punitive they become, the less productive they are, 
even from the short term viewpoint. We have abun¬ 
dant evidence that the surtax rates above, say 50 
per cent., are but negligible value to the Treasury ”. 

Another alteration in the present tax system we 
would suggest is that income on which Corporations are 
taxed should not be taxed a second time in the hands 
of individuals who receive the dividend, except to the 
extent that the individual may be subjected by including 
the dividend, to higher rates of tax than are paid by the 
Corporation. 

One of the complaints against the Income-tax struc¬ 
ture is that under the present system of taxation, refunds 
become necessary to many people. The individual rate 
of taxation for a large class of persons being low and 
the rate of taxation o£ the income in the hands of the 
Corporations being high, applications for refund are 
many. In this connection, a suggestion has been made 
bv the Committee in the U. S. A., to which we have 
referred above. Thej say : “ The stockholder would 
include his individual income in his taxable income. 
After comouting the tax, he would take a credit on 
account of "the tax paid by the Corporation with respect 
to his dividends. This credit would be calculated by 
multiplying his dividends by the basic or lowest bracket 
rate of the individual income-tax. In order to avoid 
refunds it should be provided that the credit should in 
no case be greater than the total tax due. This plan 
admittedly does not achieve a perfect adjustment bet¬ 
ween the Corporation and individual income-taxes. A 
method could be devised which would produce such an 
adjustment, but only at an uneconomic cost and com¬ 
plexity. The procedure suggested achieves reasonable 
equity combined with simplicity ”, We bring this sug¬ 
gestion to the notice of the Commission for its considera¬ 
tion. 

Another complexity that has arisen—and it is partly 
responsible for the labour that an Income-tax Officer 
has to put in calculating the tax in individual cases—is 
the present method of treating dividend income. In the 
past, dividend income was not taxed again, but it was 
considered for rate purposes, and only if refund was 
claimed and the claim was supported by vouchers, was 
the tax collected on the dividends adjusted against the 
tax due. Under the present system, dividend income is 
treated as every other income which means that the 
taxpayer has necessarily to produce the vouchers so as 
to claim refund, and Ihe work thrown on the Income- 
Tax Officer is correspondingly more, even in spite of the 
fact that a good many of the persons concerned would 
not have cared to claim the refund but for the double 
taxation that would otherwise result. We suggest a 
reversion to the old system as a measure of economy and 
simplification of working out net taxes. 

(e) Sur charges are by their very nature a measure 
to be invoked in cases of emergency. We are therefore 
not in favour of having surcharges in normal times, 
but if a surcharge is to be levied at all, then we 
agree that it should be graduated even as the other rates 
of income taxation. 

While on this point, we might recall to the notice 
of the Commission a proposal, which created a contro¬ 
versy some years ago, viz., the decimal system of coin¬ 
age." If the coinage were divided decimally, the taxes 
would have automatically been shaped on a decimal 
or a percentage basis. As the proposal for coinage has 
been shelved, with little hope of revival, we suggest 
that the rates of tax should instead of being stated in 
pies, be revised on a percentage basis. This will save 
clerical labour and make a considerable difference in 
the cost of collection, besides making it easier for 
assessees also to calculate their liability. 

Question 67.—Have you any change to suggest in the 
exemption limit for individuals (Rs. 4,200) and for 
Hindu undivided families (Rs. 8,400) ? 

We have already, in answering Question No. 64 given 
an indication of what the exemption limit for individuals 
and Hindu undivided families should be. We have said 




4^5 


there that for bachelors it should be Rs. 2,500, for 
families up to a maximum of Rs. 9,000, and for Hindu 
undivided families a maximum of Rs. 12,000, the gradua¬ 
tion being made according to the number of individuals 
concerned. 

Question 68. —(a) Are you in favour of a distinction being 
made between earned and unearned incomes ? 
What is the economic justification for such a distinc¬ 
tion ? (b) Is the present definition of “ earned in¬ 

come ” in Section 2 (6A, A) of the Income-tax Act 
adequate in this respect or would you suggest any 
modification ? (c) Should the quantum of relief 
now afforded be extended or reduced ? If so, to 
what extent ? 

(a) Wc are in favour of the distinction being retained 
between earned and unearned incomes. The justifica¬ 
tion for such a distinction lies partly in the fact that 
in the case of unearned income, the person concerned is 
less bothered about the future, as the capital inherited 
from the past, lightens his responsibility. In the case 
of earned income, the responsibility lies on the person 
concerned not only to provide for his own future but 
also for that of his dependants. Therefore, from the 
economic point of view, it is but necessary that a person 
earning his .own income should be allowed to collect 
more savings than a person whose income is wholly 
unearned. 

(b) We have no alternation to suggest in respect of 
earned income definition. 

(c) The quantum of relief now afforded is on the 
right lines. It should not be reduced ; it might be 
extended, if at all, add the extension will depend upon 
the cost of living index and the rate of return on 
investment. 

Question 69.—Have you any changes to suggest regarding 
the principles followed in valuing stocks of a busi¬ 
ness for assessment purposes ? 

The question of valuation of stocks was considered 
by the Millard-Tucker Committee, and they have come 
to the conclusion that the present system of valuation 
at cost or market, whichever is lower, should continue. 
The United States are, however, not quite so definite in 
this matter, although in the final analysis, they also sub¬ 
scribe to virtually the same rule. Their Internal Revenue 
Code contains many rules and regulations defining the 
method in which the stock should be valued, but the 
main principle that underlies that system is the same 
as that in the British system, viz., that “the taxpayer’s 
method of inventory valuation must clearly reflect 
income and must conform to the best accounting practice 
in his trade or business”. Regulation 111 of the Code 
says “In order clearly to reflect income the inventory 
practice of a taxpayer should be consistent from year 
to year, and greater weight is to be given to consistency 
than to any particular method of inventory or basis of 
valuation, so long as the method or basis is used sub¬ 
stantially in accordance with the regulations ”. Accord¬ 
ing to Regulation 111 of the U. S. Code further, the basis 
of valuation most commonly used by business concerns 
and which meets the requirements of the case, are (a) 
cost and (b) cost or market, whichever is lower. This 
raises the question of what is cost and what is market. 
What cost means has been defined in Regulation 111 of 
the Revenue Code of the U. S. A. and we would invite 
the attention of the Commission to this Regulation. That 
Regulation lays down also a very salutary principle on 
a much contested question. It says “ A taxpayer engag¬ 
ed in mining or manufacture who by a single process 
or uniform series of processes derives a product of two 
or more kinds, sizes or grades the unit cost of which 
is substantially alike and who in conformity to a re¬ 
cognised trade practice allocates an amount of cost to 
each kind, size or grade of product which in the aggre¬ 
gate will absorb the total cost of production may, with 
the consent of the Commissioner, use such allocated cost 
as a basis for pricing inventories, provided such alloca¬ 
tion bears a reasonable relation to the respective selling 
values of the different kinds, sizes or grades of product ”. 
We support this method and suggest that the Commis¬ 
sion might recommend it to Government. 

Market is also defined in the same regulation. For 
the manufacturer’s products the total of material, labour 
and overhead at current prices represents the manu¬ 
facturer’s cost to produce an inventory item and is 
regarded as market. 

Where there are many market fluctuations in respect 
of a commodity necessitating the dealers to hedge against 
spot or cash purchases, such open hedges as well as 
corresponding inventory quantities are under the U. S. A. 
system taken into account at market value on the inven¬ 
tory commodity. Thus the relationship between the 
commodity purchased and the offsetting hedge continues 
unchanged. We recommend the above quoted definitions 
and this procedure for being followed in India. 

The U. S. A. has given to the world two systems of 
inventorying. One is known as the “ lifo ” system, which 
means last in first out, and the other is “ fifq ”, first in 


first out. These systems are too complicated for Indian 
traders, and we would not recommend their use in this 
country. 

Question 70.—Do you consider that any change is called 
for in the method of assessment of the Hindu un¬ 
divided family ? If so, in what respects. 

We do not consider that any change is necessary in 
the method of assessment of Hindu undivided families 
at this stage. The Indian tax system having accepted 
the principle that an unregistered firm can be assessed 
separately, there is no reason why a Hindu undivided 
family should be denied its rights to be assessed jointly. 
Secondly, as the real income only is to be taxed, and 
the participants in that income in the case of a Hindu 
undivided family cannot specifically lay claim to any 
particular portion of that income or enjoy that income, 
a joint Hindu family is by its very nature an association 
of individuals, and, as an association is a recognised 
taxable unit under the Indian Income-Tax Act, we think 
that the Hindu undivided family should also continue 
to be so. In one respect the Hindu undivided family, 
however, enjoys a special benefit, viz., that under section 
14 of the Act, the share of a coparcener from that in¬ 
come cannot be added to his income. This is unlike an 
unregistered firm or an association of individuals. This, 
we think, is as it ought to be because, while in the case 
of an unregistered firm or an association of individuals, 
the participants or partners are in a position to claim 
their share and to enjoy it, in the case of a Hindu 
undivided family such a right of enjoyment is nominal 
and not real. Therefore we think that the present 
system should continue. 

Question 71.—Should exemption from income-tax be 
allowed in respect of voluntary surrender by manag¬ 
ing agents of the whole or a part of Managing 
Agency commission ? What safeguards should be 
laid doion against misuse of such a provision ? 

As a rule, managing agents surrender the whole or 
a part of the managing agency commission only when 
the managed companies cannot bear such an expendi¬ 
ture. The result of it is that what would have come to 
the managing agents as their income remains the income 
of the Company and is taxed in the hands of the 
Company. The tax effect, if any, of such a self-denial 
by the managing agent is on the whole nominal. Where 
the managing agency is itself a company, what is sur¬ 
rendered by the managing agents as managing agency 
commission is taxed at the Company rates in the hands 
of the managed Company, and as, if it had been received 
by the managing agents, it would also have been taxed 
at the rate, there is no difference in taxation at all. If, 
on the ; other hand, the managing agency is in the hands 
of a firm, then it is more than possible that the income 
would be divided, and the effective rate of taxation would 
be less or, at least, greater than the tax that would 
have been recoverable from the Company. Therefore 
the tax effect of such voluntary surrender by a manag¬ 
ing agent of the agency commission receivable by him 
is negligible or nil. From the moral standpoint, the fact 
that the managing agents have surrendered their rights 
to income raises their prestige in the eyes of the share¬ 
holders, which is an advantage for the industry. From 
the point of view of the shareholder also, the managing 
agency commission that is surrendered may come to him 
by way of dividend at least partly, but if it was not 
surrendered it was not likely to come to him at all. 
Therefore we think that there is no case for taxing 
the voluntary surrender of managing agency commission 
in the hands of the Managing Agents legally, because 
they are not in receipt of that income, morally or ethi¬ 
cally, and from its effect on the industry. 

The question suggests that such a power can be 
misused by the Managing Agency to suit their taxation. 
If, for instance, a Managing Company has suffered a 
loss, then the surrender of managing agency commission 
would not result in any tax being realised in the case 
of the Company, while if the commission was received, 
it would be taxable in the hands of the Agents. This 
again is taking a dwarfed view of the transaction. To 
the extent that the commission is surrendered, the 
depreciation allowance is carried forward less. There¬ 
fore, in the long run the effect of taxation is the same. 
Income, under any system of taxation, is what is actually 
received or receivable, but where a right is surrendered 
the income is neither received nor is it receivable. 
Therefore, we think that, considered from all points of 
view, it will be incorrect to deny exemption from 
income-tax in respect of voluntary surrender by manag¬ 
ing agents of the whole or part of the managing agency 
commission. We have already said that the chances of 
misuse are remote. Managing Agents are also human 
beings, and are not likely to surrender their rights, 
particularly when shareholders are becoming more and 
more alive to their rights and responsibilities. 

Question 72.—On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 
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The question of double taxation of income has been 
before world organisations for a long time, and it had 
been discussed by the League of Nations Economic and 
Financial Commission, consisting of Professors Bruins, 
Einaudi, Seligman and Sir Joshiah Stamp, who reported 
on 5th April 1923 their views to the League of Nations. 
Double income-tax covenants are due to the fact that 
incomes arise and are taxed in more than one country, 
with the result that the taxpayer is denuded of all his 
income, and sometimes more, under the stress of these 
exactions. It had been complained to the League of 
Nations, particularly by the industrialised nations, that 
great hardship was being experienced by their nationals 
in this matter, and they therefore requested that prin¬ 
ciples should be enunciated by the League of Nations 
which would obviate the possibility of the same income 
being taxed in more than one country. On this basis 
the report of the Economic and Financial Commission 
stated certain principles, but business conditions do not 
remain steady, and it was soon noticed that the condi¬ 
tions mentioned by the Commission would not cover all 
the types and instances of transactions which generally 
take place in the course of business. The next attempt, 
therefore, was that while the right of every nation to 
tax the income attributable to that nation was accepted, 
methods were proposed by which the allocation or appor¬ 
tionment of the income might be made between the 
States so as to prevent the whole income being assessed 
at more than one place. The key provisions to the whole 
study of allocation or apportionment of business income 
are to be found in Draft Convention No. I-A Articles 5 
and 7 which deal with scheduled taxes. These articles 
read as under :— 

“ Article 5.—Income not referred to in Article 7 from 
any industrial, commercial or agricultural undertakings 
and from any other trades or professions shall be tax¬ 
able in the State in which the permanent establishments 
are situated. 

“ The real centres of management, branches, mining 
and oilfields, factories, workshops, agencies, warehouses, 
offices and depots shall be regarded as permanent 
establishments. The fact that an undertaking has 
business dealings with a foreign country through a bona 
fide agent of independent status (broker, commission 
agent, etc.) shall not be held to mean that the under¬ 
taking in question has a permanent establishment in 
that country. 

“ Should the undertaking possess permanent estab¬ 
lishments in both contracting States, each of the two 
States shall tax the portion of the income produced in 
its territory. The competent administrations of the two 
contracting States shall come to an arrangement as to 
the basis for apportionment. 

“ Income from maritime shipping and air navigation 
concerns shall be taxable only in the State in which the 
real centre of management is situated ”. 

“ Article 7.—Salaries, wages or other remunerations 
of any kind shall be taxable in the State in which the 
recipients carry on their employment ”. 

The words “ bona fide agent of independent status ” 
as used in the above quotation are intended to imply 
absolute independence both from the legal and economic 
points of view. The principle which emerges from the 
above convention is that where a foreign enterprise 
regularly has business relations in a country through an 
agent established there, who is authorised to act on its 
behalf, shall be deemed to have a permanent establish¬ 
ment in that country. A permanent establishment will 
thus exist when the agent being established in that 
country (a) is a duly accredited agent who habitually 
enters into a contract on behalf of the enterprise for 
which he works, or (b) is bound by an employment 
contract and habitually transacts commercial business 
on behalf of the enterprise in return for remuneration 
from the enterprise, or (c) is habitually in possession for 
the purposes of sale of a depot or a stock of goods 
belonging to the enterprise. In view of this definition, 
a broker was not such an agent, similarly the commis¬ 
sion agent who acts on behalf of more than one person ; 
nor was a permanent establishment possible under the 
above definition in the case of commercial travellers 
who visited the country only for purposes of canvassing. 
The object of these articles was to free the enterprise 
or business from taxation in a contracting State where 
it has no permanent establishment and leave it subject 
to the internal law of the State in which it has a perma¬ 
nent establishment as defined. Thus the taxpayer who 
had only casual or occasional transactions in a State in 
which he has no permanent establishment would not be 
covered by the taxation of that State. 

If these provisions had been accepted by the various 
Governments the question of double taxation would have 
probably been solved, but the League of Nations had no 
authority to impose these covenants on the various 
countries, with the result that the conventions which 


were proposed on the report of the Economic and 
Financial Commission cf the League of Nations were 
practically a dead letter as soon as the proposals had 
been made. 

In India double income-tax relief agreements or co¬ 
venants had been made between India, the United King¬ 
dom and other members of the British Commonwealth 
so long as India was a dependency of the British Empire. 
Since then there have been introduced provisions in the 
Income-tax Act providing for entering into such agree¬ 
ments with the United Kingdom and the other nations 
forming the Commonwealth. The underlying idea of 
all these covenants has been that the taxpayer doing 
business in more than one country should pay one tax, 
and if he pays more than one, then he should be refunded 
to the full by the two contracting nations that which is 
lower of the two taxes. India’s business relations are 
now co-extensive with the world, but its agreements do 
not cover all nations. In the circumstances, we suggest 
that the principles enunciated by the League of Nations 
should be followed on the part of India, which will re¬ 
sult in only that part of the income being taxed in the 
outside world which arises there. The result might be 
that a part of the income would not be taxable to Indian 
income-tax. This sort of agreement is already in prac¬ 
tice at present with Pakistan where, although theoreti¬ 
cally India is able to tax the whole income that arises 
to an Indian resident, still in practice recovery of tax 
is not made by India in respect of the tax on the income 
which arises in Pakistan rate. We think that this would 
be a salutary method to follow in respect of other 
nations also. It is possible that in some cases Govern¬ 
ment might stand to lose, but equity is greater than 
money, and we should think that India with her stress 
on moral values should look first to equity and then to 
other things. The question then would arise as to what 
to do in case the income that arises outside is brought 
into India. We shouid think that if such income is 
brought into India and incurs the rate of tax that the 
trader is assessable to in this country, then the tax 
that is paid by him should be given credit for and the 
whole should be taxed at the Indian rate. In this way, 
what such Indian trader would pay would be only the 
Indian tax in ell'ect. The next question that might arise 
is, if the income that is brought into India is not brought 
in the same year in which it arises but it is brought 
at a later date, how is it to be dealt with? Under the 
present system, an Indian, if he is a resident, has to 
pay tax on his total world income with the exception of 
Its. 4,500, if the incoms from outside India is not brought 
into this country. If the person concerned declares such 
income regularly, then he would be paying the tax on 
the above basis. If he is not showing that income regu¬ 
larly and there is a hardship in his case later when he 
brings m the income in lump, then that hardship cannot 
be avoided. The party himself is responsible for it, and 
Government cannot be blamed if he suffers on that 
account in higher taxation. 

In fine, our suggestion is that, as far as possible, a 
covenant should be made with outside countries to 
restrict their tax to the income that actually accrues or 
arises there, according to the conventions established 
by the League of Nations. Failing that, our second 
proposal is that provision should be so made that in the 
case of a resident whose total income is taxable in this 
country, due credit should be given by our country to 
the suffered by the tax payer to the other countries, 
where the income arises. We might, while on this point, 
invite the attention of the Commission to the first Report 
presented in February 1953 by the Royal Commission 
on the Taxation of Profits and Income in England, which 
deals with this question. 

Question 73.—Is the present lav) relating to determina¬ 
tion of bona i do annual value ” of property and 
deductions allowed from it satisfactory ? If not, 
please give any alternative proposals you have in 
this respect. 

The words “ annual letting value or bona fide annual 
letting value of property ” have been very harshly inter¬ 
preted under the Indian Income-Tax Act. In fact the 
method of assessment under section 9 of the Indian 
Income-Tax Act is not strictly in comformity with the 
principle that income should be taxed and not anything 
else. Under section 9, the owner of a property is 
assessed on the basis of what the property is expected 
to fetch from year to year. It is common knowledge 
that expectations are not often realised, and therefore, 
in the first instance, the valuation itself works harshly 
against the tax pajer. Secondly, even where the bona 
fide letting value is the same as the actual receipts, the 
method of taxation ind the specific items that are allow¬ 
ed have so little reiation to the actual position that the 
property owner has to pay on a notional income which 
is much in excess of what he actually gets. Thus, to 
take a simple example, if the bona fide value of a pro¬ 
perty is Rs. 12,000 a year, the deductions allowable to 
the property owner are: — 



4i7, 


One sixth allowance for repairs . 
Half general tax .... 
Collection charges 
Insurance Premium 

Total 


Rs. 1,825 
Rs. 1,050 
Rs. 654 
Rs. 120 
Rs. 3,649 


7'his would leave balance of Rs. 8,351. Actually, how¬ 
ever, the tax is at least double of what is allowed. 
Therefore, the maximum that the property owner is left 
with is Rs. 8,351 less Rs. 1,500, including the taxes 
that he pays on account of the tenant. Thus the pro¬ 
perty owner is left with about Rs. 6,851 in his hand, 
while he has to pay the tax on Rs. 8,351. Therefore he 
is taxed not his actual income, but much more than that. 
Again, out of this amount of Rs. 6,851 which is left to 
him he has to pay income tax, with the result that if 
the capital invested in the property is in the neighbour¬ 
hood of Rs. 2\ lakhs, under the present system what is 
left with him "is less than 3 per cent, on his investment. 
Now with this less than 3 per cent, he has to make 
provision for a sinking fund which would replace the 
money that he has invested in the property. The 
Tucker-Millard Committee has suggested that 1 h per cent, 
would be a fair margin for a sinking fund on commercial 
buildings as distinguished from industrial buildings ; and 
tenanted buildings fall practically in the same class as 
commercial buildings. Therefore, taking H per cent, of 
the value of the property as a fair provision for replac¬ 
ing capital, out of Rs. 6,851 which we assume the property 
owner would be left with, the actual amount that is 
available to him on his investment is hardly Rs. 3,518, 
which is just a little over 1 per cent. It will therefore 
be seen that the property owner is very harshly treated 
on the present basis under the Indian Income Tax Act, 
firstly, by taking as the annual letting value what he is 
expected to get rather than what he actually gets, and 
secondly, by not being allowed his actual expenditure ; 
thirdly,' he is not allowed any depreciation to replace the 
capital that he has invested in the property. This is illus¬ 
trated by the actual figures quoted in Kilburn Properties 
Ltd. v/s. C. I. I. West Bengal, 1949 I. T. R. It has often 
been said by Government that one-sixth for repairs 
would cover the cost, not only of ^ repairs, but also for 
replacement of the capital. This is, however, far from 
correct. For one thing, one-sixth provision is of the 
rent received and not of the value, and it has therefore 
no direct connection with, or relationship to, the money 
invested in the property. Secondly, the cost of repairs, 
especially in recent times, has gone up so high that Pro¬ 
perty owners find it impossible to undertake even the 
necessary minimum repairs. Therefore, the argument 
advanced that the one-sixth allowance, that is made for 
repairs would cover also the depreciation is untenable. 

Our suggestions, therefore, are that annual letting 
value or bona fide anual letting value should be inter¬ 
preted to mean either actual receipts or, where the pro¬ 
perties are not let out or let out at a lower rent than 
due, the letting value which the Municipality or other 
similar body estimates as the proper letting value. 
Secondly, we suggest that among the allowances to be 
made the actual expenditure on general charges, water 
charges and other taxes that are payable before the in¬ 
come is earned, should be allowed in full. Thirdly, we 
suggest that just as depreciation allowance is made for 
business buildings and other capital used for the purpose 
of a business, similarly depreciation allowance should 
be made against the property income, such as would en- 
able the owner to replace the capital invested in the 
property over the life of that property. 

Question 74.—Is any change required in respect o.f pro¬ 
visions relating to carry-forward of losses? Are 
you in favour of allowing losses to he carried back¬ 
ward in case of cessation of business ? 

Regarding carrying-forward of losses, we have to 
refer to our submission in our Memorandum, from which 
we quote the following : 

“Under the present Act, losses not adjusted or 
adjustable against the year’s profits can be carried 
forward and can be adjusted against the profits of 
subsequent years for 6 years. Where, however, as 
is often the case in years ,of depression, there are 
continuous losses, there is no set oif of such losses 
which, in the last resort, have therefore to come out 
of the depreciation. This question was considered by 
the Committee on the Taxation of Trading Profits 
in England, and the Committee’s recommendations 
are : 

“ (1) That the owner of a business should be allow¬ 
ed to carry forward business losses and set 
them against subsequent profits from the 
business without time limit.” 

“ (2) That there should be a provision under which 
the owner of a business may carry back a 
loss incurred in the last year of business and 
set it against the assessments on that business 
for the three preceding years ”. 

“ We suggest that similar concessions should be 
allowed in India ”, 


While on this point, we have to invite attention to 
the provision recently introduced in the Finance Act by 
Government enacting that losses from speculation that 
are carried forward should be allowed only against 
profits from the same business. Thus it is now enacted 
under the Finance Act of 1953. This is said to have 
become necessary because persons were inclined to buy 
losses. This Association has already submitted a Memo¬ 
randum to Government on this question. We think that 
if the object of this enactment was what it was stated 
to be by the Finance Member, then the circumstances 
making ’ this enactment necessary n,o longer exist. 
Secondly, the area within which losses can be pur¬ 
chased is so small that it is unfair and unjust to 
penalise the whole tax-paying public for what is possible 
in this small area. Thus losses can be purchased only 
in speculation and in the few cities where it is made. 
Speculation is a luxury that is possible only to pers.ons 
who have got money to spend or people who are not 
afraid of losing their financial credit. By far the vast 
majority of the people who contribute to the Exchequer 
do not belong to these two classes. Moreover, purchase 
of losses is profitable only when large profits are made, 
but at present, conditions d,o not allow the making of 
such large profits. The enactment penalises a person 
who genuinely wants to extend his business and tries 
his fortune in more than one line of trading. We think 
that such a procedure is likely to put obstacles in the 
way of extension of commerce and trade, and the harm 
it is likely to do will more than outweigh the gains that 
Government expect from it. We therefore suggest that 
the particular provision introduced by the Finance Act 
of 1953 relating to speculation losses and the principle 
thereof should not find place in the Indian Income-Tax 
Act. 

Question 75—Do the provisions relating to the payment 

of advance tax under Section 18A of the Income- 

Tax Act need any modification ? 

The system of advance payment was first introduced 
during war time, more as a measure to curb the infla¬ 
tionary tendencies in the country than as a measure of 
obtaining finance, and it was introduced with the sugar- 
coating of interest on the payment so made. Moreover, 
when they were first introduced, advance payments of 
tax were not treated as revenue recoveries for the pur¬ 
poses of the budget, and they were converted into regular 
revenue only after the relevant assessments had been 
completed. Till the completion of assessments they were 
only advance payments and not tax receipts. Recently, 
Government have departed from the original idea which 
made the adoption of this system necessary, have abo¬ 
lished interest payable, and Section 18A seems to have 
now become a permanent feature of the Indian Income- 
Tax Act. Government are also taking credit for advance 
payments as tax receipts. This latter has had the effect 
of putting a brake on the work of the Income Tax 
Department. Instances have been quoted by various 
persons that their assessments are being kept hanging 
only because if they were completed there would be 
refunds due to the assessees. We have not verified the 
truth of this allegation, but it cannot be denied that 
once the tax has been recovered, the incentive to com¬ 
plete the relevant assessment is not so great as when 
the tax has still to be recovered. Government have 
admitted, and have been admitting, that heavy arrears 
in respect of assessment are still hanging on the Income- 
tax Department. We think that section 18A is partly 
responsible for this. 

It is no doubt difficult for Government, having 
accepted the position that recoveries under section 18A 
are also tax receipts, to change over to the old system 
all at once. But this was done once in the past in 1922 
when the adjustment system was abolished, and it may 
be possible to do it again. We are, however, not so very 
keen now that the system has, been in vogue for some 
time’ that the change over should be made, particularly 
as we are aware that the change over would upset the 
financial equilibrium of the budget. 

But there are in the present system many inherent 
defects which can be remedied One such defect is that 
recovery under section 18A is made on the basis of 
the last completed assessment. In a period during which 
each succeeding year is one of greater depression than 
its predecessor, advance payment of tax based on the 
assessment of 3 or 4 previous years works as a hardship 
on the taxpayer. If the taxpayer were to try and adjust 
the advance according to his own estimate of his profits, 
he finds himself up against the penal provisions. An 
ordinary taxpayer does not know the niceties of the 
Indian Income-Tax Act and knows his profits only as 
they are disclosed by his accounts, but the Income-Tax 
Officer often disallows expenditure as not permissible, 
with the result that the actual taxable income often is 
more than what the books show, not because of any 
concealment by the assessee, but because of the inter¬ 
pretation of the Income-Tax Officer. In such cases, as 
the difference is often more than 20 per cent., the income- 
tax assessee finds himself penalised for making a wrong 
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estimate. We think that the penal provisions should be 
s,o diluted as to give the benefit of the doubt, whenever 
there is an increase in the taxable income as declared 
by the assessee, to the assessee in respect of the inter¬ 
pretation of not allowable deduction of expenditure. 
Thus, where an expenditure is considered to be revenue 
expenditure by the assessee but capital expenditure by 
the Department, if there is genuine room for doubt, then 
the benefit of that doubt should go to the assessee and 
the Income-Tax Officer should be debarred from raising 
penal tax. 

Question 76.—Do the principles underlying the assess¬ 
ment under Section 34 of the Income-tax Act need 
any modification ? 

Section 34 as it appears in the Indian Income-Tax 
Act at present is based on the recommendations of the 
Income-tax Investigation Commission in 1948. The point 
of view ,of the Commission has been mentioned by them 
in their memorandum which is annexure A to the report 
of the Commission. They point out that the various 
decisions of the High Court in interpreting the words 
“ definite information ” in the section as it stood prior 
to 1948 had made it necessary that some amendment 
should be made in the section so as to remove the ambi¬ 
guities that were causing a lot of delay and discontent 
among the assessees. Their point of view is summarised 
in this sentence in paragraph 6 of their memorandum : 
“ Without multiplying instances, it may be stated that 
the view taken in most decisions as to the effect of the 
amendment made in 1939 is seriously prejudicial to the 
interests of the public revenue ”. In other words, they 
lay greater stress on the administrative side of the 
section than on the equity side. In paragraph 8 they 
mention “ the honest tax payer whose accounts are 
straight has little to fear. It is only the person who will 
not keep proper accounts or will not choose to produce 
them that can ordinarily be subject to proceedings under 
section 34. The mere initiation of proceedings under 
section 34 cannot, even in such cases, be deemed to be 
a great hardship, except to the extent that the assess¬ 
ment proceedings are reopened They further say “ It 
is not always possible to say how much was present to 
the mind of the Officer who examined the accounts in 
the previous year. The mere fact that the books were 
before him cannot always be taken to imply that nothing 
would have escaped his attention ”. In effect the Com¬ 
mission therefore was of the view that if there are any 
mistakes on behalf of the Income Tax Officer in fact 
and law, or any omission on his part due either to negli¬ 
gence or to ignorance to know the implications of the 
accounts before him, still it is the assessee who should 
suffer by his case being re-opened ; and not only is the 
case to be reopened for 4 years, but it is to be reopened 
for 8 years, as if the income-tax assessee had committed 
fraud or concealed his income even when all the facts 
were in the accounts which were before the Income-Tax 
Officer. We think that this outlook of the Commission 
has affected the Legislature which, in enacting the 
present section 34, has laid too many shackles on the 
hands of even the honest taxpayer. 

The English Committee on the Codification of Income- 
Tax Law recommended that for the words “discovers” 
which occurred in section 125 of the English Act it 
would be preferable to substitute the words “ comes to 
the conclusion ”. The corresponding provision in the 
Australian Income-Tax Assessment Act, 1936, makes the 
amendment of the assessment depend on whether or not 
the taxpayer has made to the Commissioner a full and 
true disclosure of all the material facts necessary for his 
full assessment, and there has been avoidance of taxa¬ 
tion. It will be seen from the above that neither the 
English Act nor the Australian Act goes as far as the 
Indian Act in the matter of re-opening of assessments. 
To hold the assessee as having concealed income even 
when the accounts produced by him contain full parti¬ 
culars is to accept an interpretation of the word “ con¬ 
cealed ” which is justified neither by the law nor by the 
dictionary meaning of the term. We have no objection 
to cases being re-opened by the Income-tax Officer, be¬ 
cause we acknowledge that the person who knows the 
facts better is the assessee, and the Income-tax Officer, 
therefore, is working under a handicap in finding out 
the true aspects of the case that is presented by the 
intelligent assessee. But on that account to equate the 
Income-tax Officer’s negligence or ignorance to the con¬ 
cealment by the assessee of his income is, we think, 
unwarranted by any canon of jurisprudence or equity. 
We therefore suggest that the eight-year limited extend¬ 
ed to facts that come to the knowledge of the Income- 
tax Officer in respect of the accounts produced before 
him should be reduced to 4 years. 

Another hardship of section 34 which indirectly has 
arisen out of the wording used in the section needs to 
be reminded. The Income-tax Investigation Commission 
have themselves said “Few will maintain that a mere 
change of opinion on the same facts could justify a re¬ 
opening of an assessment”, and yet the same Commis¬ 
sion have, in one of their recent Reports to Government, 


allowed themselves to be persuaded to reopen an assess¬ 
ment on no other ground than a change of opinion. In 
that case, a Company had taken over the shares of 
another Company, which thereupon went into liquida¬ 
tion. The business assets of the liquidated Company 
naturally came over to the purchasing Company, which 
thereupon continued the business. When, however, the 
purchasing Company claimed depreciation, the Income- 
tax Department objected to it on the ground that the 
purchasing Company, had not purchased the machinery, 
but had merely purchased the shares. But the Appellate 
Assistant Commissioner, deliberately and after consi¬ 
dering this very question, gave his decision in fav.our of 
the assessee that the substance of the transaction was 
that the machinery and plant had also been taken over 
as a result of the purchase of the shares. The autho¬ 
rised official of the Income tax Investigation Commission, 
however, when he incidentally came upon this case 
thought otherwise and reported to the Commission that 
the decision of his predecessor in the Income-Tax 
Department and of the Appellate Assistant Commis¬ 
sioner was wrong, and that the Commission should re¬ 
open the case and assess the Company by disallowing 
the depreciation. The Commission did so, and yet this 
was the same Commission that had held the view that 
mere change of opinion on the same facts w,ould not 
justify the reopening of an assessment. When an august 
body like the Commission takes this view, it is not 
surprising that the Income-Tax Officers also should take 
a similar view on much less pretexts than those of the 
Commission. We think that this procedure works a 
great hardship on Ihe taxed public who, therefore, can 
never be sure of the finality of their assessments ; and 
to keep the assessments pending thus for 4 or 8 years 
after the assessment year is over adds to the hardship. 

Again, to quote the instance of the Commission, the 
Commission was started in 1948 ; it is now nearly 6 years 
that it has been working, and the period of investigation 
dates from 1st January 1939. Assessees are therefore 
expected by the Commission to preserve accounts in all 
their details from 1st January 1939, and where this is not 
done, naturally the Commission takes an adverse view : 
and when they take an adverse view ,on a question of 
fact, there is no appeal and the assessee is at the mercy 
of the Commission and the Department. The problem 
is not so acute in .he case of the ordinary assessee, but 
even so the hardship is practically the same. A person, 
after his case has reached finality, is entitled to think 
that the records necessary to substantiate his return 
would no longer be necessary, and therefore he does not 
attempt to preserve them. But if the case is reopened 
4 years thereafter and he is unable to produce the books 
or the proofs on which he relied at the time of the 
original assessment, the Income-tax authorities will 
accuse him in the first instance of having destroyed the 
accounts, and even if they do not do so, they will judge 
against him on the ground that the accounts are not 
available. It is a contingency like this that makes the 
provisions of section 34, particularly in relation to the 
time limits laid down in it, very oppressive. We have 
no objection to the four-year limit, but the penalty limit 
should not exceed, we think, more than 6 years ; and 
then again it should be further enacted that if since 
the date of the first assessment accounts are not preserv¬ 
ed by the assessee, no adverse conclusion should be 
drawn against him, whatever be the view ,of the Income- 
tax Officer about the escaped income. It is no doubt 
true that this might give a handle to dishonest assessees 
to deny accounts after they have managed to get through 
a lower assessment in the first instance, but we do not 
think that the loss of revenue on this account is going 
to be so great as the loss of equity on the other side. 
It has to be presumed that when the Income-Tax Officer 
takes action under Section 34, he does so on the strength 
of some independent evidence and not on the books of 
the assessee himself. Therefore, by introducing such 
a saving clause as suggested above, a dishonest assessee 
is not likely to Escape the consequences of his conceal¬ 
ment. Moreover, there are already so many inspections 
provided for in the Income-tax department—first by the 
Inspecting Assistant Qommissioner, then by the Commis¬ 
sioner, then by the Directorate of Inspection—that 
escapement of assessment on facts known to the Depart¬ 
ment would not go undetected for four years. Our 
suggestions, therefore, are : 

(1) that the cases should n,ot be reopened merely on 
account of change of opinion on the same facts ; 

(2) that if the accounts had been produced before 
the Income-Tax Officer at the original assessment, and 
new facts come to the knowledge of the Inc r ome-Tax 
Officer later which are to be found in the same accounts 
which were originally produced, then the period of re¬ 
opening should lot exceed 4 years ; 

(3) that the maximum time limit for reopening 
instead of being 8 years should be 6 years. 

Question 77.—What measures would you suggest for 
simplifying the procedure of assessment in order to 
reduce the cost of compliance with tax regulations ? 
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The Income-tax Codification Committee, under the 
Chairmanship of Lord Macmillan, was appointed on 31st 
October 1927 and presented its report to Parliament in 
April 1936, and at the end of their 9 years’ labour they 
drafted a Bill which they thought could provide two 
things, viz., “ as plain a statement as is possible of the 
law which regulates the liabilities of the British tax¬ 
payer in these days of fierce competition between nations 
when it is of vital importance to encourage the establish¬ 
ment of fresh industries in this country and to preserve 
unimpaired its position as the centre of world finance, 
and a clear indication of the burdens to be borne by 
persons doing business in or with this country The 
fruit of their labours ,of 9 years has not yet been tran¬ 
slated into legislation by the British Government, al¬ 
though in the new Bill of 1952 they have given effect 
to some of the recommendations. The above is stated 
only to impress that codification of Income-tax Law so 
as to make it simple and intelligible to the common 
man is beyond the ability of ordinary individuals, the 
complications of business, the unreliability of words to 
carry intended meaning and the ingenuity of the tax 
evader being so great and baffling that a structure that 
can meet all the requirements is difficult to set up even 
ordinarily, much less in an easily intelligible manner. 

One of the methods by which simplification would 
have been possible was to introduce a system of taxation 
at source at more points in the Indian Income-tax Act 
than is done at present. But the small experiments that 
have been made in this direction have not yet been 
successful enough first, because total income under the 
Indian Income-tax Act does not cover income such as 
agricultural income and secondly, because deduction at 
source on interests and rents requires an educational 
qualification with the tax payer and also with the non¬ 
taxpayer who makes these payments, which is not yet 
reached in this country. We would not, therefore, advise 
an extension of the system further in this country at 
present. 

One suggestion, however, we may be permitted to 
make, and that is that in order to simplify the system 
under section 18A and other similar provisions, an 
assessee who makes a return might be allowed to make 
his payment along with his return on the basis of the 
income that he declares. This has two advantages : one 
is that the Government will be able to get the tax 
quicker ; secondly, the assessee will try to understand 
his position better under the Indian Income-tax Act, and 
an understanding taxpayer creates less difficulties than 
one who does not try to understand his obligations, but 
along with the change, if it is accepted, it should be 
also enacted that no penalty should be charged to the 
tax payer, if his estimate is honestly low. 

Also, instead of making too many alterations in the 
form of return, we would suggest that the form of return 
of income should be made as simple as possible and 
should contain only the bare outlines of the require¬ 
ments for income tax assessments. On receipt of this 
form, the Income-tax Officer should ask for further 
details from the assessee by correspondence. For this 
purpose, tables that now form part of the income tax 
return should be used, so that only those tables which 
are necessary for an assessee to concern himself about, 
reach him. He is therefore in a better position to con¬ 
centrate his mind on the particular aspect of the position 
and give his replies more satisfactorily. In this way 
the understanding between the assessee and the assessor 
will be better and the work disposed of quicker. 

The Income-tax Investigation Commission had pro¬ 
posed in its report the employment of Public Relations 
Officers. The underlying idea of the Commission evi¬ 
dently was that such officers should help income-tax 
assessee in making their returns and to act as liaison 
officers between the public and the Department. We 
have seen such Public Relations Officers working in some 
places, and the experiment, we are sorry to say, has not 
been as successful as was expected. At least, the work 
that was done by the Public Relations Officer was not 
what was intended by the Commission or, if the Com¬ 
mission has been misunderstood, what was expected of 
him by the public. Merely helping speedy recovery of 
refunds is not the be all and end all of a Public Relations 
Officer’s duties. Unless the Public Relations Officer is 
given more responsibility and greater opportunities to 
persuade his colleagues in making proper assessments, 
the appointment of such officers is not worth the money 
that is spent on them. With the proper working of the 
system of Public Relations Officer, the returns would be 
more correct, the approach of the taxpayer would be 
more helpful, and the relations between the public and 
the tax gatherer would be more cordial. If Public Rela¬ 
tions Officers are to be appointed, the justification will 
lie only if these objects are achieved. 

Question 78.—It has been suggested that the Appellate 
Tribunal should have powers to enhance assessments 
in the same manner as Appellate Assistant Com¬ 
missioners have. What is your opinion ? 
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We agree that the Appellate Tribunal should not be 
denied the power to enhance assessment. But the ques¬ 
tion then would be, who is going to be the appellate 
authority against the decision of the Appellate Tribunal 
when they enhance the assessment? The point is that 
however eminent a Tribunal may be, it would be in¬ 
correct to say that they will make no mistakes or that 
their opinions would be always correct. We should 
think that as there is no other authority superior in the 
matter of income-tax appeals to the Appellate Tribunal, 
that same Tribunal must find from among themselves a 
superior authority t,o hear appeals on enhancements. 
We would suggest that where an assessment is enhanced 
by one Bench of the Appellate Tribunal, the appeal 
should lie to another Bench consisting of 3 or more 
members, none of whom should have been a member 
who, was party to the enhancement of the assessment. 

Question 79.—Do you recommend that an element of 
progression should be introduced in the corporation 
tax ? 

Under the present system, corporations are taxed in 
India both to income-tax and to corporation tax. We 
think that there is a good deal to be said in favour of 
this system. The two taxes stand for two different 
principles. Income-tax is paid on behalf of the share¬ 
holder under the Indian Income-tax Act, but the corpora¬ 
tion tax is a contribution by the corporation to the 
State for the special facilities, such as legal and business 
security, which the Government provide to corporations. 
We are therefore of the opinion that the system in 
vogue at present of having income-tax on corporation 
income as well as corporation tax should continue. In 
effect, under the present system the corporate pays only 
one tax, viz., the corporation tax. This is in accordance 
with the theoretical argument that the ultimate owners 
of the income and undivided profits of the corporation 
are the stockholders. The corporation is merely a shell. 
It does not have any direct ability to pay taxes. The 
true ability to pay taxes rests with the owners. 

We do not think that the taxation of corporation 
should be progressive. Progressive income-tax is im¬ 
personal in character and draws no distinction between 
stockholders. Such a tax would take a good deal more 
from the low income stockholder. Secondly, as the cor¬ 
poration usually consists of middle class men and as no 
relief is to be given to the shareholders in respect of the 
corporation tax, it will be taxing the stockholder doubly 
if the corporation tax also is made progressive. 

There is, however, this to be said in the case of small 
income corporations, that the present Act does press 
heavily on them, but, as usually these small corporations 
are private companies, there is no harm, we think, 
in making them pay the same rate ,of super-tax or corpo¬ 
ration tax as the other companies. 

Question 80. — Would you advocate different rates for 
different types of corporate enterprises, e.g., (i) small 
industries, (ii) cottage industries, (Hi) private limited 
companies or what may be termed proprietary 
companies, ( iv) holding companies ? 

We are not in favour of providing different rates for 
different types of corporate enterprises. As we have 
said already, the corporation tax should be uniform, and 
if for any reasons differentiation is introduced, it will be 
difficult to know where to stop. 

Question 81. — There is a demand for the exemption of 
inter-corporate dividends from corporation tax. Do 
you consider this justified and, if so, why ? 

In view of the fact that we have recommended that 
the comporation tax should be uniform as a measure of 
contribution by the corporation for the special facilities 
allowed to it under the Government legal system, it 
follows that inter-corporate dividends should not be 
taxed over again. No doubt there is this danger, that 
if there are monopolies, this inter-corporate system 
might be utilised to set off the loss of one against the 
income of the other ; and this danger was present before 
the mind of the legislators in the U. S. A. who enacted 
that where inter-corporate dividends received by a parent 
company, only 15 per cent, of this dividend should be 
taxed in the hands of the parent Company and the 85 per 
cent, should not he taxed. We think that this is a good 
compromise formula which will meet the objections of 
those who are anxious to plug all loopholes for manipu¬ 
lation of income and of those who feel the injustice of 
the same income being taxed twice over. 

Question 82. — Do you think that any special provisions 
are necessary for the assessment of — (a) banks; and 
(b) investment companies ? Do existing rules relat¬ 
ing to assessment of insurance companies, especially 
mutual insurance associations, require any change ? 
If so, in what respect ? 

(a) We are in favour of special provisions being 
made for the assessment of banks and investment com¬ 
panies. Professor Grouse in his book on “ Financing 
Government ” has recognised four characteristics of 
banks which differentiate them from other businesses 
and which are relevant to taxation : 

54 
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“ (1) Banks carry a stock of intangible goods. 

“ (2) Some banks are chartered by the Central 
Government. 

“ (3) Banks possess credit creating power. 

“ (4) Banks are heavy holders of Government 
Securities ”. 

By “ intangible goods ” Professor Grouse meant pro¬ 
mises and orders to pay, such as notes, bonds, paper 
money and balances on other banks. Ordinary busi¬ 
nesses usually hold tangible goods which are generally 
taxed under the ordinary levy. To tax the banks on 
their intangibles raises the problems of discovery valua¬ 
tion and double taxation, because intangibles are 
commonly representative of or secured by other tangible 
property. In the U. S. A. there have been special legis¬ 
lations for taxing Federal banks owing to money diffi¬ 
culties experienced. It is necessary, in view of the 
special characteristics of banks, that adjustments in 
respect of tax structure should be made to relate to the 
economic characteristics of the bank, according as they 
are exchange banks or credit banks or otherwise. 

(b) The special position of investment companies has 
been recognised under the Indian Income-tax Act, and it 
has been provided that where investment companies 
which are recognised as such by the Central Board of 
Revenue receive dividends from other companies pr 
corporations, such dividends should not be taxable to 
corporation tax in their hands. This is as it ought to be, 
but the difficulties that are raised in the recognition ,of 
an investment company as such by the Government 
make the progress of investment companies very slow 
and in secure under the present administration; 
Secondly, it is not understood why only a public com¬ 
pany, whose shares are in fact transferred on a stock 
exchange, would enjoy the privilege and not any other 
company. We suggest that there should be greater in¬ 
centive provided to start investment companies, Govern¬ 
ment who have themselves recognised by the starting 
of finance corporations the advantage underlying invest¬ 
ment companies, should appreciate this point of view. 

The Income-tax Investigation Commission in para¬ 
graphs 103 to 126 of their report deal with the question 
of assessment of life insurance companies. We are in 
agreement with the views expressed therein, with this 
exception that we think that the claim of the insurance 
companies for a deduction of the full bonus amount to 
the policy holders should be accepted. The Commission 
has not been able t,o give any cogent reason for reducing 
the amount. 

Regarding general insurance companies, we think 
that the method that obtains in India at present follows 
the system which is employed in the United Kingdom. 
In the United Kingdom provision is allowed for risks, 
but the proportion of such provision which is usually 
accepted is low as compared to the requirements of 
Indian companies, because in India reinsurances are 
mostly to be made with companies in the West. This 
is partly because our companies are new and have not 
sufficient resources. It is therefore necessary, in order 
that pur companies might build up their reserves, that 
their claim for reserves should receive more sympa¬ 
thetic consideration than now. 

We would also suggest that general insurance should 
be treated as one where fire, marine and other depart¬ 
ments are run by the same company. These depart¬ 
ments, although they bear separate names and have 
distinct clients, are run on similar lines, the risk is 
the same in all branches, and the profit and loss is 
wprked on similar principles. For the purposes of in¬ 
come taxation, we think that the losses of fire and other 
departments should be treated as one and they should 
be allowed to adjust losses suffered by the other 
branches of general insurance done by the same com¬ 
pany. 

About mutual insurance asspciations, the present 
system is to tax income derived by the association from 
investments, property, etc. Most of the properties are 
used by these associations as their offices and no actual 
rent is received. In effect, therefore, what happens in 
taxing the properties is that the tax has t,o be paid from 
voluntary contributions. We think that in such cases 
where the property is being used by mutual insurance 
associations for their own purposes as an office or a 
stadium, the income from the property should be 
exempted. 

Question 83. —Do you think that differentiation should 
be made between distributed and undistributed 
profits of companies for tax purposes ? If so, on 
what grounds ? What change would you suggest 
in the present quantum of differentiation in favour 
of undistributed profits? Should the concession in 
future be restricted to particular industries ? 

if the tax concession in favour of undistributed profits 
is allowed to continue as at present or in a modified 
form, what measures would you suggest to ensure: 

(a) that retained profits are not used as a device 


by shareholders of private limited companies 
to evade super-tax ; 

tb) that retained profits are actually applied for 
productive purposes? 

In particular, are the provisions of Section 23A of 
the Income-tax Act satisfactory? If not, what changes 
would you suggest? 

We agree that there should be a difference of treat¬ 
ment regarding distributed and undistributed profits 
of companies for tax purposes. But at present Govern¬ 
ment allow only one anna rebate for undistributed 
profits, but that rebate is not sufficient incentive. We 
have said earlier that where a part of the income of an 
industrial undertaking is ploughed back into the business 
for the purposes of expanding or improving it, the ex¬ 
penditure should be allowed as a deduction. As a corol¬ 
lary to this, we would suggest that where undistributed 
profits are thus set apart and finally used for the expan¬ 
sion or improvement of the business, proper reductions 
should be made in respect of such expenditure so in¬ 
curred out of undistributed profits. 

We do not think that any special safeguards are 
necessary. It is possible to enact a time limit within 
which such profits are to be brought into use. We think 
mat the period so prescribed might be about 6 years, 
unless it is extended with the permission of Government 
on proper reasons being shown. 

The main objection that has been time and again 
advanced against the provisions of section 23A is to the 
words “ having regard to the losses incurred by the 
company in earlier years, or the smallness of the profit 
made, the payment of a dividend, etc.” 

These words necessarily indicate that what is to be 
taken into account is the smallness of the profit as it 
is in the books. But this is not considered as such by 
the Income-Tax Department who often look to the 
assessable profits, and this has meant a considerable 
hardship to honest corporations which have been assess¬ 
ed under a higher income owing to the provisions of the 
Indian Income-tax Act, although according to the balance 
sheets the profit available to them is much smaller. We 
therefore think that the word 11 profit ” here should be 
interpreted to mean the book profit and not the assess¬ 
able profit. Secondly, the question of the definition of 
“ public limited company ” has caused considerable diffi¬ 
culty. As a rule, when a company is started, the public 
are not receptive to its claim of doing good business, and 
it is only after the business has established that capital 
slowly comes in from the outside. During the interval, 
all the risk is taken by the persons who start the 
business, and necessarily, in these circumstances, the 
capital comes in from their relatives and friends. The 
word “ Public ” has therefore to be understood in a much 
narrower sense than the interpretation given to it in the 
dictionary. In England the word used is “ control ”, and 
it has been established that for the purposes of control 
even a near relative like a niece would be considered 
to be a member of the public. We think that a similar 
amendment should be made in the Indian Income-tax 
Act as well. 

Question 84.—Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard ? 

In view of the definition we have already given that 
corporation tax is a tax paid for corporation, it stands 
to reason that when the dividends are received by a 
shareholder, he cannot claim exemption in respect ,of 
these dividends for super-tax on the ground that these 
dividends have suffered corporation tax in the hands of 
the corporation. 

Question 85.—Would you consider that industrial, com¬ 
mercial and similar other enterprises undertaken by 
the Centre, the States and Local Bodies should be 
required to contribute, from their earnings in the 
way of Income-tax or in other ways, to general 
revenues ? 

We see no reason why undertakings run by the 
Central Government, the States and the Local Bodies 
should be exempted from tax. It is no doubt true that 
because these undertakings are owner by Government, 
the Government being the owner and not being one of 
the persons mentioned in the Indian Income-tax Act, 
there is no way of taxing the income of these undertak¬ 
ings. But in principle, we think that the Act should 
be amended so as to bring under taxation the profits of 
these undertakings. In effect, if the undertakings make 
a profit, that profit would go to Government. If they 
are taxed, the profit will go to Government in two 
different channels, one by way of tax and the other by 
way of profits. In effect, therefore, taxation is not going 
to make any difference so far as the tax payer is con¬ 
cerned, but it will have the moral effect of showing to 
the public that Government make no distinction, so far 
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as commercial undertakings are concerned, between those 
run by them and those run by others. 

Question 86.—What measures would you suggest for the 
greater use of the services of Chartered Accountants 
for assisting in the determination of the taxable 
income of assessees ? What obligations should be 
placed on a Chartered Accountant when he certifies 
a statement of accounts of an assessee for purposes 
of income-tax assessment ? In particular , with a 
view to minimising evasion of tax, would you re¬ 
commend that certificate of a Chartered Accountant 
should invariably accompany the return for business 
income over a certain limits ? If so, would you sug¬ 
gest that a form of certificate should be prescribed 
indicating the scope of the check that should be 
exercised by Chartered Accountants who render the 
certificate mentioned above ? Do you agree that 
fees payable by assessees to Chartered Accountants 
for such certificates should be restricted to a 
schedule to be prescribed by Government ? 

We would welcome the greater use of the services of 
Chartered Accountants for assisting in the determination 
of the taxable income of the assessees to income-tax, 
and we also think that just as a Chartered Accountant 
is held responsible for the certificate which he furnishes 
after the audit of a company’s accounts, a similar liabi¬ 
lity be placed on the Chartered Accountants .on their 
certifying accounts for purposes of income-tax. There 
is nothing inherently wrong in laying such a liability on 
the Chartered Accountant. The form of certificate might 
be prescribed by the Institute of Chartered Accountants. 

Regarding fees, we agree that they should be accord¬ 
ing to schedule prescribed by Government. In England 
the word “ Chartered Accountant ” has got a much wider 
meaning than in India. In fact, practically any one who 
passes an examination, small or big, in accounting is 
accepted as a Chartered Accountant in England, while 
this term is restricted in India to those who acquire the 
qualification after an examination combined with an 
apprenticeship lasting for a period of five years. 
Naturally, the fees charged by a Chartered Accountant 
in India would be correspondingly higher, and they may 
not always be such as can be suffered easily by all 
classes of assessees. 

Those, however, who prefer to have the services of 
Chartered Accountants stand in need ,of being protected 
from being mulcted of high fees and this should bo 
avoided by laying down a schedule which the Institute 
of Chartered Accountants thinks to be fair. 

Question 87.—What changes would you suggest in the 
present law relating to the representation of asses¬ 
sees before Income Tax authorities (Section 61) in 
order to ensure — (i) effective representation of 
assessees at reasonable fees ; (ii) a minimum level 
of proficiency on the part of representatives regard¬ 
ing the subject of income-tax law, rules and regula¬ 
tions ? 

The Income-Tax Investigation Commission has refer¬ 
red to the question of the representation of assessees 
before the Income Tax authorities. We would invite the 
attention of the Commission to the remarks in this 
matter. They have laid stress on the fact that only 
such persons should be allowed to appear as have the 
necessary qualifications of education or experience in 
the matter of income-tax. We agree that persons who 
are so entitled to appear should have the minimum 
qualifications in education prescribed for entry into 
service, that they should be either qualified in law or in 
accountancy according to the examinations set by the 
Universities and by the Institute of Chartered 
Accountants, and in addition, those also should be allow¬ 
ed to appear who by their experience either as Officers 
of the Income-tax Department or of service as 
accountants in firms, companies and institutions are 
qualified to conduct cases in Income-tax law and proce¬ 
dure. In the case of the latter, who do not hold quali¬ 
fications recognised by Universities or by the Institute 
of Chartered Accountants, their recognition should lie 
with the Commissioner of Income-tax, for the State and 
by the Central Board of Revenue for the whole of India. 
We are strongly of the view that assessees should be 
allowed to be represented by such persons, in view of 
the fact that the large majority of assessees—in fact, 
over 5| lakhs out of the 6i lakhs who were assessed in 
1951-52—came from the lower bracket, can hardly bear 
the burden of the heavy charges of engaging lawyers or 
Chartered Accountants with their scales of fees. 

Question 88.—Will it assist in chocking evasion if the 
names of the persons ioho are penalised for conceal¬ 
ment of income are published ? 

The Income-tax Investigation Commission has recom¬ 
mended that the names of persons who are penalised 
should be published. We do not think that this type of 
publicity is likely to help in the matter of scaring people 
from evasion of tax, especially those wh,o are so minded. 
The penalities as they are prescribed under the Indian 
Income-Tax Act are for petty offences like not making 


a return within the proper time, as well as offences of 
a serious nature like fabricating accounts with a view 
to avoid proper incidence ,of tax. It would mean a great 
hardship to honest men who are not very regular in 
filing their returns or in keeping their accounts that 
they should be bracketed with deliberate evaders of tax, 
and deliberate evaders of tax are so thick-skinned that 
they would not mind their names appearing on the 
N.otice Boards of Income-tax Officers as evaders of tax. 
We do not think that in the present state of the public 
conscience it is likely to make any difference if the 
names of persons who are penalised by the Department 
are published. 

Question 89.—Do you think that the present practice of 
excluding, from taxable profits, perquisites given to 
employees of business undertakings results in con¬ 
siderable loss of revenue ? If so, please state the 
perquisites you have in mind, and how they should 
be dealt with for the purposes of taxation. 

This provision of excluding from taxable profits per¬ 
quisites allowed to their employees by firms and com¬ 
panies was proposed to be introduced in the Income-tax 
Bill which was circulated in 1952. The proposal met 
with a large amount of opposition. Part of this opposi¬ 
tion naturally came from interested quarters, but it 
cannot be denied that there was a substratum of truth 
behind the opposition. If it is admitted that certain 
expenses are necessary for employees to incur for the 
purposes of the business of their employers, the ques¬ 
tion of allowing perquisites does not stand merely on 
the ground of justification ,of the allowance, but has to 
be judged from the point of view of its quantum. Under 
the Income-tax Act only house rent is considered to be 
a perquisite, but there are other allowances which can 
come under the category ,of perquisites and which can 
raise, therefore, a controversy about the quantum to be 
allowed. We have no objection to leave some discretion 
to the Income-tax authorities to determine the proper 
quantum. We, however, feel that once it is admitted 
that the Income-tax Officer can have the right to ad¬ 
judicate on the proper quantum to be allowed, difficul¬ 
ties will arise which will often prove insoluble. Thus 
the quantum being a question of fact, the assessee can¬ 
not go for relief to the High Court, and the Income-tax 
Department as at present constituted does not seem to 
exercise more than one mind on the issue before it. The 
Appellate Tribunal is the only power at present which 
stands between the assessee and the Income-tax Depart¬ 
ment and is inclined to look at the questions placed 
before it with an impersonal and judicial eye. But even 
so the problems will be so many and accounting will 
he so difficult that even they will find themselves great¬ 
ly handicapped in ascertaining the due proportion. 
While admitting, therefore, the equity of the proposal 
that some rule should be made by which the quantum 
of perquisites to be allowed to assessees should be deter¬ 
mined or laid down, we are against the Income-Tax 
authorities being made the final arbiters as regards this 
quantum. Perquisites, in the large sense of the word 
which we have in mind, are travelling expenses to be 
allowed to the employer, conveyances charges to be 
allowed, entertainment expenses to be allowed, house 
rent to be allowed, and other expenditure which through 
not strictly legal, but has according to business condi¬ 
tions to be necessarily incurred in expediting business 
contracts. 

Question 90.—In the case of a company under liquida¬ 
tion, what steps, if any, would you suggest for safe¬ 
guarding payment of tax dues before any payments 
are made to shareholders ? 

In the case of a company under liquidation, the 
steps to be taken would be those which have been sug¬ 
gested by the Income-Tax Investigation Commission, 
with whose recommendations we are in agreement. 

Question 91.—Do you think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them ? 
In particular, should powers to search premises and 
seize documents and books of accounts be given 
to Income-tax authorities ? If so, what is the lowest 
grade of officer on ivhom you would confer these 
powers ? 

We do not think that additional powers of the kind 
that have been advocated on behalf of the Income-tax 
Department should be allowed or are necessary for the 
Income-tax Officers. In particular, we do not think 
that powers to search premises and seize documents and 
books of account should be given to Income-tax autho¬ 
rities. Such powers was given to the Income-tax In¬ 
vestigation Commission. During the last 6 years during 
which the Commission has been functioning, the number 
of occasions on which the powers were used was hardly 
half a dozen. We therefore see how infructuous these 
powers were even for the purposes of the Income-tax 
Investigation Commission. The reason is that these 
powers can easily be evaded. Even assuming that a 
person has got a double set ,of accounts, all that he has 

54 a 
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to do in order to escape the clutches of the Income-tax 
Officer is to keep them at a place other than his place 
of business, and the Income-tax Officer would be baffled 
to discover their whereabouts, and a search can only 
mean harassment without any tangible result. On the 
other hand, the power of search always means that 
there is some one who is giving information to the 
Income-tax Officer against the assessee. That person 
would usually be a man of n,ot very high principles, and 
more often than not he would egg on the Income-tax 
Officer to make his search, in order to gain his personal 
ends or to wreck vengence. Income-tax Officers have 
hardly any time or the necessary education to judge 
properly the merits of such proposals made to them. 
Therefore we think that more often than not the power 
to search premises is likely to be misused than to result 
in gaining the ends of the proceeding. 

One power, however, which might help the Income- 
tax Officer to strengthen the evidence in his hands is the 
power to give immunity to an informer from the conse¬ 
quences of his disclosure. This is the power which is 
at present given to the Income-tax Investigation Com¬ 
mission and is practically the only power, apart from 
the power to search which the Income-tax Investigation 
Commission possesses, in addition to the powers already 
enjoyed by the Income-tax Officers. Once the immunity 
is given, the Income-tax Officer will be in a position to 
use the evidence in the hands of the informer, and 
thereby the tax evader will be hard put to it to defend 
his false case. We therefore think that this power may 
be given, and it should be given to all Income-tax 
Officers, to whatever grade they belong. 

Another power which might be given to the Income- 
tax Officer is to stop proceedings of recovery in case 
the defaulter approaches him with terms of settlement 
for payment of tax. Under the present Act, the Officer, 
once he sends his recovery certificate to the Collector, 
has no power to stop the recovery, and if the Collector 
goes on with the recovery proceedings, much harm to 
credit might be done even in the case of those who are 
anxious to meet their liability in their straitened cir¬ 
cumstances. We think that this power might therefore 
be granted to the Income-Tax Officers, 

Question 92.—What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity—a trust or a private limited company or a 
partnership, especially family partnership—either 
for avoiding payment of income-tax or for fraction¬ 
ing of income to escape higher rates ? Would you 
recommend the use of penalty rates of tax to mini¬ 
mise such practices ? 

There are powers enough at present with the Income- 
tax Officer to prevent the creation of an artificial legal 
entity or, if not to prevent the creation, at least to make 
one ineffective for the purpose. We do not think that 
the use of penalty rates to minimise such practice are 
going to help in any way. We are therefore not in 
favour of such penalty rates being introduced. 

Question 93.—In the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from other 
partners ? 

In the case of a registered firm, each member or 
partner of the firm is considered as a separate individual 
for the purpose of assessment. Therefore, theoretically 
there does not appear to be any justification for recover¬ 
ing from a member of a registered firm or asking a 
partner of a registered firm, to pay the liability of tax 
of another partner. But if we consider the legal concept 
that the partner of a firm, whether the firm is registered 
or unregistered, is an agent of the firm and is entitle 
to act on behalf ,of the firm, it has to be admitted that 
in law the liability of the partner of the firm should 
be joint and several, and what would apply to an un¬ 
registered firm would apply equally to a registered firm. 
In fact, even under the Income-tax Act, for the purposes 
of penalty, the income of a registered firm is considered 
as a whole, even as the income of an unregistered firm 
is so considered, and therefore we see no difference in 
the status of the partner of a registered firm and that 
of an unregistered firm, except that they are treated 
differently for the purpose of assessment. 

Question 94.—Are present arrangements relating to re¬ 
covery of income-tax adequate ? Would you ad¬ 
vocate the Income-tax Department having a separate 
machinery for enforcing the recovery of arrears of 
tax ? 

We think that the present arrangements relating to 
the recovery of income-tax are adequate, except to the 
extent of the liabilities due on account of taxation from 
companies which go into liquidation or are dissolved. 
In respect ,of these, the Income-tax Investigation Com¬ 
mission in their report have already suggested that the 
liquidator should set apart enough funds for meeting 
the liabilities of the tax and that he should be held 
responsible if he fails to do so. 

We are not in favour of a separate machinery being 
established for enforcing the recovery of arrears of tax. 


In fact, the Department has got a separate machinery 
under its own administration, and this is sufficient for 
the purpose in view. 

Question 95. — What provisions should be made to ensure 
timely collection of . tax from private limited 
companies ? Do you consider that liability for pay¬ 
ment of tax in such cases should be placed upon 
shareholders of the company in proportion to their 
shareholdings? 

We think that private limited companies should be 
considered as partnerships so far as the collection of 
tax is concerned, and the directors of such private 
limited companies should be made liable for paying the 
tax due from the private limited companies, ever, 
as the partners in a registered firm or an unregistered 
firm are liable for the tax due from the other partners 
of the firm if it is not paid within time. As a rule, 
directors and shareholders are practically the same in 
the case of private limited companies, but where such is 
not the case, we think that the shareholders also should 
be held responsible for the payment of the tax in pro¬ 
portion to their shareholding. 

Question 96.—If income from any property is included 
for assessment purposes in the hands of a person 
other than the ostensible owner, would you agree to 
the tax so assessed being also made recoverable 
from such property ? 

We agree that where for the purposes of assessment 
a property is included in the income of other than the 
ostensible owner, the ' ax should be recovered from the 
ostensible owner. We refer, in fact, to the provisions of 
section 16 of the Indian Income-tax Act, where the in¬ 
come for a property acquired in the name of the wife 
with funds provided by the husband is considered for 
taxation in the hands of the husband. It seems to be 
unfair that the husband should pay the tax from his 
own income and Government should not be able to make 
recovery from the wife merely because the assessment 
on the income of the property is made in the name 
of the husband. 

Question 97. — What concrete measures should be taken 
to improve the relations of the Income-tax Depart¬ 
ment with asseessees, especially in regard to — 

(i) Provision of free advice to small assessees on 

the following points : 

(a) maintenance of accounts in a form acceptable 

to the Inc ome-tax Department; and 

(b) matters such as filling returns of income, 

claiming refunds, facilities for tax payment, 
expeditious disposal of assessments, etc.; 

(ii) provision of information on various matters 

relating to assessment proceedings, such as 
disposal of refund application, adjournment 
applications, examination of records, etc.; 
(Hi) arrangement of work so as to obviate the neces¬ 
sity of assessees or their representatives hav¬ 
ing to wait in Income-tax Offices for unduly 
long periods; and 

( iv ) securing the largest measure of agreement on 
facts between the assessee and the department 
at Income-tax Officer level ? 

The Income-tax Investigation Commission has devoted 
a considerable portion of their report to the administra¬ 
tive side of the income-tax machinery, and they have 
made certain suggestions for improving the relations 
between the public and the Department. With these 
recommendations we are in full agreement. 

We may, in this connection, refer to what we have 
said iq our Memorandum submitted to the Commission. 
We quote the following from it for easy reference : 

“This goodwill should be supplemented by a change 
in approach by the Department. The latter have to 
perform a duty, which no ,one looks upon as a bed of 
roses. It can be said to the credit of the Department 
that during the last 30 years and more during which 
it has been functioning in this country, it has on the 
whole maintained a sound reputation. That reputation 
can be improved, if the public are made to feel that the 
honest have nothing to fear from the members of the 
Department. The Officers of the Department should, 
when they are making assessments, remember that the 
assessees are their own compatriots and as such they 
are entitled to the presumption from these officers that 
they are honest and ire telling the truth until the con¬ 
trary is proved. Such an approach will not require 
greater sacrifice of either time ,or temper, but the little 
change for the better will pay a dividend in better rela¬ 
tions, that is worth .ill the revenue in the world. 

“ On the part of Government they must appreciate 
that the work being done by the Department is intri¬ 
cate. Since the Department was started, it has been 
organised and controlled by persons who, though able, 
had not that personal experience of all stages of Depart¬ 
mental work which is necessary to organise the admi¬ 
nistration. The Department should be ade¬ 

quately manned.” 
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We also quote from a book entitled “ Taxation and 
the American Economy by W. H. Anderson, on which 
we have drawn for many suggestions. This is what the 
author says : 

“ While it is true that efficient administration is 
necessary for the success of any tax, it is especially 
true of the income-tax. The nature of the income- 
tax requires the highest degree of co-operation be¬ 
tween the tax administrator and the taxpayers. It 
is vital for the taxpayers to feel that the administra¬ 
tion is fair and equitable. Naturally it is impossible 
to administer income-tax law in such a manner as 
to satisfy every one. Many conflicts are bound to 
occur. A number of these conflicts are a result of 
the law itself ; others are due to judicial weaknesses, 
and some are caused by administrative faults. 
Much room for improvement remains in strengthen¬ 
ing the two prongs of income-tax administration and 
compliance. ” 

(1) (a) We agree that there should be provision for 
free advice to small assessees, but this is more easily 
said than done. Except in large cities, it is not possible 
for the Department to provide for free advice to all 
assessees, and the machinery that would be necessary for 
such free advice if it is provided for would itself he so 
large that it might become a heavy burden on the ex¬ 
chequer. It is no doubt true, however, that the Income- 


think that the first requisite for the speedy disposal of 
assessment is that the Income-tax Officer should be 
given a free hand. There is now an appeal provided 
against him by the Department itself, and therefore it 
seems an irony of fate that having provided this appeal, 
the same Department should further try to insist on 
tutoring him how to make an assessment. And the 
interference does not end at the level of the junior 
Income-tax Officer. Whenever an Appellate Assistant 
Commissioner gives a reduction in a big case, d,own 
comes the Inspecting Assistant Commissioner and the 
Commissioner, and they file an appeal to the Appellate 
Tribunal. Fortunately, experience has shown that in 
most of these appeals the decision of the Appellate Assis¬ 
tant Commissioner is upheld by the Tribunal, but the 
effect of this action itself is demoralising to the Appellate 
Assistant Commissioner, and this one of the fruitful 
causes of delay in appellate disposals. We think that 
in order to put a curb on the indiscriminate use of 
appeals by the Commissioner, a list should be maintain¬ 
ed of such appeals filed by the Commissioner by the 
Central Board of Revenue and where the numbers is 
large of unsuccessful appeals against the decision given by 
the Appellate Assistant Commissioner, a blank mark 
should be put by the Central Board of Revenue against 
the Commissioner and the Inspecting Commissioner con¬ 
cerned as denoting their want of proper appreciation of 
facts and of law. 


tax Officers, while making an assessment, should be able 
to guide the assessee as to how the accounts should be 
maintained by the assessee and also point out the defects 
that his accounts contain. The present attitude of the 
Department is, however, not very helpful. The Income- 
tax Officer, more often than not, aims at criticism and 
at finding loopholes for rejecting the accounts as un¬ 
reliable when they are produced by the assessee, and 
instead ,of helping the assessee to be self-reliant and 
honest, the attitude of the Income-tax Officer often 
throws him into the other camp. It is not enough that 
the assessee should be informed how to maintain 
accounts, but it is more necessary that the Income-tax 
Officer should appreciate the difficulties of an assessee 
in maintaining the accounts according to the strict letter 
of the Accountancy Code. Thus in the case of a retailer, 
the Income-tax Officer expects that the retailer should 
maintain not only an inventory of the goods in stock 
at the end ,of the year, but also prove the correctness 
of the amounts or quantities of each kind of goods con¬ 
tained in the inventory. This is a task which every 
sane man knows to be impossible, and yet in 99-9 per 
cent, of the cases of retail traders the Income-tax 
Officer rejects the accounts on the ground that the stock 
lists have not been proved, and subjects the assessee to 
an estimated assessment which is much in excess of the 
income according to the books. Even in cases where 
accounts are maintained on recognised principles, holes 
are picked in those accounts just to discredit them. 
Unless, therefore, this attitude of the Department is 
changed, no advice, whether free or paid, is going to 
assist the assessee or to make the relations between the 
assessee and the Income-tax Officer cordial. We there¬ 
fore think, better than the provision ; of free help, the 
attitude of the Department towards the accounts main¬ 
tained by the assessee should be changed and should 
be more helpful. 

Regarding filling returns of income, claiming refunds, 
facilities for tax payment, expeditious disposal of assess¬ 
ments, etc., there can be no tw,o opinions that the De¬ 
partment can do a great deal in order to help the 
assessee. In some large cities, especially in Bombay, 
there had been established an Enquiry Branch where 
assessees are being helped to fill returns. Now that 
Public Relations Officers are being appointed, it should 
be easier for this Branch to help the assessees in this 
matter, and also in guiding them so far as claims are 
concerned ,or for payment of tax. 

(b) Expedition in the disposal of assessment is, how¬ 
ever, more difficult to arrange merely by theorising. 
The machinery of administration at present is such that 
there seems to be a lack of confidence by Government 
even in their own officers ,of the Department. Thus 
when an Income-Tax Officer makes an assessment, the 
Inspecting Assistant Commissioner, without even taking 
the trouble of knowing the assessee’s point of view, 
gives orders which are often prejudicial to the assessee. 
The Appellate Assistant Commissioner is hardly ever 
helpful A good many have complained that the assess¬ 
ments are made haphazard. This is not to be wondered 
at The Department has been expanding at the top and 
very little help reaches the end where the Income Tax 
Officer works. He is only to accept dictates without 
either the time necessary to digest the information on 
the assistance to sift it. Then there are further require¬ 
ments in the shape of a variety of departmental returns 
which take away most of his time. Thus he finds hardly 
enough time to concentrate on his work. These and 
various other defects are hampering the work of the 
Income-tax Officer, and unless the Officer is set free from 
the restrictions of injudicious control and other depart¬ 
mental requirements, the speed can never improve. We 


We have to invite attention to a suggestion we had 
made in our Memorandum to the effect that the public 
should be associated with assessment or appeal work at 
some suitable stage. We repeat this proposal as a 
measure of putting a curb on the capacity of the Income 
Tax Officers and indiscriminate use by the Commissioners 
and others of their powers to enhance assessments or 
to frighten the Appellate Assistant Commissioners. 

(2) Another reason why the Officers are not able to 
their work expeditiously is that they are given insuffi¬ 
cient training. In the U. K. Officers have to undergo 
a training of not less than 8 years before they are given 
independent work for assessment. Recently the B,oard 
of Inland Revenue appointed a Committee under the 
Chairmanship of Sir Eric St. John Bamford to report on 
the improvement of arrangements and disposal of work 
in the Inland Revenue B.oard. That Committee reported 
in 1950. We suggest that a similar Committee should 
be appointed in India to go into the correct facts regard¬ 
ing the method of Income tax administration in this 
country. On first thoughts it appears, comparing the 
figures quoted in the report ,of the English Committee 
that the staff in India is very inadequate. The total 
stall' of the Inland Revenue Department at the end of 
1950-51 was 52,988, a net increase of 3,239 over the 
preceding year. The number of assessments made in 
1949-50 was 27,76,950 as against about 11,00,000 and 
odd in India. The net income assessed in England, how¬ 
ever, after allowing depreciation, was 2,412 million 
pounds and the tax was 814 million pounds. Unfortu¬ 
nately, we have no comparable figures for India, but we 
know that our figures of income and tax must be woe¬ 
fully lower than these. But it is not the tax but the 
work that counts, and so far as the work is concerned, 
it looks to us from these figures that in India the staff 
is undermanned, and no wonder, therefore, that the work 
is not being pushed on as expeditiously as it should. 

(iii) Most Income-tax Officers in India are crowded. 
We think that better facilities should be given, as in 
business houses, for seating and reception of the 
assessees. Interviews should be so arranged as to leave 
sufficient margin of time for the Officer to complete each 
interview before the next comes on. It is sometimes 
objected to that this is not possible, because at times some 
parties are absent and at other times they take more 
time than scheduled. But these difficulties are inherent 
in the system, and with experience, the least that is 
expected of an Income-tax Officer is that he should know 
his assessees and the time that they are likely to take. 

(iv) Nothing can be better than an attempt to secure 
the largest measure of agreement on facts between the 
assessee and the Department at the Income-tax Officer’s 
level. It has, however, been complained to us by a 
number of persons who have to appear before Income- 
tax Officers that such agreement is .often not possible 
as in most cases the Income-tax Officer is not his own 
master. We have already said that this type of restraint 
on the Income-tax Officer should be abolished cr at 
least curtailed. 

Question 98.—What changes would you suggest in the 
existing arrangements relating to —(i) issue of 
notices; (it) simplification and filling of returns; 
(iii) levy of penalties ; (iv) recovery of tax ; and 

( v ) appellate procedure and machinery, particularly 
with reference to administrative control over Ap¬ 
pellate Assistant Commissioners ? 

(i) Notices should clearly indicate the requirements 
which the assessee is expected to fulfil, and they should 
be couched in language which the assessee can easily 
understand. 
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(ii) We have referred to the simplification and filing 
of returns earlier, and we have nothing more to add, 

(iii) Regarding the levy of penalties, we have had 
to refer earlier to this question in another connection. 
We think that the present method of levying penalties 
without any graduation is wr,ong. Thus the same penalty 
is prescribed for not filing a return of income, for not 
being able to attend on the Income-tax Officer on a par¬ 
ticular date, for not being able to produce the accounts 
required by the Income-tax Officer, and also for making 
deliberately a false return. We think that this clubbing 
together of all faults and crimes is incorrect. We think 
that a graduated scale of penalties according to the 
veniality of the offence should be prescribed. 

(iv) Regarding recovery of tax, we have already 
given our views, and we have nothing more to add here. 

(v) About appellate procedure and machinery, we 
have already stated how the Appellate Assistant Com¬ 
missioners are being treated with scant courtesy by the 
Commissioners at the instance of Inspecting Assistant 
Commissioners. We think that this has demoralised 
the appellate machinery under the Income-tax Act, and 
we therefore agree wholeheartedly with the suggestion 
made by the Income-tax Investigation Commission that 
the Appellate Assistant Commissioners should be 
placed under the administrative control of the Legal 
Department in preference to that of a Income-tax De¬ 
partment. 

One other point that requires to be considered in 
connection with appellate procedure is that sometimes 
the same point occurs in more than one assessment. 
Appellate decisions take a long time to be finalised or 
reached. In the meantime, other assessments have 
taken place. If often happens, as it has happened in 
the case of the Tribune Trust, that an assessee, thinking 
that the benefit of an appellate decision in the first year 
would be available to him for the subsequent year, does 
not file an appeal. The Income-tax Department has 
often taken advantage of this fact and refused to allow 
due relief, only on the technical ground that the appeal 
was not filed. We think that benefit should be given 
of appellate decisions for earlier years if assessments 
for subsequent years happen to have been rdade after 
the first decision had been taken in appeal. 

Question 99. — (a) Do you think that undue delay octurs 
at present in the course of assessment proceedings 
If so, what do you attribute this to and what are 
your suggestions for remedying this 1 (b) In order 

that delays of the kind mentioned above do not 
appreciably affect collection of a substantial portion 
of the tax due, should any special concessions be 
provided to assessees to induce them to make ad¬ 
vance payment of tax ? 

(a) We do think that undue delay occurs in many 
cases in the case of assessment proceedings. We attri¬ 
bute this, as we have said before, to various causes, the 
principal of which is that the Income-Tax Officer is 
treated as only a pawn in the game of assessment, and 
is not given the authority which is his due under the 
Income-Tax Act. 

(b) In order to avoid delays in the payment of tax, 
we have already suggested earlier that assessees should 
be allowed to pay the tax within a short time of the 
filing of the return on the basis of the return of income. 
Then there is also the advance payment system under 
Section 18A in vogue. As a result of these, we expect 
that the delays in recovery will be greatly reduced. No 
special concessions need be provided to induce the 
assessees to make their payments. The large arrears 
that are now standing against the assessees are due to 
economic conditions and not entirely to the unwilling¬ 
ness of the assessees to pay. This unwillingness is appa¬ 
rent only in thc-se cases in which the assessments have 
been too high for the purse of the assessees to bear. 

We might state in conclusion, in regard to the Note 
at the end of Question No. 99, that, generally speaking, 
we are in full agreement with the views of the Income- 
tax Investigation Commission, and where we do not 
agree with them, we have already indicated our dis¬ 
agreement at the proper place in the above answers. 


Question 100. — What, in your opinion, would be the cir¬ 
cumstances which, ivould justify the levy of Excess 
Profis Tax or special business taxes ? 

In our opinion, Excess Profits Tax is unjustified in 
peace time. We might refer again to pages 346 and 
347 of the book to which we have referred earlier, viz., 
“ Taxation ai)d the American Economy ” by Mr. Ander¬ 
son. It has been mentioned at the pages quoted above 
that the Excess Profits Tax is not a tax for peace time, 
and the reasons have been given, the main reason being 
that the standard ,of income is difficult to ascertain for 
purposes of arriving at the excess. Another reason is 
that possibilities of making of high profits are few ; and 
thirdly, the tax will kill initiative. There are, however, 
some things to be said in favour of the Excess Profits 
Tax, but we think that, for this country at any rate, 
Excess Profits Tax in peace time is not advisable. 

Among special business taxes can be mentioned the 
Sales Tax and the Business Profits Tax which are be¬ 
ing levied in this country. They are a regular feature 
of the States and Central Government taxation, and it 
is too late in the day to discuss the necessities or possi¬ 
bilities of such taxation. 

Question 101 .—What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 

We do not think that the Estate Duty Bill was 
necessary or even advantageous to this country. It 
will effectually kill capital lormation, and if the trends 
can be sensed at this early stage, it is already apparent 
that a good deal of cash will be carried by people in 
order that estate duty might leave some money with 
them immediately after their death for their survivors 
to subsist and this will mean an *equal loss to capital 
formation for Industry. In this connection, we have 
quoted in our Memorandum the views of Hency C. 
Simons as expressed by him in his book entitled “ Fede¬ 
ration Tax Reform ”, and we repeat them here. He 
says : 

” The tax system should be used systematically to 
correct excessive economic inequality and t,o preclude 
inordinate, enduring differences amongst families or 
economic strats in wealth, power and opportunity. 
Given a proper tax base, severe progression would, I 
think, not serious impair incentives if the top bracket 
rates were kept well below 100 per cent. Top rates 
probably should not ex< eed 80 per cent, save in War 
time. Even those who deplore the effect of such rates 
on enterprise and industry must recognise a kind of 
dilemma here, for whatever the proximate effects, gross 
and persisting inequalities ,of wealth are themselves 
obviously inimical to enterprise and industry among 
the beneficiaries of such inequality. Far more impor¬ 
tant, in the long view, is the threat, which such in¬ 
equalities involve for our whole institutional system, 
for the economic freedom as a basis or indispensable 
complement of other liberties. 

“ It is easy—so easy that it seems irresponsible—to 
say that this problem should lie dealt with by inherit¬ 
ance taxation. The Income-tax is a powerful instru¬ 
ment, needing only small and minor alterations to make 
it reasonable, equitable and avoidance-proof. Inherit¬ 
ance taxation is merely a seductive, vague nostrum, 
which has never been soundly implemented. Until 
someone indicates how to make inheritance taxation into 
a powerful instrument for correcting inequality, i.©., into 
an equitable and avoidance proof levy, we will do well 
to rely mainly on the Income-tax for that purpose”. 

Even the framers of the Act have agreed that the 
Estate Duty Bill was more an act of faith than a 
measure that is going to bring much grist to the mill 
of Government. 

Question 102.—Would you in the matter of rates of levy 
differentiate between self-acquired property form¬ 
ing the estate of a deceased and property inherited 
by him V 

The Estate Duty Bill which has now become the law 
of the land does not provide for different rates of levy, 
for self-acquired property and property inherited by the 
deceased. We think, however, that such a differentia¬ 
tion should have been made. 
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I am directed by my Committee to thank you for send¬ 
ing us two copies of your Commission’s Questionnaire 
and giving us an opportunity to express our views in 
regard to the taxation of motor vehicles. The relevant 
questions applicable to motor vehicle taxation are those 
given under the heading “ Taxes on Motor and other 
Vehicles ” in Part V of the Questionnaire and the answers 
given herein are mainly confined to them. My Committee 
are aware there are a few questions under the other 
headings as well which may be said to have some bearing 
on the subject but as the problem in its essence is being 
dealt with here, they are not giving answers to such ques¬ 
tions separately. 

Before dealing with the questions mentioned above 
with which this Association is concerned most, my Com¬ 
mittee desire to submit certain fundamental considera¬ 
tions, which, in their view, .should govern the taxation of 
motor vehicles and the commodities required for their 
maintenance. In the first place, my Committee are of 
the opinion that there must be a greater degree of co¬ 
ordination as between the Central, State and Local Tax 
Authorities so that the taxation of motor vehicles is based 
on a common transport policy rather than on the revenue 
requirements of each. In other words, no single authority 
should be invested with powers to tax motor vehicles 
unless it is in consonance with the accepted over-all 
policy which is laid down. The bane of the existing 
system is that the motor vehicle is considered a legiti¬ 
mate source of revenue by each and every authority and, 
in its eagerness to raise as much money out of this source 
as possible, each follows its own uncorrelated inclinations 
which not only result in a very heavy burden being 
placed on motor transport but also prove to he highly 
detrimental to its progress and growth. Indeed, the net 
result of all these uncoordinated taxation is to bar its 
rapid development, thereby putting a spoke on the 
country’s advancement. It is therefore highly necessary 
that Government should examine, as early as possible, 
whether it is in the interest of the country that there 
should be so many authorities claiming the right to levy 
taxes on motor vehicles. Alternatively, the tax-levying 
powers should be subject to an over-all policy to be laid 
down by the Central Government which would curb the 
prevalent tendency to impose taxes irrespective of what 
are already being collected and indifferent to the com¬ 
modity’s tax-bearing capacity. My Committee consider 
it strange that while in the matter of rail, air and sea 
transport there is centralisation of control with its mani¬ 
fold advantages, in respect of road transport there is dis¬ 
crimination, being at the mercy of three different bodies 
with all its disadvantages. 

Secondly, my Committee are opposed to the existing 
multiplicity of taxes which are levied by different autho¬ 
rities at various stages of the use and ownership of the 
automobile. Apart from the hardship and trouble which 
this involves, the collection process is troublesome and 
expensive both to the authorities as well as to the motor¬ 
ists. My Committee are in favour of a simplified system 
of taxation which, while ensuring a reasonable revenue, 
would also take into account the ability to pay and the 
importance of motor transport in the economy of the 
country. The encouragement of such a system which will 
do away with the present complicated tax structure will 
encourage the growth of motor transport and contribute 
to a steady increase in revenue from this source, off¬ 
setting, in due course, any loss which the switchover 
might entail. The consolidation of the taxes is likely to 
evoke opposition from those from whom the tax-collect¬ 
ing powers are taken away but this is a crying reform 
which is long overdue and my Committee urge it should 
be pushed through as early as possible. 

Thirdly, my Committee consider that the existing tax 
incidence is excessive and must be reduced, if cheap and 
quick road transport facilities are to be available to the 
public. The development of motor transport is vital for 
the country’s progress but its popularity and use are in 
direct proportion to its cost. That the existing level of 
taxation is acting as a hindrance to the growth of this 
type of transport is easily borne out if we compare the 
number of automobiles on the road in India with similai 
statistics of other countries. According to one calcula¬ 
tion, we have only 250 vehicles per thousand square miles, 
whereas Ceylon has 1,300, Malaya 850, Phillippines 650, 
France 7,000 and U.S.A. 12,000. It is obvious that the 
heavy burden of taxation is acting as a deterrent to the 
increase in the number of automobiles and their wide¬ 
spread use. The cripping effect which the present inci¬ 
dence of taxation is having on motor transport has been 
recognised by the Post-War Technical Sub-Committee on 


Motor Transport (1943), the Motor Vehicle Taxation En¬ 
quiry Committee (1950) and the Tariff Commission (1953), 
and my Committee express the hope that this aspect 
would receive your careful consideration and, convinced 
of the injustice meted out, you will advocate a lowering 
of the tax level. Incidentally, it will not also ;be out of 
place for Government to examine the price structure of 
petrol and see if it cannot be reduced, to afford some 
relief to motor vehicles. 

My Committee are of the opinion that besides the 
lowering of the tax burden, it is also necessary to estab¬ 
lish uniformity, both in the assessment and the rates of 
taxation as between the different States. Uniformity of 
the tax rules will contribute to inter-State trade and the 
establishment of welcome reciprocity as between the 
different States. In the same way, as a driving licence 
issued in one State is recognised during its validity by 
all the other States, a vehicle taxed in one State should 
be allowed circulation for the period taxed in the other 
States without the payment of further taxes. At present, 
there is no reciprocity as between some of the States. 
A glaring instance is Mysore which requires that a 
motorist visiting or passing through the State must take 
out a Short-Term licence. The want of reciprocity 
strikes at the root of free travel and discourages touring 
by road. My Committee feel that the Central Govern¬ 
ment should ensure that the principle of reciprocity is 
recognised by the States; otherwise there will be double 
taxation which will work to the disadvantage of motor 
transport. In the same way as the railways have uniform 
rates for the transport of goods and passengers which do 
not vary from State to State, even so the taxation of 
motor vehicles in the different States should be on 
identical lines. 

Having made these observations, my Committee now 
take up, one-by-one, the specific questions raised by you, 
and their answers in respect thereof are as follows: — 

Question 1G8.— At present, taxes on motor vehicles 
are collected by three different authorities, Central, State 
and Local. There Is no uniformity either in the basis of 
assessment or in the methods of collection or in the quan¬ 
tum of taxation as between State and State. The Motor 
Vehicle Taxation Enquiry Committee has calculated that 
the annual tax incidence on a light passenger car ranges 
from Rs. 755 in Delhi to Rs. 924 in Madras and Rs. 953 
in Bombay. The total incidence of tax has since gone up, 
a glaring instance being Bombay which, during the past 
year, raised the vehicle tax for cars by 50 per cent, and 
the Petrol Sales Tax by 300 per cent. How far the action 
of the State Governments in pursuing their own tax 
policies has the approval or backing of the Central 
Government is not known, but coming so soon after the 
publication of the Government-appointed Taxation En¬ 
quiry Committee, it has left the impression that the States 
and the Centre are pulling in different directions instead 
of following a common policy. My Committee are of the 
opinion that the starting-point of motor vehicle taxation 
should be the enunciation of the basic principles which 
should govern the treatment of motor vehicle transport 
by the authorities. The formulation of these principles 
should be supplemented by the framing of a common tax¬ 
ation code to be issued for the guidance of the State 
Governments. These, we feel, are essential pre-requi¬ 
sites for the application of a revised tax system and unless 
these are satisfied, by Committee regret it would be diffi¬ 
cult to bring about any marked change in the existing 
conditions. Of course, the States are jealous of their 
powers and, in the normal course, they are unlikely to 
surrender them in favour of the Centre; but even if they 
agree to exercise them with due regard to the accepted 
over-all requirements of the country, that would be a 
definite progress, giving an entirely new orientation to 
the existing system. 

Examining the present tax structure, my Committee, 
while in favour of a consolidated tax, recognise that it 
may not be possible to do away with some items of 
taxation like the Import Duty on vehicles, accessories and 
petrol, Sales Tax and the Vehicle Tax. At the same time, 
they are of the opinion that the main item of taxation 
should be the fuel on which the automobile runs. The 
fuel or petrol tax is easy to collect as it is merged in the 
price, and from the total petrol consumption one can 
work out the accruing revenue to Government. Apart 
from these advantages, it taxes the vehicle only to the 
extent to which wear-and-tear are caused to the roads. 
On the basis of fuel consumption, the small vehicle will 
pay less while the big or heavy vehicle which causes 
greater damage to the roads will pay more. This tax can 
be collected by the Centre as they are even now doing 
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and the proceeds ear-marked to the States, according to 
their respective petrol consumption. While the fuel tax 
will form the main item of taxation, the Import Duty and 
the Sales Tax must perforce remain, as no distinction can 
be made between this and other commodities all of which 
are subject to the duty and the tax. Next to the fuel 
tax, the State vehicle tax must form an important source 
of revenue. This tax in the case of motor cars should 
be levied on the basis of the unladen weight of the 
vehicles. Apart from these items, my Committee are in 
favour of the abolition of all other taxes on motor trans¬ 
port barring, of course, any special fees charged for 
specific services rendered. This would also result in a 
saving in the collectioii expenses which are at present 
incurred by the local bodies. 

The question now arises what should be extent of 
taxes in respect of these various items which are to sup¬ 
plant all the other taxes levied at present. It is difficult 
to prescribe off-hand any particular scale but the object 
should toe to raise sufficient revenue not only to provide, 
maintain, improve and extend the roads but also to con¬ 
tribute a reasonable margin to the general revenue 
which, in any case, should not exceed the contribution 
made by the railways. After deducting the portion to he 
credited to the general revenue, the balance of yield 
should be apportioned between the Centre and the States, 
in proportion to their respective road obligations and the 
latter, in their turn, should compensate the local bodies 
for the loss of revenue caused by the withdrawal of local 
taxes and other levies. 

My Committee, as already stated above, consider the 
introduction of a consolidated tax as a desideratum but 
this is not feasible as in the present context of things, it 
is impossible to do away with either the Central Duties 
or the State Vehicle Tax. My Committee have explained 
that when we are levying Import Duties on all imported 
goods, we cannot make an exception in the case of motor 
vehicles and their accessories nor can the State Govern¬ 
ments forego vehicle tax which enables them to licence 
and keep a cheek on the vehicles. My Committee feel 
that the object underlying the proposal for a consolidated 
tax can be served by making the fuel tax the main tax 
and the vehicle and other taxes, subsidiary ones. 

Question No. 169.—My Committee are of the opinion 
that the entire proceeds from the taxation of motor 
vehicles should be utilised for the construction and main¬ 
tenance of roads, leaving a margin towards the general 
revenue, not exceeding the contribution of the railways. 

It has been recommended by the Motor Vehicle Taxa¬ 
tion Enquiry Committee that the proceeds of the taxes 
collected by the Centre should be credited to the Central 
Road Fund while the revenue from the vehicle tax should 
be credited to the State’s Road Fund. Besides, the allo¬ 
cations to States from the proceeds from the petrol taxes 
collected by the Centre should be made into each State’s 
Road Fund. The work on the national highways should 
be financed from the Central Road Fund while the road 
programmes of the States should be attended to from out 
of the money in the State’s Road Fund. Unless the major 
portion of the revenue accruing from taxation is set apart 
for road development, the country cannot expect to 
achieve any substantial improvement either in the con¬ 
struction of new roads or in the up-keep of those available. 
It is well-known that our country, although it leads in 
the matter of taxation of motor vehicles, is far behind 
other advanced nations in the matter of roads. This is 
because sufficient funds are not available to be spent on 
roads; the major portion of the revenue from taxes 
accrues to the Centre but the major responsibility of 
road development is on the States. In view of this ano¬ 
malous position, It is essential that steps should be taken 
to augment the funds available to the States for road 
development and this is best done by ensuring that larger 
allocations are available to them from the petrol revenue 
to be spent on roads. 

Question No. 170. —My Committee welcome in gene¬ 
ral, the recommendations of the Motor Vehicle Taxation 
Enquiry Committee, 1950, as they envisage a new deal 
for motor transport. The main recommendations of the 
Taxation Enquiry Committee are the following: — 

1. Central Taxes — 

(a) The Import-Excise Duty on petrol to remain as 

at present. 

(b) Import Duties on motor vehicles, parts and 

accessories to be reduced to the pre-1950 level. 

2. States’ Taxes — 

(a) A central surcharge of six annas per gallon on 
motor spirit be levied in place of the Sales Tax 
on petrol. 


(b) The vehicle tax to be levied not exceeding the 

ceiling rates specified. 

(c) Sales Taxes on Motor vehicles and accessories to 

be reduced to non-iuxury rates. 

(d) The fees collected to approximate to the cost of 

the services rendered. 

3. Local Taxes — 

(а) Wheel taxes on motor vehicles, octrois, terminal 

taxes and other local levies to be abolished. 

(б) A road cess on land revenue to be levied by way 

of contribution from rural bullock carts to the 
Road Bill. Professional bullock e arts and 
other road users to be taxed. 

(c) Municipal roads in general give access to pro¬ 
perty and can regularly be paid for from pro¬ 
perty taxes. 

4. The share of the Central petrol tax credited to the 
Central Road Fund to be raised from 24 annas to 7 
annas, the increase being intended to match on a 75 per 
cent, ratio the States’ fuel tax. 

5. A vehicle tax paid in any one State to be valid 
throughout India. 

The cumulative effect of the various recommenda¬ 
tions, according to Ihe Dalai Committee, is to reduce the 
annual tax incidence on private cars and other vehicles 
albeit in a small way. The relief promised is welcome 
but we feel that if the fuel is to form the main item of 
tax, there should be a lowering of the level of the vehicle 
tax, say at least by 25 per cent, of the ceiling laid down. 
The loss in the revenue will be made up by the increased 
revenue accruing from the petrol tax at the enhanced 
rates. In any case, the main consideration which should 
weigh with the authorities is the money required for 
the maintenance and development of the roads and if the 
bulk of the proceeds from the taxes are used for this 
objective, there is no reason to fear that a reduction in 
the tax will affect the roads adversely. 

Further, as has been pointed out by the Taxation En¬ 
quiry Committee, it must not be forgotten that motor 
vehicle traffic is not the only traffic which uses the roads 
and it is therefore unfair that it should be made to foot 
the entire Bill. Roads are national assets, both in peace 
and war, and it would be a reasonable charge if a por¬ 
tion of their cost is debited to the general revenue. In 
view of the divided obligations, the responsibility for 
roads should be shared in a reasonable proportion 
between the Government, the motor transport and the 
other road users and if this is done, the proceeds from 
the motor vehicle taxation will be found more than suffi¬ 
cient to pay for their share of road use. Subject to these 
observations, my Committee are in general agreement 
with the Taxation Enquiry Committee’s Report and hope 
the proposals made would be implemented soon. 

Question No. 171.—My Committee consider that as 
the benefit of the roads is available to all, it would be 
unfair to throw the burden of their cost and up-keep 
entirely on motorists. In fact, the iron-tyred bullock 
carts are extensively in vogue and they are still the main 
means of transport of goods and passengers, especially 
in the rural parts. They act as connecting links between 
the rural and urban areas and are handmaids of agricul¬ 
ture and industrial raw materials. The extent of the 
damage which these vehicles cause to the roads is not 
insignificant and my Committee therefore feel that such 
traffic should also be made to contribute to the Road Bill. 

The Motor Vehicle Taxation Enquiry Committee in 
their report have examined thi$ aspect and suggested 
that a road cess on land revenue of one anna in the 
rupee should be collected in all States and the proceeds 
credited to the States’ Road Fund for distribution to local 
bodies, to be expended on roads, the cess being an in¬ 
direct tax on the rural cart. They have further suggested 
that a tax of at least Rs. 60 per annum should be levied 
on professional bullock cart operators. Another point 
made by the Taxation Enquiry Committee is that since 
roads contribute to an increase in the value of the pro¬ 
perty, the local bodies would be justified in increasing 
the property taxes and the additional proceeds could be 
considered as legitimate compensation for the loss of 
revenue entailed by the abolition of the local levies. It 
is also stated that as roads are beneficial to the country 
at large, the general tax-payer should bear a portion of 
their expenses; in other words, a Dart of the Road Bill 
equivalent to l/.'ird thereof should be footed from the 
general revenues My Committee agree with the fore¬ 
going suggestions of the Motor Vehicle Taxation Enquiry 
Committee and i rge that steps should be taken on the 
lines indicated. 
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ASSOCIATION OF MUTUAL LIFE OFFICES IN INDIA 

Replies to Questionnaire of Taxation Enquiry Commission. 

PART II—DIRECT TAXES. 

INCOME TAX. 


Income. 

Question 47. —Does the definition of “ Income ” (Sec¬ 
tion 2(fa'C)) require any modification ? 

Yes. The definition has to be modified, rather recti¬ 
fied, so that the valuation surplus of Mutual Insurance 
Associations may be excluded from this definition. In 
this connection, we would like to point out to you the 
following from an article appearing in “ Commerce ”, 
Bombay, dated the 26th June, 1948, by Sri R. K. Dalai, 
b.com., f.s.a.a., b.a., for your kind consideration: 

“ Are the profits of a mutual insurance company liable 
to tax, notwithstanding the amendment of the Act in 
1939? ‘ Income ’ under section 2(6C) includes, ‘ profits of 
any business of insurance carried on by mutual insurance 
association computed in accordance with Rule 9 of the 
Schedule.’ Therefore, it means that profits of a mutual 
insurance company are included in the term ‘ income ’. 

It does not deem, therefore, anything which in the ordi¬ 
nary connotation of the word is not profit. If it did it 

will have to create a fiction of law. Therefore, so 

far as mutual companies are concerned, no fiction of law 

is created by Section 2(6C) or any other section. 

The fact that under the revised definition of ‘ income ’ in 
Section 2(6C), profits of insurance company are included 
does not lead to the conclusion that ‘ profits which are 
not profits under the Act’ are, therefore, liable to be 

taxed.It is submitted similarly that the fact of 

the mere amendment of Section 2(6C) does not create a 
liability which previously under the law was absent.” 

Question 60.—Should any liberalisation be made in 
the present limits of exemption from tax of life insur¬ 
ance premia and contributions to provident funds ? 

Yes. The present limits of exempting from income- 
tax 1/6 of one’s income subject to a maximum of Rs. 6,000 
in the case of an individual and Rs. 12,000 in the case 
of a Joint Hindu family, should be raised to l/5th, Rs. 

10,000 and Rs. 20,000 respectively in view of the present 
low value of the Rupee and the high cost of living. 

When the previous enactment fixing these limits was 
passed, the value of the Rupee was much higher and the 
cost of living was much lower. So the limits prescribed 
in those days cannot be said to be quite suitable for the 
present days. The above suggested increased limit of 
exemption will also encourage further habits of thrift 
and insurance among the public, thus making available 
increased funds for investment in Government Securities 
through Insurance Companies and Provident Funds. 

Question 82 .—Do you think that any special provi¬ 
sions are necessary for the assessment of — 

(a) bank ; and 

(b) investment companies ? 

Do existing rules relating to assessment of insurance 

companies, especially mutual insurance associations, 
require any change ? If so, in what respect 7 

Yes. Till 1939 Mutual Insurance companies were not 
taxed in India on the basis of profits, apparently in 
accordance with a decision of the Elouse of Lords in 
Styles’ case. Indian Income-tax law had taken a lead 
from the English law and therefore, upto 1939 the Indian 
Income-tax law did not tax the profits of Mutual Life 
Insurance Companies just like the English Income-tax 
law. Subsequently the British Parliament tried to rope in 
Mutual Insurance Companies for purposes of taxing ; but 
these efforts were nullified by a decision of the House of 
Lords in Inland Revenue Commisioners vs. Ayrshire Em¬ 
ployers’ Mutual Insurance Ltd. In effect, the House of 
Lords emphasised the distinction between ‘ surplus ’ and 
‘profits’ and held that in the case of Mutual Insurers, “the 
surplus was not profit within the meaning of the Income 
tax Act but merely representing the extent to which 
the contributions of those participating in the scheme had 
provided in experience to have been more than what 
was necessary to meet their liabilities. The balance or 
surplus was the contributors’ own money and returnable 
to them.” Referring to section 31(1) of the Finance Act, 

1933 of England, Lord MacMillan said that the hypothesis 
on which the section rested was wrong and that the 
“Legislature has plainly misfired.” Even the intended 
purpose of the Legislation was characterised by him as 
“ not the meritorious object of preventing evasion of 
taxation but the less laudable design of subjecting to 
tax as profit what the law has consistently and emphati¬ 
cally declared not to be profits.” 
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Indian law also recognised this difference until 1939, 
when perhaps owing to the need to increase all sources 
of taxation during the war, an amendment, including 
Mutual Companies and Co-operative Insurance Societies 
within the scope of taxation was brought in by an alien 
Government. The position as regards the Co-operative 
Insurance Societies was altered in consequence of a deci¬ 
sion of the Bombay High Court. With regard to the posi¬ 
tion of Mutual Companies, the Bombay High Court, in 
another suit observed that it was “ not a very laudable 
intention of the Legislature to have taxed Mutual Com¬ 
panies ”. But the Mutual Companies continue to suffer 
from the disability evidently for want of proper repre¬ 
sentation of the above points. 

Therefore, the point that our Association would urge 
before the Taxation Enquiry Commission appointed by 
the Government is that these Associations (Mutual 
Insurers) though registered under the Companies Act are 
not in fact companies trading for profit but Associations, 
the members of which have joined together to help one 
another mutually for the purpose of Insurance. It is for 
this basic reason that Co-operative Insurance Societies 
not trading with other than members are exempted from 
income-tax (vide Part IT of exemptions notified under 
Sec. 60 of the Income-tax Act 1952 by the Central Govern¬ 
ment). 

The special position of Mutual Associations in this 
matter has also been recognised in the Insurance Act; 
during the passage of that Act the opinion was expressed 
that Mutualisation was the first step towards nationalisa¬ 
tion implying the recognising the aspect that such Asso¬ 
ciations were not run for profits. Further, the members 
of the Mutual Insurance Societies belong overwhelmingly 
to- the classes who are themselves not liable to income-tax 
on their own income. The relief given from income-tax 
for insurance premiums (Section 15 of the Income-tax 
Act) is in their case illusory. On the other hand their 
small savings through insurance are taxed indirectly by 
the taxation of the surplus of Mutual Insurance Com¬ 
panies. If these investments took any other shape involv¬ 
ing a deduction at the source, they would be entitled to 
a refund. Such taxation therefore, we respectfully 
submit, tends to discourage the habit of insurance, which 
should be fostered in our country in the interest of the 
lower income groups. 

We also respectfully submit that neither basic pre¬ 
miums nor the specific bonus loadings in the case of with- 
profits policies are an accurate measure of the cost of 
insurance but only estimates with a margin of safety. ' 
Further, the specific bonus loadings are not those which 
are expected to emerge in future valuations. If this were 
so, with-profits policies would cease to be attractive. It 
is our contention that the bonuses declared by Mutual 
Societies are steady and gradual releases of premiums 
collected in excess of the necessary amount as shown by 
the subsequent actual experience. Such returns of excess 
payment should not be treated as profits liable to tax. 
The position of Mutual Companies in this respect is some¬ 
what different from that of proprietory companies. The 
quantum of bonus given by the proprietory companies, is 
dictated by business considerations of attracting an in¬ 
creasing number of customers and thereby increasing 
their trade profits and not by their nature and constitu¬ 
tion The Mutual Societies by their very nature cannot 
make any profits, since they trade with no outsider and 
as in Co-operative Insurance Societies any excess charge 
made is returned to the members in the shape of rever¬ 
sionary bonuses. We may also be permitted to point out 
that this position is recognised under English and 
American law where mutual societies are exempt from 
taxation. 

May we also respectfully submit that the present tax¬ 
ation of Mutual Insurance Companies is an anomalous 
attempt? All the reasons that lead to the exemption ot 
Co-operative Insurance Societies from tax also apply to 
Mutual Companies. We therefore urge that this anoma¬ 
lous position may be rectified and that the Mutual Com¬ 
panies be exempted from taxation in the same way and 
to the same extent as the Co-operative Insurance Socie¬ 
ties. 

DEATH DUTIES. 

Question 101.—What are your main reactions to the 
Estate Duty Bill at present before parliament ? 


1 tec/55 
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It is a salutary measure, but we have to point out a 
few things which are quite important about this Estate 
Duty Bill:—(1) Any law that comes in the way of raising 
the average insurance per head in India, which is at 
present as low as Rs. 20, is really not a healthy legisla¬ 
tion for the time being; (2) Any legislation that dis¬ 
courages insurance among the rich or the poor will 
adversely affect the growth of the nation itself; (3) Certain 
sections of the Estate Duty Bill will in effect neutralise 
some of the provisions of the Insurance Act like those 
on assignments and nominations and this is not at all 
desirable; (4) Besides this, we have to suggest that the 
limit of exemption to Life Insurance should be raised to 
a decent figure from the present minimum of Rs. 5,000 
in the Estate Duty Bill. That is to say, irrespective of 
the status of the deceased person, however high or low 
it may be, a decent amount of insurance should be ex¬ 
empted from the levy of Estate Duty. 

102. Would you in the matter of rates of levy differen¬ 
tiate between self-acquired property forming the estate 
of a deceased and property inherited by him ? 

No. 


this regard, there is no reason why the required measure 
of uniformity in the rates of stamp duty to be charged 
on Mercantile instruments cannot be achieved through¬ 
out the Republic of India. This measure also costs almost 
nothing to any Government whereas it gives immense 
relief to the mercantile community throughout the 
country. No State should be allowed under any circum¬ 
stances or for any reasons of exigency or otherwise to 
deviate from this very healthy and essential practice. 

Copy of Letter dated 13th June 1953, from the President 
Association of Mutual Life Offices in India, to the 
Chairman, Taxation Enquiry Commission. 

In the letter No. P. 51(5) I.T./53, dated 12th May, 1953 
of the Ministry of Finance, (Revenue Division) Govern¬ 
ment of India, there was a direction to us to the effect 
that we may, if we so desire, place our views before the 
Taxation Enquiry Commission. In pursuance of this 
direction we wish to place in your hands this Memoran¬ 
dum of Mutual Life Offices for exempting them from 
Income-tax on the same basis as the Co-operative Insur¬ 
ance Societies. 


PART V.—OTHER TAXES (CENTRAL AND STATE). 

STAMP DUTIES AND COURT-FEES: 

162. Under the Constitution —- 

(1) the Union is empowered to fix the rates of stamp 

duties in respect of bills of exchange, cheques, 
promissory notes, bills of lading, letters of 
credit, policies of insurance, transfer of shares, 
debentures, proxies and receipts and 

(2) the States are empowered to fix the rates of all 

other stamp duties. 

As regards both (1) and (2), have you any suggestions 
to make for the levy of a stamp duty where it is not 
already levied, or for an increase or decrease of the pre¬ 
sent rates where a stamp duty already exists ? Please 
give reasons for your suggestions. Are there any general 
principles which you would propose for adoption in 
regard to the fixation of rates of stamp duties ? 

As regards (2), since the rates vary from State to 
State, what degree of uniformity do you consider desir¬ 
able and feasible, and how do you propose to achieve it ? 

If possible, please estiinate the net effect of your pro¬ 
posals on the revenues of States. 

As regards (I) no attempt should be made to levy 
stamp duty on cheques. The present stamp duty on in¬ 
surance policies is sufficiently high. Therefore it should 
not be enhanced in any case. Regarding stamp duty on 
receipts, temporary receipts issued by or on behalf of 
insurance companies, in respect of which an official 
satmped receipt will follow within 30 days of the issue of 
temporary receipts, should be exempted from the levy 
of stamp duty. In the United States of America, all 
receipts are exempted from stamp duty as may be noted 
from the following extract from a letter received from 
Life Office Management Association of America; — 

“ In the first place, it has never been the practice in 
America to require revenue stamps to be placed on 
receipts in order to validate them. This seems to be one 
source of income which our ambitious taxing bodies have 
overlooked. Perhaps it is due to the stigma which has 
always been placed on a stamp tax in this country. If 
you are familiar with American history, you will recall 
that it was the Stamp Act imposed upon the Colonists in 
the early Seventeenth Century that became the spark 
which set off the American Revolution. We in this 
country, to an ever increasing degree, are viewing can¬ 
celled checks (cheques) or money order receipts as a sub¬ 
stitute for a formal receipt. As a matter of fact, a goodly 
portion of our Life Companies today will issue a pre- 
mium receipt only upon specific request of the policy¬ 
holder. The cancelled check (cheque) is accepted by the 
great majority of our policyholders as a receipt which 
carries that status in court actions.” 

Further, exempting temporary receipts issued by or 
on behalf of Insurance Companies which are to be follow¬ 
ed by official stamped receipts within 30 days, is no re¬ 
laxation of Law involving any loss of revenue The in- 
crease or decrease of revenue from this exemption is 
absolutely nil. Therefore this exemption can be safely 
granted by the Central Government. 

As regards (2), it becomes very difficult for inter-state 
negotiation of Mercantile instruments when their stamp 
duty varies from State to State. Therefore the States 
should see that all Mercantile instruments are charged a 
uniform rate of stamp duty without fail and the Centre 
should advise the concerned States in this regard If the 
Centre brings to bear its influence on all the States in 


-iiic iiiLuine-iax investigation Commission in their 
report to the Government of India had said “ The 
Government must make up its mind whether it is going 
to treat Mutual Insurance transactions as transactions 
yielding profit.” Till 1939, Mutual Insurance Companies 
were not taxed in India on the basis of profits, apparently 
m accordance with a decision of the House of Lords in 
Styles’ case. 

Indian Income-tax law had taken a lead from the 
English law and therefore, upto 1939 the Indian Income- 
tax law did not tax the profits of Mutual Life Insurance 
Companies :ust like the English Income-tax law. Subse¬ 
quently the British Parliament tried to rope in Mutual 
insurance Companies for purposes of taxing; but these 
efforts were nullified by a decision of the House of Lords 
m Inland Revenue Commissioners vs. Ayrshire Employers’ 
Mutual Insurance Ltd. In effect, the House of Lords em- 
phasised the distinction between ‘ surplus ’ and * profits' 
and held that in the case of Mutual Insurers, “ the surplus 
was not profit within the meaning of the Income-tax Act 
but merely representing the extent to which the contri- 
hutions of those participating in the scheme had pro¬ 
vided in experience to have been more than what was 
necessary to meet their liabilities. The balance or sur¬ 
plus was the contributors’ own money and returnable to 

nm nf t0 , 31 <D of the Finance Act, 

1933 of England, Lord MacMillan said that the hypothesis 
on which the section rested was wrong and that the 
Legislature has plainly misfired.” Even the intended 
purpose of the Legislation was characterised by him as 
not the meritorious object of preventing evasion of tax- 
ation but the less laudable design of subjecting to tax as 
profit what the law has consistently and emphatically de¬ 
clared not to be profits.” 

Indian law also recognised this difference until 1939 
when perhaps owing to the need to increase all sources 

taxation during the war, an amendment, including 
■^ al 4 P ompanles and Co - 0 Perative Insurance Societies 
within the scope of taxation was brought in by an alien 
Government. The position as regards the Co-operative 
Insurance Societies was altered in consequence of a deci- 
sion of the Bombay High Court. With regard to the 
position of Mutual Companies, the Bombay High Court 
in another suit, observed that it was “ not a very laud¬ 
able intention of the Legislature to have taxed Mutual 
Companies . But the law in India, is so framed as 1:o 
make the question of taxation of Mutual Companies a bit 
sate tor the Government and so they have successfully 
continued to tax them since 1940. Hence the Mutual 
Companies continue to suffer a disability evidently for 
want of proper representation of the above points. 

. Therefore, the point that our Association would urge 
before the Taxation Enquiry Commission appointed by 
the Government is that these Associations (Mutual 
Insurers) though registered under the Companies Act are 
not in fact companies trading for profit but Associations, 
the members of which have joined together to help one 
another mutually for the purpose of Insurance. It is for 
this basic reason that Co-operative Insurance Societies 
not trading with other than members are exempted from 
income-tax (vide Part II of exemptions notified under 
Sec. 60 of the Income-tax Act 1952 by the Central Govern¬ 
ment). 

The special position of Mutual Associations in this 
matter has also been recognised in the Insurance Act ; 
f, ur , lr l® the passage of that Aet the opinion was expressed 
that Mutualisation was the first step towards nationalisa- 
tion implying and recognising that aspect as such Asso- 
cla H° n s were not run for profits. Further, the members 
of the Mutual Insurance Societies belong overwhelmingly 
to the classes who are themselves not liable to income- 
tax on their own income. The relief given from income- 
tax for insurance premiums (Section 15 of the Income- 
tax Act) is m their case illusory. On the other hand 
their small savings through insurance are taxed indirectly 
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by the taxation of the surplus of Mutual Insurance Com¬ 
panies. If these investments took any other shape in¬ 
volving a deduction at the source, they would be entitled 
to a refund. Such taxation therefore, we respectfully sub¬ 
mit, tends to discourage the habit of insurance, which 
should be fostered in our country in the interest of the 
lower income groups. 

We also respectfully submit that neither basic pre¬ 
miums nor the specific bonus loadings in the case of with- 
profits policies are an accurate measure of the cost of 
insurance but only estimates with a margin of safety. 
Further, the specific bonus loadings are not those which 
are expected to emerge in future valuations. If this were 
so, with-profits policies would cease to be attractive. It 
is our contention that the bonuses declared by Mutual 
Societies are steady and gradual releases of premiums 
collected in excess of the necessary amount as shown by 
the subsequent actual experience. Such returns of excess 
payment should not be treated as profits liable to tax. 
The position of Mutual Companies in this respect is 
somewhat different from that of proprietory companies. 
The quantum of bonus given by the proprietory com¬ 
panies is dictated by business considerations of attracting 
an increasing number of customers and thereby increas¬ 
ing their trade profits and not by their nature and consti¬ 
tution. The Mutual Societies .by their very nature can¬ 
not make any profits, since they trade with no outsider 
and as in Co-operative Insurance Societies any excess 
charge made is returned to the members in the shape 
of reversionary bonuses. We may also be permitted to 
point out that this position is recognised under English 
and American law where mutual societies are exempt 
from taxation. 

May we also respectfully submit that the present tax¬ 
ation of Mutual Insurance Companies is an anomalous 
attempt? All the reasons that lead to the exemption of 
Co-operative Insurance Societies from tax also apply to 
Mutual Companies. We therefore urge that this ano¬ 
malous position may be rectified and that the Mutual 
Companies be exempted from taxation in the same way 
and to the same extent as the Co-operative Insurance 
Societies. 

SUPPLEMENTARY REPLY TO QUESTIONNAIRE OF 
TAXATION ENQUIRY COMMISSION. 

PART II.—DIRECT TAXES. 

Income-tax. 

Income. 

Question 82.~Do you think that any special prolu¬ 
sions are necessary for the assessment of — 

(a) Bank; and 

(b) Investment Companies ? 

Do existing rules relating to assessment of Insurance 
Companies, especially Mutual Insurance Associations, 
require any change ? if so, in what respect ? 

Answer (Supplement to that already submitted). 

We bring to your kind notice, the fact that in Canada 
after much litigation, the Supreme Court of the country 
has finally declared the practice of assessing Mutual Com¬ 
panies to income-tax as illegal on the ground that in a 
true Mutual Company there is no gain or profit. In this 
connection we wish to reproduce herebelow the news item 
that appeared in the “ Spectator ” of October, 1953. 

THE SPECTATOR—October 1953. 

Canada: Taxing Mutuals 

“ After much litigation, The Supreme Court of Canada 
has finally settled the question of taxation for income tax 
purposes of the reserve fund of a mutual company. 

When the Stanley Mutual Fire Insurance Company 
was assessed under the income tax act on the surplus 
arising after payment of losses and expenses, it appealed 
to the Income Tax Appeal Board, contending that, being 
a true mutual company, it did not have any Profit or gain. 
The Board upheld this contention and allowed the appeal. 

The Government then appealed this decision to the 
Exchequer Court. This Court allowed the Government s 
appeal, on the ground that as there was no complete 
identity between the contributing members and the parti¬ 
cipation in the surplus or reserve funds, such funds are 
profits of the company. 

The Company appealed this decision to the Supreme 
Court of Canada. This Court allowed the appeal of the 


company for the following reasons : 1. The business of 

the company is properly described as a Mutual insurer. 

2. Since it is the company that incurs the obligations to 
the members by issuing policies of insurance, of necessity 
the reserve fund must be its property as its whole purpose 
is that it may be resorted to in satisfaction of the com¬ 
pany’s liabilities. 3. The fund is accumulated as direct¬ 
ed by statute, not in pursuance of a profit-making enter¬ 
prise but in furtherance of a mutual insurance plan. 4. 

It is clear that on the windingup of the company, the 
surplus, if any, remaining after payment of the liabilities, 
would be returned to the members of the company.” 

The above is only one more proof or argument in 
favour of our contention that IVfutual Companies should 
be exempted from income-tax just as Co-operative Socie¬ 
ties. 

Copy of letter dated 12tli December, addressed to the 
Chairman, Taxation Enquiry Commission. 

“ Further to our last representation, dated 4th Septem¬ 
ber 1953 to you, we desire to place a few additional 
factual arguments before you in support of the case of 
Mutual Life Offices, that is, for exempting them from in¬ 
come tax on the same basis as Co-operative Insurance 
Societies. 

The Mutual Insurance Companies have no share¬ 
holders. They belong to policyholders only and their 
income is derived from its own members who are no 
other than the policyholders. Therefore Mutual Insur¬ 
ance Companies satisfy the principle of Mutual Co-opera¬ 
tion in toto. It therefore follows that the income derived 
from the excess contributions of the policyholders cannot 
be treated as profits. 

There is an attempt to confuse the above principle 
and idea by splitting up the single group of members of 
a Mutual Insurance Company into two viz., non-parti¬ 
cipating and participating policyholders. This way of 
approach to the subject is neither rational nor logical 
because among Co-operative Insurance Societies also both 
these groups of policyholders exist. But still they are 
exempt from income-tax simply on the principle of 
Mutuality and Co-operation. In other words, Co-opera¬ 
tive Insurance Societies are exempt from income-tax be¬ 
cause the Societies belong to their members. The parti¬ 
cipating policyholders have no proprietory interest in the 
Company as shareholders in a proprietory Company. 
This is the essential difference between a Shareholders’ 
Company and a Mutual Company. The income of the 
Societies is derived from its members and none else. 
So in Co-operative Insurance Societies no distinction has 
been made on the .basis of non-participating and parti¬ 
cipating policyholders. The guiding principle or the 
measuring rod is that the Society belongs to its members. 
The same principle is to be applied to Mutual Insurance 
Companies too. 

There are a number of legal decisions in the English 
Courts dealing with profits of Mutual Offices. These 
decisions hold that a Mutual Office do not make taxable 
profits. There is another case, namely. Inland Revenue 
v South West Lancashire Coal Owners Association Ltd., 
ill which it was held that although a Company could make 
a profit from trading with its members as customers, 
where, as in the JNew York Life case, money was simply 
collected from one set of people and handed back to them 
as their right in the character of the people who had paid 
it and not in the character of shareholders, there was no 
profit (the necessary condition being that the interest m 
the money did not go beyond the people who had subs¬ 
cribed it or the class of people who had subscribed it). 
It can be easily discerned that the whole of the profits 
of the life assurance business (including annuity business) 
of a Mutual Insurance Company should be regarded as 
reserved for policyholders and annuitants. Any non- 
profit business which forms part of the total life assur¬ 
ance business cannot be rendered chargeable to tax oe- 
cause the whole of such business is one unit for income- 
tax purposes. 

***** 

In connection with the several representations made 
by our Association, I have to state that a stage has now 
come where personal clarification and discussion between 
the members of the Taxation Enquiry Commission and 
the representatives of this Association of Mutual Life 
Offices in India is necessary. So will you kindly give us 
an appointment for an interview between our representa¬ 
tives and your members early? On hearing fiom you in 
the matter, we shall send our representative or reprent- 
atives to clarify the issue further. 
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UNITED PLANTERS’ ASSOCIATION OF SOUTHERN INDIA, COONOOR 


Replies to the Questionnaire of the Taxation Enquiry Commission. 


The Association agrees with the Commission’s recom¬ 
mendation that we should confine ourselves to questions 
that are of direct interest and importance to us and not 
the Questionnaire as a whgle. 

We are of the opinion that the plantation industry is 
overburdened with a variety of rates, taxes, cesses and 
Governmental levies, which have to be provided out of 
revenue, while at the same time any expansion of the 
industry or rehabilitation or provision of new amenities 
and services for employees has to be provided from the 
same source. For example, in the case of tea in the State 
of Madras, these taxes and cesses include: 

1. Taxes based on Income. 

(a) Central Government 

Income-tax on 40 per cent, of income 

4 as. in the Rupee. 

Super tax for companies 

2 as. 9 ps. to 4 as. 9 ps. per Rupee. 

Surcharge 

5 per cent, on income-tax. 

(b) Local 

Profession tax payable to Municipalities 

Rs. 125 per half year. 

Profession tax and property tax payable to 

Panchayats. At rates ranging 

between 1 to 10 per cent, of annual letting 
value. 

2. Taxes based on Crop. 

(a) Central Government 

Excise Duty . 3 as. per lb. on package leas 

and 1 anna per lb. on bulk 
teas. 

Or Export duty . 4 as. per lb. 

(b) Central Tea Board 

Cess . . . Rs. 2 per 100 lbs. 

(c) Indian Tea Licensing Committee 

Licensing fees . as. 15 per 1000 lbs. 

3. Taxes based on Purchases and Sales. 

(a) Government of Madras 

Sales Tax . 14 per cent, on turnover 

I. Taxes based on Acreage. 

(a) Government of Madras 

Land taxes . . Rs. 2-4-6 per acre. 

(b) Municipalities 

Land taxes . . at 8§ per cent, on the 

annual rental value of 
lands. 

5. Miscellaneous Taxes. 

(a) Local 

Machinery taxes, factory taxes, house taxes, and 
education cess paid to Panchayats at various rates. 

In the States of Travancore-Cochin and Coorg, Agri¬ 
cultural Income-tax is also levied on plantation crops. 

Except for income-tax, the above cesses and taxes 
have to be paid sometimes out of accumulated reserves 
or even by over-draft, even though the industry is 
making a loss. 

We are of the opinion that the present economic policy 
will cripple the country. New capital must be found to 
start new industries with a view to expanding the re¬ 
sources of the country thus providing more employment 
To encourage new capital and to encourage existing in¬ 
dustries to expand, it is essential that direct taxation 
should be reduced as much as possible. The planting 
industry is an example of an enterprise which has plough¬ 
ed back its profits in order to expand itself. The expan¬ 
sion is now impossible as a result of the unconscionably 
heavy burden of taxation the industry has been called 
upon to bear in spite of the fact that some units in the 
industry are running at a loss. People should be allowed 
to save so that they might invest in industry. If they 
are not allowed to save, there will be no incentive for 
enterprise or investment and avenues for employment 
will be reduced rather than expanded. 

To mention only one instance, a company owning 
26,000 acres of tea has been compelled to cancel its Spring 
manuring programme due to lack of funds. In the same 
company, a plot of 1,600 acres has become completely un¬ 
economic, as a result of the present low price of tea 


coupled with the high taxation. Many interests are un¬ 
able to carry out their annual programme of rehabilitat¬ 
ing 7 per cent, of their acreages with a view to increasing 
production. 

The tax burden in the case of the plantation industry 
must be considered together with the enormous burdens 
which are statutorily placed on the industry in respect 
of the supply of housing, medical services and other 
amenities, all of which are normally the responsibility of 
Government or local bodies to be financed from Govern¬ 
ment or local Government revenues, and to provide which 
the planting industry, in common with other industries, 
is already taxed. In this respect the planting industry is 
in a very different position from other industries in India. 
The industry suffers double taxation in that it not only 
contributes to the Government and local bodies towards 
the cost of medical services, etc., for the people in general, 
but is also compelled to provide these services at its own 
cost to its employees. As regards housing, the industry is 
taxed by the local authorities on the properties which 
it is compelled to provide and maintain rent free for 
its employees. 

It must be stressed that the profits made by the planta¬ 
tion industry in relation to the present true capital value 
are lower as compared with the corresponding profits on 
present true capital values of other industries, notwith¬ 
standing the risks inherent in a tropical agricultural 
industry like the plantation industry. 

The following are answers to specific Questions: — 

PART I.—THE TAX SYSTEM. 

Question 33. —According to a recent statement made 
in the House of the People, foreign capital invested in the 
plantation industry is leaving India, probably due to the 
very high taxation. This investment is being replaced 
by Indian capital, which would otherwise have been 
available for capital formation in other spheres. This 
appears to be a definite indication that foreign investors 
do not consider that the planting industry in India is a 
sound investment due to high taxation and the ever in¬ 
creasing production costs. Government must offer in¬ 
centives to foreign capital and not tax it out of existence. 

Question 34. —Instead of increasing receipts from 
existing sources, it is felt that Government should take 
steps to cut down the cost of collecting the existing taxes. 

PART II.—DIRECT TAXES. 

Question 53 and 54.— We think it would be most in¬ 
opportune at the present time to suggest any interference 
whatever in the existing division of responsibility for 
taxation as between the Centre and the States unless the 
States are given a greater share at the expense of the 
Centre particularly in view of the relative importance or 
non-importance of agriculture in the State economy of 
the various State Governments, and the influence which 
taxation must have on the problem of unemployment of 
agricultural workers in individual States. 

Question 55. —So far as we are concerned the present 
law is reasonably satisfactory except in the case of 
Coffee, which is a highly fluctuating crop and it is desir¬ 
able that in that case and in similar cases, the income 
should be the average over not less than 5 or 6 years. 

Question 61(i). —We agree that for new assets pur¬ 
chased, the existing allowances are adequate, but for new 
assets purchased for replacements, the excess cost of re¬ 
placement over original cost should be treated as revenue 
expenditure. 

Question 62. —For purposes of agricultural income- 
tax it is considered essential that wasting assets like tea 
bushes, coffee trees, rubber trees, must be entitled to de¬ 
preciation allowance to be set off against taxation. For 
this purpose, we suggest that the life cycle should be as 
follows: — 

Tea . . 40 years—24 % depreciation annually. 

Coffee . 40 years — 2 2 % depreciation annually. 

Rubber . 40 years—24 % depreciation annually. 

Question 66(a). —No. 

Question 74. —There should be no time limit for 
carry-forward ” of losses in the case of agricultural 
industries, since depreciation is already allowed to be 
carried forward without a time limit. 

Question 75. —It is quite unfair to assess or attempt 
to assess an agricultural industry on the basis of previous 
year’s profits, or to collect taxes in advance on the basis 
of previous year’s profits, which may be totally different 
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from the actual year’s profits due to climatic variations 
and agricultural hazards. 

Question 83.—Every encouragement should be given 
to companies to plough back its savings into the busi¬ 
ness. The plantation industry is an example of how 
an industry could be expanded by this process. Now it 
is frequently impossible as there are no savings. 

PART III.—COMMODITY TAXES (CENTRAL & 
STATE). 

Question 113.—Export duties should be levied only 
when unconscionable profits are made. There should -be 
a full enquiry to elucidate whether or not there is scope 
for export duties. Export duties on agricultural produce 
in the majority of countries are low and depend entirely 
on world supply and demand. Export duties are not 
part and parcel of the tax structure. Wherever export 
duties are levied, the first claim on the export duties 
should be expenditure for the promotion of long range 
development of the export trade, and an additional cess 
should not be levied for this purpose. The position should 
be reviewed annually by the Tariff Commission in the 
light of world market conditions. 


Question 124.—Yes. In view of the nation’s obvious 
revenue difficulties, it would appear most desirable that 
Government should reintroduce this very small indirect 

tax. 

Question 127.—While there should be uniform and 
preferably Central legislation on the subject of sales tax, 
the administration and collection of the tax should be left 
to the State Governments and should be State revenue. 

As an alternative, sales tax may be replaced by a 
single point consumers’ purchase tax, through Central 
legislation. 

Question 131—In reply to (ii), by Central legislation 
binding on all States. 

Question 134.—Lack of uniformity between the States 
as regards the rates of sales tax is an inducement to 
illegal transactions. Under present circumstances, it is 
sometimes necessary to take deposits from dealers cover¬ 
ing the possibility of as much as 3 separate contingent 
liabilities to pay sales tax, thereby locking up large sums 
of money which could otherwise be used for promoting 
business. 


Question 114.—The Tariff Commission should enquire 
and recommend measures to achieve greater flexibility in 
the rates of duties to accord with the changing conditions 
of export markets. 

Question 116.—In view of the specialised nature of 
import/ export trade, we do not consider it is satisfactory 
for the State to participate in it. 

Question 117.—The selection of commodities for pur¬ 
poses of levying excise duties should be considered only 
by the Tariff Commission, in relation to the existing trade 
supply and demand position. 

Question 118.—It is regretted that the representations 
to the Central Board of Revenue and the Central Tea 
Board have had no effect in altering the present situation 
whereby the Excise Department, in order to suit its own 
administrative convenience, levies excise duty at the 
cumulative rate of 7 annas a lb. on package teas, which 
are repacked in the hands of dealers and retailers. It 
has been made dear in negotiations with the Collector of 
Central Excise, Madras, that the only reason why this 
illegal rate is charged is that the Excise Department does 
not have sufficient officers to allow of proper supervision 
of repacking in smaller containers of tea which leaves the 
factory in packages holding less than 60 lbs. net. The tea 
industry is thus labouring under a special handicap at 
this time because it is holding very large stocks of pack¬ 
ing materials which were purchased before the recent 
changes in the rates of excise duties and cannot dispose 
of them as it is impossible for tea to be sold in the 
internal market while it has to carry on the burden of 
paying excise duty at the rate of 7 annas a lb. 

We also consider that the present excise duty of 3 
annas per lb. of coffee (i.e., Rs. 21 per cwt.) is very ex¬ 
cessive from the point of view of the consumer, as the 
incidence of this duty per cup is higher when compared 
with other beverages, which are similarly taxed. 

Question 121.—It is considered that the excise depart¬ 
ment’s approach to this question is quite wrong and that 
the levy and collection of excise duty should be re-arrang- 
ed, if not to facilitate trade, at least so as not to hamper 
it. It is suggested that serious consideration should be 
given to the possibility of evolving a very much simpli¬ 
fied system whereby producers would be assessed to 
excise duty on the basis of duly audited accounts, sub¬ 
ject to such conditions as Government may deem fit to 
impose. It seems unreasonable that the same accounts 
which are accepted for the purpose of income-tax and 
corporation tax should not also be accepted for the 
purpose of excise duty, without imposing the consider¬ 
able interference with the manufacturing processes and 
expense in collecting it which the present system in¬ 
volve. Practical experience of the working of the 
machinery of excise supervision over several years has 
shown that it has not prevented the loss of commodities 
by theft or misdemeanour, and a possible loss of a very 
small excise revenue is no justification for the present 
most expensive and obstructive provisions. It seems 
obvious that the cost of supervision and collection of 
duty far outweights the maximum possible loss of re¬ 
venue by theft or other means. It is also considered 
grossly unfair that the industry, which has to pay excise 
duty, should be called upon to pay a considerable pro¬ 
portion of the over-head expenses like free office accom¬ 
modation and uneconomic housing facilities of such 
supervision and collection in addition to paying taxation 
to provide for this essentially Government responsibility. 
We suggest that some independent authority should be 
invited to enquire into the possibilities of introducing 
a more simplified system and also to enquire into the 
necessity and justification for continuing this expensive 
system which is a burden both to the State and to the 
industry. 

Question 122.—Yes. 


PART IV.—AGRICULTURAL INCOME-TAX, LAND 
REVENUE AND IRRIGATION RATES. 

Question 140.—As long as India remains essentially 
an agricultural country, incentives must be given to agri¬ 
culture- otherwise, imports particularly of foodgrams will 
increase to the detriment of the country^ national 
economy and exports of commercial crops will decrease 
with similar adverse consequences. 

PART V.—OTHER TAXES (CENTRAL AND STATES). 

Question 168.—All vehicles which cause very consi¬ 
derable increase in expenditure on maintenance of roads 
should be taxed. We feel that bullock carts in particular 
should be called upon to pay tax unless they use rubber 
tyres, which would minimise the wear and tear. 

Question 169.—The entire revenue from motor vehicle 
taxation should be applied for road maintenance ana 
development. 

Question 176.—This suggested tax would retard pro¬ 
duction and would be a brake on further industrialisa¬ 
tion. 

PART VI.—LOCAL TAXATION. 

Question !85.~We consider that no local authority 
should be permitted to raise taxes in excess of the amount 
required for current estimated spendings. Plantation 
estates in rural areas should not be part of Panchayats, 
because of the fact that the estates themselves are com¬ 
pelled to provide all or most of the services for which the 
Panchayat is responsible. Such estates should come 
directly under the District Board. Wherever possible 
local taxation should be related to the service for which 
it is required, e.c)., there should be a separate water tax, 
lighting tax, conservancy tax, etc., the primary responsi¬ 
bility for which should fall upon the user and not the 
non-user. Panchayats should also be subjected to maxi¬ 
mum limits of taxation for various purposes. 

Question 190.—We consider that Panchayats should be 
entitled to levy cesses only for certain special purposes 
subject to approval by the District Board and that for 
rural administration the bulk of the revenue required 
should be raised by property taxes levied by the District 
Board, supplemented by grants from State revenues. 

Question 195.—(a) Yes. In many areas local autho¬ 
rities have compelled plantations to take out separate 
factory licences on payment of licence fees and submit 
factory building plans for approval even though a licence 
has been obtained on payment of licence fee from the 
State Government. 

(b) Yes. 

Question 199—In reply to (ii) (a) we agree, provided 
it covers all the taxes. 

Question 201 .—Assessment for purposes of property 
taxes should be on the uniform basis of annual value to 
a hypothetical tenant. 

Question 203.—There should be a scale of remission of 
property tax whenever a Panchayat fails to provide the 
amenities prescribed in the Panchayat Act and such 
amenities are provided by the owners themselves. When 
employers provide rent-free quarters for staff and labour 
such buildings should be wholly exempt from property 
tax since the owners themselves derive no income from 
the houses. 

Question 205—Nothing lower than the District Board 
or Municipality should levy property tax^ The extent of 
power should be as laid down by the Madras state 
Government. 

Question 220—No. We consider that the profession 
tax is invidious, oppressive and discriminatory. What- 
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ever it may be called so long as it is based on income it 
is an income-tax and as it is a compulsory payment it 
should at least toe allowed as a set off for purposes of 
income-tax or supertax. We consider that Rs. 250 is 
already excessive and should not be increased. 

Copy of Letter dated 26th June 1954 from the United 
Planter’s Association, to the Chiarman, Taxation 
Enquiry Commission. 

“ You will remember that in the course of the oral 
evidence tendered by the Association’s delegation on the 
29th April 1954, you asked our delegation to furnish in 
writing details of the following points made by them: 

(1) That the plantation industry should be allowed 
to retain after taxation a sufficient sum out of the profits 
earned to meet large commitments in respect to the imple¬ 
mentation of labour legislation and rehabilitation of 
estates. 

(2) That the existing ratio of 40:60 recognised by 
the Income-tax Department as representing the non-agri- 
cultural and agricultural portions, respectively, of the 
income of tea estates is purely arbitrary and is no longer 
fair or equitable, and that this ratio should be revised 
to 25:75. 

So far as item (1) is concerned, the Association would 
point out that the plantation industry has recently been 
called upon to meet the following additional expendi¬ 
ture : — 

(i) The Plantation Labour Act , 1951. —It is estimated 
that this new legislation which has been brought into 
force with effect from the 1st April 1954, will cost an 
estate of 270 acres, according to the Chairman of the 
Indian Tea Planters’ Association of Jalpaiguri, the follow¬ 
ing:— 

Capital Expenditure Recurring 
Expenditure 
Rs. Rs. 

Total Expenditure . 4,44,070 0 0 1,05,885 0 0 

Expenditure per acre 

under tea . . 1,644 11 3 392 2 8 

Expenditure per worker 1,480 3 3 352 15 3 

Expenditure per lb. of 

tea ... 2 12 4 0 10 7 

Although this expenditure will not be wholly incurred 
in the coming year, my Association estimates that our 
costs will increase by Rs. 100 per acre during the year. 

(ii) The Industrial Disputes ( Amendment ) Act 1953 .— 
Additional expenditure to the industry through imple¬ 
mentation of the provisions in respect to lay-off of labour 
will be approximately Rs. 30 to Rs. 50 per acre per 
annum. 

(iii) Special Plantation Industrial Tribunal, Coimba¬ 
tore.- —There is at present an Industrial Tribunal sitting 
to assess increased wage claims and while our members’ 
liability, if any, is unknown, further discussions for in¬ 
creasing the minimum wage in Madras have already 
taken place. An interim award has since been made 
which will increase production costs by Rs. 50 per acre 
per annum. 

As far as the necessity for rehabilitation of estates is 
concerned, the Association has pointed out in reply to 
Question No. 62 of your Questionnaire that the economic 
life-cycle of tea, coffee and rubber is limited to approxi¬ 
mately 40 years in each case. The Association maintains 
that tea, coffee and rubber should be considered as wast¬ 
ing assets in as much as they deteriorate after the above- 
said economic life cycle is completed, and there comes 
a time when the yield is quite uneconomic. At this 
stage even uprooting of the old plants and replacing them 
with new ones will sometimes be useless, and it will be 
necessary to plant up virgin areas. This we suggest is 


the equivalent of either opening a new coal mine, oi‘ 
accepting that plantations when they become uneconomic 
and have to be abandoned, are as fully entitled to be 
considered as wasting assets as the aforesaid mine. The 
tea bush is as exhausted as the coal mine and planters 
are as unable to rehabilitate a tea bush as coal miners 
are unable to extract coal from an exhausted mine. The 
Association considers that provision out of profits to pay 
for the cost of rehabilitation of estates has become an 
urgent necessity in view of the present age of a large 
area under plantation crops. 

As regards item (2), the Association would point out 
that the ratio of 40:60 fixed by the Income-tax Depart¬ 
ment as representing the non-agricultural and agricul¬ 
tural portions of the income of tea estates has always been 
an arbitrary one, and at the present time, is not related 
to fact. The proportion of expenditure attributable to 
cultivation in a tea estate is at the present time consider¬ 
ably more than what it was ten or twenty years ago. In 
particular, the expenditure on manuring and pest control 
has, since World War II, gone up by a hundred per cent, 
or more. In our view, at least three quarters of the total 
expenditure of a tea estate should be considered agricul¬ 
tural and we therefore strongly urge that the existing 
ratio of 40:60 should be altered to 25:75. Under no cir¬ 
cumstances should the rates of State Agricultural In¬ 
come-tax exceed Central Income-tax. 

The following example of tea manufacturing expenses 
as related to total expenditure for a group of 10,000 acres 
are deserving of note: — 

Year Tea Manufacture Total Cost 

(Excluding Depreciation) 





cents. 

cents. 

1947/48 



17-9 

9912 

1948/49 



21-63 

114-83 

1949/50 



24-32 

120-61 

1950/51 



21-33 

103-57 

1951/52 . 



22-51 

106-09 

1952/53 . 



22-90 

110-88 

Average 



21-74 

108-74 


To illustrate this point further, whereas expenditure 
on pest control before 1947 was practically nil, expendi¬ 
ture on pest control due to Blister Blight cost at least 
an additional Rs. 40 to Rs. 60 per acre per annum. As 
regards manuring, there has oeen a substantial increase 
in the cost of Sulphate of Ammonia since pre-war, and 
although heavy applications of manure increased the 
crops it also becomes necessary to manure uneconomic 
acreages both for bringing their crops to an economic 
level and to avoid exhaustion of the soil. 

We would draw your attention to the above quoted 
additional costs which the industry has to face in rela¬ 
tion to the Consolidated Statement 1 A ’ copy attached 
herewith, which was recently placed before the Planta¬ 
tion Industrial Tribunal in respect of 46 representative 
companies, and the Commission, we are sure, will appre¬ 
ciate the law of diminishing return as applied to taxation. 

The Commission enquired about the details of the 
approximate finance required for working capital in tea 
estates. The working requirements of a tea estate could 
be estimated as being the equivalent of the revenue ex¬ 
penditure incurred toy the estate on the previous year’s 
working. As an accurate estimate of the finance required, 
we consider Rs. 1,000 per acre per annum as essential to 
maintain a tea estate in a reasonable condition and this 
does not allow for depreciation, overheads or profit, but is 
merely revenue expenditure incurred on the estate. 

The Delegation would like to express to the Chairman 
and all the members of the Commission, their apprecia¬ 
tion of the consideration shown, and should further in¬ 
formation be required by the Commission, we shall do 
our best to provide the same.” 


STATEMENT ‘A’ 

Consolidated Statement of Ordinary Capital, Working Capital, Profits and Appropriations in rcspeco of 46 Companies for the 

Financing Years ending within the Years mentioned below. 


SI. No. 


1948 

1949 

1950 

1951 1952 

1953 

1 . 

N». of Companies included in Summary 

40 

46 

46 

46 46 

16 

0 

Ordinary Share Capital .... 

. 12,37,07,126 

12,48,07,126 

12,54,13,467 

12,74,13,036 13,00,29,488 

7,81,39,601 

3. 

Working Capital ..... 

. 4,79,79,291 

5,09,47,495 

5,76,57,677 

6,71,92,602 6,50,40,737 

3,97,37,936 

4. 

Ordinary Share Capital plus Working Capital 

. 17,16,86,417 

17,57,54,621 

18,30,71,144 

19,46,05,038 19,05,70,225 

11,78,77,537 

5. 

Net Profits before Taxation and Appropriation 

. 2,88,42,251 

2,64,76,205 

3,51,41,08,' 

4,40,73,046 3,78,38,213 

1,78,51,471 


Obligatory Appropriations : 






0 . 

Deduct Taxation 6r Taxation Reserve 

. 1,14,25,497 

1,26,08,420 

1,56,28,339 

1,67,01,808 1,46,10,400 

63,50,048 

7. 

Deduct preference Share Dividends 

10,59,904 

10,68,904 

10,64,401 

10,64,401 10,64,104 

1,41,167 

8. 

Deduct Reserve for Redemption of Debentures 

6,01,333 

6,86,333 

4,13,573 

5,84,033 1,97,133 

58,333 

9. 

Total Deductions ..... 

. 1,30,80,734 

1,43,63,657 

1,71,06,307 

1,83,00,245 1,58,71,937 

65,49,548 
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STATEMENT ‘A'—contd. 


SI. 

No. 

1948 

1949 

1950 

1951 

1952 

1953 

10. 

Net Profits after obligatory Appropriations 

1,57,55,517 

1,21,12,608 

1,80,34,778 

2,57,22,801 

2,19,60,276 

1,13,01,923 

11. 

Deduct Roscrve for difference between Deprecia¬ 
tion on Replacement values and Depreciation 
on Original Costs. 

45,29,867 

54,34,111 

00,98,833 

65,80,826 

77,07,483 

45,43,418 

12. 

Net Profits after obligatory Appropriations and 
Reserve for Replacement of buildings, machi¬ 
nery, etc. 

1.12,25,650 

66,78.497 

1,19,35,945 

1,91,41,975 

1,41,98,793 

67,58,505 
\ ’ 

13. 

Percentage, of (12) to (2) . 

91 

5-4 

9-5 

15-0 

10-9 

8-6 

14. 

Percentage of (12) to (-4) . 

6-5 

3-2 

6-5 

9-8 

7-3 

5-7 

15. 

Deduct Reserve for Improvements 

31,24,047 

37,47,663 

42,06,692 

45,38,501 

53,56,885 

31,33,392 

16. 

Balance of Profits after Reserve for Improvements 

81 Ml .603 

29,30,834 

77,29,253 

1,46,03,474 

88,41,908 

36,25,113 

17. 

Percentage of (10) to (2) . 

60 

2-3 

6-2 

11-5 

6-8 

4 6 

18. 

Percentage of (16) to (4) . 

4-7 

1-7 

4-2 

7-5 

4-5 

3-1 

19. 

Reserve for Rehabilitation (replacement) of 
planted area. 

51,88,860 

51,88,860 

51,88,860 

51,88,860 

51,88,860 


20. 

Net Profit per acre before reserving for Improve¬ 
ments and Rehabilitation. 

Rs. 81-0 

Rs. 48-2 

Rs. 86-2 

Rs. 138-2 

Rs. 102-5 


21. 

Percentage of 20 to average present market value 

2-0 

1-6 

2-8 

4-5 

3-3 



per acre. 



WEST BENGAL 

CALCUTTA STOCK EXCHANGE 

Reply to Questionnaire of Taxation Enquiry Commission. 

PART I—THE TAX SYSTEM. 


Question 1—Speaking of the objectives of a sound 
tax policy we have to observe that a tax policy must 
primarily aim at giving positive encouragement to capital 
formation. Achievement of such an objective would 
imply taking out of the pockets of the people as little by 
way of taxes as would permit them to accumulate savings 
for investment. But as taxes are also required to have 
fiscal adequacy, such a policy to be successful would first 
demand economic management of administration and 
elimination of all wasteful expenditure, so that the ulti¬ 
mate impact of taxation on the people would be as less 
onerous as possible. Whether the impact of taxation on 
the people is onerous or not is to be judged by the test 
of its relative effect upon the initiative, industry and 
thrift of the nation. For unless the community can con¬ 
tinue to save and invest for the purpose of enlargement 
and renovation of the existing apparatus of production 
(with its far-reaching effect upon employment and general 
well-being), bearing at the same time the burden of taxa¬ 
tion, there will be an inevitable end— economic stagna¬ 
tion and ultimate collapse of the Socio-economic system 
with consequences thereof for individual well-being not 
pleasant to contemplate. 

In this connection, the place of the respective objec¬ 
tives as named by the Commission, in a sound tax policy 
may be stated as follows: — 

(a) For reasons given below, the idea of having reduc¬ 
tion in inequalities of income and wealth as an objective 
of a sound tax policy is preposterously absurd. In our 
opinion in the existing situation as prevailing in this 
country inequalities of income and wealth if sought to be 
reduced by increase or shift of the burden of taxation on 
the higher or the middle income groups, it will result in 
disaster and ruin for Indian economy—for under such a 
process the economic system will be deprived of its very 
source of capital funds. We emphatically hold the view 
that it cannot be effected by transfer of purchasing power 
from the higher to the lower income groups or by redis¬ 
tribution of inheritances. It has to be borne in mind 
that income and wealth do not just fall from heaven. 
Income has to be earned, ayid wealth has to be produced. 
In other words, they depend upon individual initiative, 
enterprise, effort, technical knowledge and thrift. In 
truth, the secret of reducing inequalities of income and 
wealth lies in increasing the productivity of the people 
in the lower income groups. Only by so doing can there 
be an increase in the real income of the people in the 
lower groups. For instance enough has been done in 
the past to mulct the people in the higher and middle 
income groups (who represent only 0-24 per cent, of the 
population) to make them contribute no less than 40 per 
cent, by way of direct taxation to the total revenue of the 
Central Exchequer for ensuring conferment of numerous 
kinds of social and other benefits on the people in the 
lower income groups, and the industries too have been 
forced under statutory obligations to benefit the labour 
in numerous ways, but what has been the result of all 
these attempts ? Relevant statistics of big producing 
units in this country will show that exactly during the 
period the labour has been granted these amenities and 
monetary benefits, its productivity has steadily declined, 
—thereby breeding cost inflation in this country. Thus 
benefits to be of real value to the lower income groups 
must aim at increasing their real income by increasing 
their productivity. It cannot be ensured by mere grant 
of monetary benefits or by transfer of the purchasing 
power from one sector of the population to the other 
irrespective of their respective productive values. We 
would once again reiterate that if inequalities of income 
and wealth be sought to be reduced by taxation of the 
people in the upper and middle income groups, it will 
for the circumstances explained above, while failing to 
improve really the lot of the impoverished ones, on the 
contrary will impoverish the classes who had so long 
played the leading role in the industrial development of 
the country. 

(b) As stated at the outset “ encouragement of incen¬ 
tives to work, to save and to invest ” should be the pri¬ 
mary objective of a sound tax policy for a backward and 
under-developed country like India. This objective can 
be achieved only when the taxes are so contrived as to 
take out of the pockets of the investing section of the 
population as little as would permit them to save and 
continue the process of investment through which alone 
can our economic system progress. While taxes should 
be light enough to permit saving there should at the 


same time be given positive incentives for investment by 
way of tax reliefs and concessions. 

(c) Taxation can play a positive role in countering the 
forces of inflation or deflation only in special circums¬ 
tances. For instance, in a period of war when capital 
goods become scarce, taxation is an efficient instrument 
for mopping up the extra purchasing power that cannot, 
go into real investment. But in peace time investment 
is considered to be the most efficient instrument for 
mopping up the surplus puchasing power in the hands of 
the people, and if during such a time taxation comes to 
interfere with investment, the result will be greater infla¬ 
tion and economic frustration as at present. Referring to 
the present situation our then Finance Minister Dr. John 
Mathai said when he introduced the budget for 1950-51: 
“ I have for some time held the view that the present 
level of taxation in this country is uneconomic in the 
sense that the economy of the country cannot bear it. 
I know there is a considerable body of academic opinion 
in the country which holds a different view, but I am per¬ 
fectly clear in my mind that the effect of the present 
level of taxation is not disinflationary but positively in¬ 
flationary because, if you take the line that the solution 
to the problem of inflation is production, then a very 
high level of taxation which reduces the margin of saving 
and the amount available for investment is a potential 
inflationary force ”. In a situation like this, it is only 
stimulation of investment by tax reduction which can 
effectively thump down inflation. Speaking on this point 
in our previous Memorandum to the Commission we had 
observed: “A dynamic economic in which inflationary 
pressures are to be held to a minimum, requires a con¬ 
tinuous flow of sav ngs. Savings are the monetary 
counterpart of physical capital formation. Savings are 
encouraged if an incentive price is paid for thrift and if 
people have confidence in the stability of the monetary 
unit and in policies of the Government. Savings are 
discouraged if tax rates approach confiscatory levels and 
the Governments nay little heed to the ultimate economic 
effect of a high rate of taxation ”. Now that the Govern¬ 
ment of India have committed themselves to a policy of 
disinflation since the 15th of November 1951, it should 
now be the aim of a sound tax policy to accentuate the 
process by lightening of the burden of taxation on the 
industries, so that costs may be reduced. 

(d) Maintenance of the external balance of economy 
depends upon exports equating imports or exceeding the 
same. Any disequilibrium in balance of payments arising 
out of excess of imports both visible and invisible over 
exports visible and invisible reo.uires to be set aright by 
employment of a part of the savings available for the 
financing of domestic capital investment for the purpose, 
thereby denuding the home industries of their needed 
resources. Stimulation of the volume of exports should, 
therefore, occupy a large place in a sound tax policy. 
The inordinately high export duties erstwhile imposed on 
jute goods and the surcharge on coal exports have ruined 
us in our overseas markets, thereby—greatly affecting our 
balance of payment? position. In the framing of a suit¬ 
able tax policy for export stimulation, competitive posi¬ 
tion of rival foreign sources of supply should always be 
taken into consideration. 

In our opinion the Indian Tax system should be 
modified as follows 

(i) In respect of objective marked (a) by reversal of 

the present infructuous policy in regard to 
reduction of the inequalities of income by tax¬ 
ation of people in the upper and middle income 
groups; 

(ii) In respect of objective marked (b) by reduction 

of present burden of taxation on the upper and 
middle iucome groups so that they may be 
properly induced to work, save and to invest ; 

(iii) In respect of objective marked (c) by reduction 

of the present burden of taxation on industries, 
which h: s bred cost inflation ; and 

(iv) in respect of objective marked (d) by reduc¬ 

tion of the export duties on India’s staple 
commodities and principal manufactured 
goods, si that there might be a large balance 
of payments in our favour to enable us to 
purchase capital goods from abroad for aug¬ 
menting the national apparatus of production. 

Question 2.—The Indian tax system lacks equity be¬ 
cause of its lopsided character in imposing the major 
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burden of taxation on the shoulders of a narrow section 
of the population. In our preliminary Memorandum to 
the Commission we had pointed out that whereas 17 per 
cent, of the population contribute no less than 85 per cent, 
of the total revenue, on the other hand, 83 per cent, of 
the population contribute only 15 per cent, of the total 
revenue. The chief criteria for determining the equity 
of a tax system should be “ ability ” and “ benefit ”, that 
is to say, while some taxes should be levied according to 
“ the ability to pay ”, others should be according to “ the 
benefit received”. From this point of view equity in 
Indian Tax system can “possibly” be secured only by 
spreading the incidence of taxation over a wider sector of 
the population. This can be achieved to a great degree 
by reverting to the pre-war ratio between direct and 
indirect taxation. The relevant figures are cited below: 



1938-39 

1951-52 


% 

% 

Direct Taxes 

23-3 

40-0 

Indirect Taxes . 

76-7 

600 

Total Taxes 

100-0 

1000 


(See also answer to Question No. 3.) 


of the agriculturists has not been fully used by the Indian 
Tax system. 

Question 5.—It will be inappropriate to compare the 
proportion of tax revenue to national income of an under¬ 
developed country like India with that of highly develop¬ 
ed countries of the West like the U.K. or U.S.A. In 
truth this percentage is not small when we compare it 
with that of an underdeveloped country like Poland, 
where the relevant percentage is 13-3. Again in India 
the per capita income of the people is insignificantly low 
as compared with the per capita income of the people 
in the countries of the West. Then for the institution of 
such a comparison it will be grievously wrong to look at 
it from the point of view of the overall impact of the tax 
burden on the community as a whole. In our opinion for 
such a compatison it is the burden of taxation on the 
individual which is to be taken as a basis and not ot its 
impact on the community or the nation as a whole. 
From this point of view the burden of taxation in India 
is not the least below the standards of the West,—though 
India is a far less developed country. This will be 
evident from the following figures relating to the per¬ 
centage of income taken away as income-tax at the higher 
levels of income in some of the countries of the world 
(as previously also given in our preliminary Memorandum 
on the subiectl: 


Question 3—That the Indian Tax system does not 
adequately conform to the principle of ability to pay is 
proved: _ 

First by the pre-war reversal of ratio between direct 
and indirect taxes. While payers of direct taxes who 
were mainly responsible for aiding capital formation and 
rearing up of innumerable charitable and socially bene¬ 
ficial institutions like schools, colleges, hospitals and 
dharamshalas have been mulcted more and more beyond 
their ability to pay, the payers of indirect taxes on the 
other hand, who have not been known to have ever-con¬ 
tributed any thing directly to the augmentation of 
national wealth have more and more been exempted even 
from their pre-war ability to pay. The ever increasing 
burden of direct taxation on upper and middle income 
groups has led to the drying up of savings for investment 
with its consequential repercussions on capital formation 
and employment situation in the country. ^ readju - 
ment of the mutual position of the direct and indirect 
tax-payers to their pre-war state is desirable at the 
moment to afford necessary incentives for investment. 
And it is being everywhere felt that all who would share 
in the benefits conferred by Governmental activities 
should contribute according to their means as far as in¬ 
direct taxes are concerned. 

Secondly, the non-conformity of the Indian tax system 
to the principle of ability to pay is also proved by the 
fact that the Indian agriculturist (as distinguished from 
agricultural labour) despite the tremendous rise in his 
income in recent years has been left more or less immune 
from any great burden of taxation vis-a-vis his brother 
in the industrial sector, who despite a fall m industrial 
income in recent years has been more and more subjected 
to a heavy and onerous burden of taxation. The relative 
position of income (and therefore of the ability to. pay) 
of the industrialists and the agriculturist may be vividly 
brought out here by citation of the index number of 
wholesale prices of agricultural and industrial commo¬ 
dities in this country: 


August 1939 
100 
100 
100 


June 1953 
481 
370 
496 


Income 

India 

U. K. 

U. S. A. 

Japan 

Rs. 

o/ 

/o 

Of 

/o 

% 

% 

1,00,000 

50-1 

58-2 

31-6 

55*0 

2,00,000 

65-2 

74-1 

47-1 

55-0 

3,00,000 

71-1 

81-9 

56-2 

55-0 

5,00,000 

75-3 

88-1 

66-9 

55-0 

10,00,000 

78-5 

92-8* 

78-2 

55-0 


Industrial Raw materials . 

Industrial Manufactures - 
Agricultural Commodities 
It will thus be seen that of all sectors of the com¬ 
munity it is the agriculturists who are now enjoying the 
benefit of highest rise in prices. Vis-a-ms that the prices 
of industrial manufactures rule too low,—with its impact 
upon cost of production and marginal revenue of the 
manufacturing concerns. 

Question 4.—In our view the taxable capacity of the 
agricultural and working classes has not been adequately 
used by the Indian Tax system. It has, on the contrary, 
“ exploited ” to the maximum possible extent the taxable 
capacity of mainly three sections of the community : (1) 
the employed and salaried groups, (2) the self-employed 
persons and professional classes, and (3) the industrialists 
and businessmen. In the past these classes were the 
main builders of capital m the country Whereas the 
working classes, who have never played any directly 
active role in the investment history of the country and 
whose ability to pay has certainly gone up m recent years 
due to their being the recipients of numerous benefits, 
have been more and more relieved of tax burdens as the 
regressive trend in indirect taxation would show. . The 
same is also the case with agriculturists (as distinguished 
from agricultural labourers) who contribute only one per 
cent to the State Exchequer by way of agricultural in¬ 
come-tax (as against 40 per cent, by non-agriculturists) 
although as compared with others their income has seen 
the largest rise since 1939. In truth, the taxable capacity 

1 tec/55 


* In U.K. this percentage is considerably reduced by 
grant of numerous reliefs and concessions, and by refund 
to the shareholders of the whole of the tax paid by a 
company on dividends, whereas in India the super-tax is 
not so refundable. 

We think that at the present level of national income 
the proportion of income paid by way of income-tax is 
too high for India, and needs to be substantially reduced, 
rather than raised. 

Question 6.—In dealing with Question No. 2 we have 
already stated it that the relative place of direct and in¬ 
direct taxes in the Indian tax system is not satisfactory. 
The whole position needs to foe changed by reversal of 
the respective trends of direct and indirect taxes to their 
pre-war level. It is worthwhile noting in this connection 
that in the countries of the West the recent trend in tax 
policy is towards reducing the burden of direct taxes 
and increasing that of indirect ones. Thus in the U. K. 
direct*taxes formed 63 per cent, of the total tax revenue 
in 1Q24-25 59 per cent, in 1928-29, 56 per cent, m 1938-39 
and 54 4 per cent in ?948-49. On the other hand indirect 
taxes which formed 23 per cent, in 1924-25, were increased 
to constitute 41 per cent, of the total tax revenue in 19 
29 44 per cent, in 1938-39 and 46 per cent, in 1948-49 
Indeed it is being felt everywhere that all who would 
derive benefit from the services rendered by the Govern¬ 
ment, should contribute according to their 
as far as indirect taxes are concerned, would be reflected 
L their total consumption of taxed goods Further m 
view of the fact that high direct taxation has in recent 
vears retarded the growth of savings for capital forma 
tion thereby checking economic progress, it should be 
substantially reduced, so that savings may once again 
accumulate for investment. 

Question 7.—The present trend of Government of 
India’s income from non-tax revenues does not enthuse 
us to believe that these “ are likely in future to occupy 
a more important place than hitherto in the public 
revenues of India The following table brings out this 
trend clearly: — 

Total Revenue Non-Tax % of Non-Tax 
Revenue Revenue 

(In Grores of Rupees) 


Year 


1938-39 

1948- 49 

1949- 50 

1950- 51 

1951- 52 

1952- 53 

1953- 54 


84-47 

371-70 

350-39 

410-66 

515-36 

418-64 

437-76 


10-57 

51-76 

38-85 

53-66 

55-37 

46-35 

40-32 


12- 4 

13- 9 
11-1 
10-3 

10- 7 

11 - 0 
9-4 


t+ will he seen from the figures given in the table above 
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the Railways, Posts and Telegraphs. This will be obvious 
particularly from the net contribution to General Revenue 
of Posts and Telegraphs Dept. 

(In Crores of Rupees.) 

1950- 51 3-98 

1951- 52 . 3 43 

1952- 53 1-40 

1953- 54 0-40 

Nevertheless we do not entirely deny the scope of revenue 
from non-tax sources like the railways increasing, if the 
corrupt practices and wasteful expenditures of the depart¬ 
ment are checked. Reduction of railway freights and 
postal rates and reintroduction of concessional tickets for 
wider travelling may also help Government in raising 
larger revenue from these sources. 

If, however, the Commission has in mind in this con¬ 
text the revenues from Development Projects and other 
nationalised industries, we have to observe that judged 
by their failures in the past and bearing in mind their 
top-heavy expenditure, the lack of required technical and 
business experience on the part of those responsible for 

f ieir management, and losses sustained by some of the 
tate-owned enterprises like the State Transports, we 
cannot hold very high hopes about their capacity to con¬ 
tribute anything worthwhile non-tax revenue directly to 
the public exchequer. Indirectly, however, the Plan when 
executed may help the railways carry additional goods 
to be brought into being and thus aid in increasing the 
revenue from non-tax sources. Again, if enough incen¬ 
tives are given by way of tax reliefs and concessions, etc., 
to private investors to implement that part of the Plan 
which has been entrusted to the private sector for execu¬ 
tion, then the increased traffic accruing therefrom would 
also help Government in having increased revenue from 
non-tax sources like railways, posts and telegraphs, etc. 

Question 8. —While agreeing with the general prin¬ 
ciple of it that receipts from particular taxes should not, 
as a rule, be funded or earmarked for specific purposes, 
yet we consider it advisable that excises and cesses or 
similar other imposts levied for special purposes should 
be earmarked and utilised for specific purposes. In this 
connection we need point out that there is a general com¬ 
plaint from the private sector in this country that the 
cesses realised from the sugar industry have not been 
fully utilised for the conduct of research on sugar and 
sugarcane. Apart from the utilisation of the cesses for 
purpose like this, we are also of the opinion that a part 
of the proceeds from excise duties should also be ear¬ 
marked for expenditure on research and development 
schemes aimed at improving the quality and marketibi- 
lity particularly of those commodities which on account 
of their high prices meet with consumer resistance both 
at home and abroad. Any such pruning of costs will 
stimulate consumption and thereby bring in larger 
revenue to the Government from excise duties. We do 
also claim that occasional windfall from emergency sur¬ 
charges like those erstwhile imposed on the export of 
jute goods and coal should likewise be separately ear¬ 
marked for subsidising exports. But when granting such 
subsidies on export of raw materials, it should be seen 
that such subsidies may not help India’s competitors 
abroad to reduce their cost of production to the detriment 
of our own industries. Otherwise, all receipts from taxes 
should go to the Consolidated Fund. 

Question 9. —Yes, only under certain circumstances it 
may be considered desirable to levy cesses for special 
purposes, provided, of course, that the industries concern¬ 
ed can bear it. The levies we have in view in this con¬ 
text are the cesses for the conduct of research and in¬ 
vestigations within the industry with a view to improving 
the quality or standard of goods manufactured thus re¬ 
ducing the cost of production. In this connection it 
should be added that a cess like that imposed on the 
cotton textile industry since December last is repugnant 
on the ground that while it penalises and impoverishes 
the industry taxed, it helps and enriches, on the other 
hand, its rival. 

Question 10. —See our answers to Question No. 7. For 
the reasons given, we do not desire their extensions any 
further. They have so far been failures as stated therein. 

Question 11. —We think that from the point of view 
of equity any surplus earned by State undertakings 
should accrue to general revenues (as is the case with 
railways, posts and telegraphs etc. at present), so that the 
benefit may be applied towards affording proper relief 
to the group of tax-payers in the upper and middle 
income groups who are now being exploited most to bear 
the burden of the development expenditures. 

Incidence of Taxation : 

Question 12. —In examining the incidence of taxation 
on various classes of people, we think, the basis of differ¬ 
entiation should be (a) income and (b) occupation. The 
propensity of the class to save and invest should also be 
a basis in this connection. Where the economic contri¬ 
bution of the section to the productive system of the 


country is considered to be of value to the community, a 
lower proportion of tax requires to be levied. 

Question 13. —We do not think that the burden of the 
present tax system is fairly distributed among (a) 
various classes of people, and also (b) among different 
States. At present the urban population who form less 
than one-fifth of the total population bear more than four- 
fifth of the total burden of taxation, while the rural popu¬ 
lation who number more than four-fifths bear less than 
one-fifth of the total tax burden. In regard to income- 
tax too the present tax-burden is not fairly distributed 
between agricultural and industrial classes. Then again 
in the case of the proportionate distribution of the pro¬ 
ceeds from income-tax amongst the States, West Bengal’s 
share, we consider, is inequitously low. 

Question 14. —No. As the table cited in answer to 
Question No. 3 will show the shifts in the distribution of 
income in the community in recent years have mainly 
gone in favour of the agricultural and working classes. 
Yet as the diminishing incidence of indirect taxation 
(vide answers to Question No. 2) in recent years would 
show these classes have steadily been spared even the 
pre-existing burden of taxation, not to speak of being 
made to bear any additional incidence of taxation in pro¬ 
portion to the recent shifty in their income. It has already 
been dwelt on in answer to Question No. 4 that whereas 
the income of the agricultural class has seep the largest 
rise in recent years, yet they contribute only 1 per cent, 
to State revenues, and although the industries are in a 
bad plight, and their profits are on the downward trend 
yet they are made to contribute no less than 40 per cent, 
by way of income-tax to the public exchequer. In truth, 
the relative incidence of taxation in recent years has 
been in inverse ratio to their recent shifts in income that 
have taken place. 

Question 15. —Yes, we think that the cost of com¬ 
pliance with tax regulations adds materially to the burden 
of taxation. It is particularly so with regard to income- 
taxes. The complicated methods of computation of 
assessable profits involve much extra work and expense 
for the assessee. The complexity arises from statutory 
provisions relating to such items as restricted profits, 
excess dividends, depreciation allowances and so forth. 
In truth enormous time and money are spent by assessees 
in calculating depreciation based on the month when the 
building is completed or the machinery is installed. 
While these calculations involve great expense for both 
the assessees and the taxing authority, they do not benefit 
the exchequer proportionately. The exchequer would 
not indeed suffer any great loss of revenue, if the previous 
method of calculating depreciation on the additions for 
any particular year for the whole of the year be restored. 
Then again arbitrary assessments and harassing tactics 
of the Tax Departments arising out of the complexities of 
the law and the wide latitude given to the officers con¬ 
cerned in regard to the interpretation and application of 
statutory provisions, needing on the part of the assessees 
the aid of consulting specialists and experts, frequently 
involve considerable loss of time and money. It is parti¬ 
cularly so, when the I.T.O.’s reopening assessment under 
Section 34(a) of the Act. Then again the multipoint sales 
tax system as adopted by certain States and the claims 
of certain States that they can claim sales Tax from non¬ 
resident dealers who send goods into those States for 
consumption there has now involved on the part of the 
dealers not only to keep elaborate sets of accounts accord¬ 
ing to the destinations of the goods sold, but also to 
maintain establishments in each and every State to look 
after their assessment affairs. That the cost of all this 
materially adds to the burden of taxation is palpable 
enough. 

Question 16. —The activities of a government and the 
utility of its services must be judged by results. Unfor¬ 
tunately there are no concrete tests and standards for 
measuring the economic results of public expenditures. 
So far, however, as the structure of taxation in this 
country is concerned, it is found that benefits from public 
expenditure do not accrue to the class which bear the 
main brunt of the burden of taxation. Thus between 
1938-39 and 1951-52 while public expenditure has gone up 
by 376 per cent., the burden of taxation on the middle 
income groups as represented by direct taxes has gone 
up by 929 per cenl. Yet during this period the middle 
classes have derived no benefit from public expenditure. 
The middle classes on the other hand, have during this 
period been unceasingly penalised with various kinds of 
confiscatory levies, with the sad repercussions thereof on 
the country’s economic progress, as is unmistakably 
proved by the stagnant condition of the investment 
market. 

Question 17. —Yes, the tax burden is particularly 
heavy on such industries as the Jute Mills and Cotton 
textiles, which at the moment badly stand in need of 
rationalisation. The income-taxes have in recent years 
taken away the biggest slices out of their profits, a part 
of which if they were allowed to retain could have profit¬ 
ably been utilised in modernising their plants. In ttie 
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Jute Mill Industry, for instance, between 1940 and 1952, 
only 8 mills paid no less than Rs. 12,00,28,793 by way 
of income-taxes. In the past the jute mill industry ex¬ 
panded mainly by reinvestment of past profits as kept 
in Reserves. But these Reserves are now being fast 
depleted due to depression in the industry. Thus 
since the partition of the country no less than 
Rs. 4,29,13,177 has been withdrawn from the Reserves 
by the Jute Mills to write down working losses. Apart 
from income-taxes, other imposts on the Indian Industries 
also work heavily. In the Cotton Mill Industry, for 
instance, such imposts work out to 20 per cent, of the 
total cost of production. So is also the case perhaps with 
sugar. This has bred cost inflation with increasing con¬ 
sumer resistance to current prices. In some cases the 
imposts have also ruined our overseas markets. The 
recent enhancement of export duties on jute goods and 
the surcharge on coal exports have put the Indian indus¬ 
tries in a bad plight so far as their overseas markets are 
concerned. 

Taxation and Economic Development. 

Question 18.—On principle we do think that resort 
should be taken to borrowing and not to taxation to 
finance the Development projects. We think the burden 
of taxation has gone up so much in recent years to meet 
the cost of ever-expanding administrative expenditure 
that there is now no further scope for the raising of any 
further revenue by taxation to meet the cost of develop¬ 
ment programme of the country. We are compelled to 
observe in this connection that the Planning Commission 
made the mistake of not fully taking into account the 
limitation of the existing and potential tax sources of the 
country. Instead of tailoring the garment according to 
the fabric, they took too much for granted as far as the 
capacity of the people to shoulder the financial burden 
of the Plan. For instance, they assumed not only that the 
existing revenue from taxation would be maintained and 
that an additional tax revenue would be forthcoming, 
but that the private sector would also draw its sustenance 
from the same pool of resources which supplies the tax 
revenue for the financing of that part of the plan which 
has been assigned to it for implementation. Subsequent 
events have proved that they were entirely wrong in 
their assumption. We are of the opinion that the pro¬ 
gramme for a particular period should be sized down to 
the limit of the financial resources available during the 
period. As stated at the outset, for the financing of the 
Plan, greater reliance has to be laid on borrowing. But 
as the internal resources of the domestic market are now 
limited as to their volume, fullest exploitation of the 
domestic capital market for the purpose of financing the 
Plan will simply lead to a state of denudation and ex¬ 
haustion in which it will be difficult for the private sector 
to draw its sustenance either for the extension of exist¬ 
ing apparatus of production or for the creation of new 
industries to create fresh scope for employment in the 
country, or for the matter of that to play the role that 
has been assigned to it in the Five Year Plan. In their 
report dated the 4th July 1953 the Planning Commission 
stated that they are disturbed to discover “ the inability 
of the private sector to maintain the rate of investment 
according to their plan and programme ”. They further 
stated: “ It appears that the growth of fresh employment 
opportunities, especially in the private sector, has not 
kept pace with the numbers seeking work In view of 
all this it is considered advisable (i) to leave the domestic 
capital market principally to private enterprise for draw¬ 
ing its sustenance therefrom, and (ii) to finance the plan 
mainly with the help of money borrowed from the World 
Bank which has been set up with the avowed object of 
providing finance for the development projects of the 
under-developed countries. 


sional classes, the businessmen and industrialists, and 
self-employed persons. Only a tax policy so devised will 
ensure a steady flow of resources for the implementation 
of the development programme of the country in both the 
sectors. 

Question 21.—As stated in our answer to Question 18, 
taxation should not be assigned a direct role in finding 
the additional resources required for the development 
programme of the country. The formulation of a realis¬ 
tic tax policy can, however, stimulate the growth and 
accumulation of resources required for the purposes 
named. A tax policy realistically formulated can play a 
large role in stimulating capital formation in both private 
and public sectors, if it affords positive incentives for 
saving and investment. A realistic tax-policy on this 
score should help to create a situation in which (a) the 
willingness of an individual to put forward his maximum 
effort towards thrift and risk-taking will be accelerated, 

(b) the industries will be enabled to set aside out of 
profits reasonable sums to ensure working capital and 
to replace capital equipment, and (c) private individuals 
will be stimulated to provide Government and industry 
with fresh capital as and when required. _ Some of the 
lines on which appropriate reliefs can be given to stimu¬ 
late capital formation in this country are as follows: — 

(a) The super-tax on Company profits should be 

put back to its previous level of 1 anna in the 
rupee, and that small companies with incomes 
below Rs. 25,000 should be exempted from 
super-tax. 

(b) The relief under Section 56A of the Income Tax 

Act should be extended to all companies and 
to “ individual ” members of companies as well. 

(c) In our view Sec. 23A is unsuited to the conditions 
of Indian economy today. The other countries 
which adopted that legislation did so at a time 
when they were industrially advanced and on 
account of there being no supertax on com¬ 
panies, some companies adopted the expedient 
of keeping the profits undistributed. In conse¬ 
quence, neither the company nor the" share¬ 
holders paid any super-tax. Here in India, on 
the other hand, companies are supertaxed. 
There is, besides, the genuine hardship in res¬ 
pect of such companies as have utilised their 
entire profits of the year in expansion of plant 
or replacement thereof or otherwise. Applica¬ 
tion of Sec. 23A to such Companies cannot but 
act as a curb to expansion and production. 
Even In England, in its advanced state of 
industrial economy, particular considerations 
touching companies individually are taken into 
account by the Revenue Authorities. The 
Indian legislation, on the other hand, is rigid. 

(d) The maximum rate of taxation on personal in¬ 
comes should not exceed 66§ per cent, in all 
and the average rate of taxation should be 
applied to incomes of over Rs. 5 lakhs. In 
the case of incomes below Rs. I lakh, the 
maximum rate should not exceed 25 per cei\t. 
in all. 

(e) In respect of assessment of personal incomes 
proper reliefs on the same lines as are in vogue 
in the countries of the West should be given. 
Such reliefs should include (i) house-keepers 
allowance, (ii) children’s allowance, (iii) depen¬ 
dents’ allowances, etc. Further a married 
man’s income is split into two in the U.S.A., 
one half being regarded as the wife’s income. 
Such splitting up of incomes of married men 
as also of joint families needs to be also 
Introduced in this country. 


Question 19.—For maximisation of the resources re¬ 
quired for the financing of development, the primary 
importance in our view should be given to—(a) economy 
and rationalisation in public expenditure in this country, 
(b) Some degree of importance can also be attached to 
resources obtained by prevention of tax avoidance and 
tax evasion, but for this the taxes have to be made less 
onerous and devoid of the whimsical pranks of the Tax 
Departments, (c) There is no scope for increasing the 
burden of existing direct taxes on the middle classes of 
population, (d) Fresh taxes may be raised by reimposition 
of the duty on salt, and also on liquors in those States 
where a policy of prohibition has recently been launched, 
(e) As observed in answer to Question No. 6 non-tax 
revenues can be developed only by elimination of corrup¬ 
tion and by reduction of the rail freights and postal rates. 

Question 20—For if both the public and the private 
sectors have to draw resources for the purpose from the 
domestic capital market, then the tax policy _ of the 
country should be so framed as to encourage saving and 
investment in the country. This would imply the giving 
of proper tax reliefs and concessions to corporate insti¬ 
tutions as also to those classes of people who have so far 
been responsible for the growth of investments in this 
country and among whom rank the salaried and profes- 


Question 22.—In view of the fact that we have now 
ommitted ourselves to a policy of development and that 
i distinct role has been assigned in it to private enter- 
>rise, it would be wrong on our part to compare the pre- 
;ent situation with that in the pre-war period All evi- 
lence point to it that the rate of private capital formation 
las considerably come down since 1948. Due to the 
lifficulty of obtaining capital equipments from abroad 
luring the period of the war, there was no growth of 
■eal capital during the period. In the years immediately 
'ollowing the termination of the war there was, of course, 
;ome degree of capital formation in this country due to 
the coming into being of some new industries. But this 
arocess virtually came to an end after 1948. This has 
oeen due to two factors: (1) dearth of venture capital, 
and (2) high taxation on the incentive to invest, ihe 
first factor is due to the impact of inflation and high 
rates of taxation on the middle classes which alone used 
to make substantial contribution to the total capital 
funds of the country in the pre-war period. The second 
is due to the impact of high taxation on corporate profits. 
It is postulated that if a large slice of profits be .taken 
away by way of taxation, thus depriving the companies 
of their store of resources for weathering the inclemencies 
of adverse times, then the rate of business mortality will 
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be very high when there comes about an adverse turn in 
the business cycle, thereby putting to grief the group 
who would sink venture capital in them. It is this pros¬ 
pective failure of business concerns arising out of their 
being deprived of the resources to weather adverse times 
in future, which is deterring investors from risking fresh 
capital in industries. The constant shifts in economic 
policy, burdensome labour legislations and quixotic 
measures like Capital Gains Tax, Dividend Limitation, 
etc. have also been potent factors in this direction. 

The lower rate of capital formation in recent years 
has also been noticed toy the Planning Commission who in 
their report dated the 4th July 1953 made the observation 
that they were disturbed to discover “ the inability of 
the private sector to maintain the rate of investment 
according to their plan and programme Then apart 
from this process of slowing down of new capital for¬ 
mation in recent years, there has not also been adequate 
replenishment of old capital due to the inadequacy of 
depreciation allowances under the Indian Tax System. 
Whereas the cost of capital goods has gone up by 200 to 
300 per cent., provision for the wearing and tearing of 
existing capital is being allowed on the basis of the cost 
value of assets and not on their present value. 

We believe that in investigating the phenomena cover¬ 
ed by their Question No. 22(i) it will not be correct on 
the part of the Taxation Enquiry Commission to assess 
the current situation in the perspective of pre-war 
standards. The large increase in population, the ques¬ 
tion of providing employment for them, and the aim of 
the Planning Commission to raise the general standard 
of living of the people, all imply a rate of capital forma¬ 
tion much in excess of what it was in the pre-war period. 

(ii) Yes. there has been a shift in recent years in the 
sources of capital formation in the private sector as 
between individuals, corporations and other institutions. 
In recent years the contribution of individuals to capital 
formation in the private sector has greatly come down 
due to the operation of the factors noted in this context 
above. As a result Corporations are unable to raise new 
venture capital. For a time they met their capital re¬ 
quirements by means of mortgage loans. And still later 
by capitalisation of reserves. But the reserves are also 
fast being depleted on account of these being applied 
towards the wiping out of losses. Thus in the Jute Mill 
Industry no less than Rs. 4-29 crores have been withdrawn 
from the reserves to write down losses during the past 
few years. Among institutional investors it is only the 
insurance companies who are now found to be enlarging 
their holdings of corporate securities, but in this case too 
the equity capital figures insignificant. 

Question 23.—We believe that tax-relief in respect of 
persons in the upper and middle income groups would 
assist the growth of savings. The present incapacity of 
persons in the middle-income group to save anything out 
of their income is mainly due to their efforts to maintain 
their pre-existing standard of consumption more or less 
in tact under the current impact of inflation and high 
taxation. As such any relief that is afforded to this class 
would assist the growth of savings rather than stimulate 
any propensity to consume. 

Question 24.—The Planning Commission have made 
it clear that the main objective of the planned effort at 
increasing the national wealth of the country is to raise 
the standard of living of the people. This obviously im¬ 
plies larger consumption. By far the largest investment 
under the Five Year Plan has been visualised in the field 
of basic industries, and power production, Agriculture 
and Food production. The bulk of the output will be 
capital goods, and as such they will naturally flow into 
investment. So far, however, as consumer goods are 
concerned, in the field of agriculture the main objective 
of the planners is first to raise the output of raw mate¬ 
rials so that the existing gaps may be bridged, and 
secondly to increase food production so that the people 
may have adequate food from the nutritional point of 
view. As for food production the targets as fixed by the 
planners fall far too short of the food that will toe re¬ 
quired by the existing population as also by the popula¬ 
tion that will come into being during the period of the 
execution of the plan. As regards raw materials, any 
surplus quantity remaining after meeting the needs of 
the domestic industries may be exported abroad, and the 
proceeds therefrom may be utilised for the import of 
capital goods from abroad, thereby helping in the process 
of capital formation in the country. Without commenting 
on the percentage of additional output that may go into 
investment under the circumstances described above, a 
measure that we think may be necessary in the field of 
taxation to effect capital formation with the help of 
export surplus is to reduce the present level of export 
duties so that our surplus exports may find a ready 
market abroad. 

Question 25. —It follows from answer to Q. 24 that 
the main objective of the Plan being to raise the standard 
of living of the people, consumption standards are to 
rise when the Five Year Plan is implemented. It is well- 
known that consumption standards are already too low 


in India and any attempt at controlling them further, 
would merely accentuate the poverty of the nation. If, 
however, the right type of emphasis is laid on the con¬ 
sumption of those goods which are subjected to indirect 
taxation, then the additional revenue obtained from in¬ 
direct taxation on the specific commodities consumed by 
them will make available to the nation extra resources 
that might be utilised for reinvestment in national wealth 
and also for grant of relief to the payers of direct taxes. 
We have already made it clear in course of our preceding 
answers to this Questionnaire that any additional pro¬ 
ceeds from indirect taxation should be applied towards 
effecting a simultaneous reduction in the burden of direct 
taxation, so that the ratio between the two may be put 
back to its pre-war level. For, it has to be borne in 
mind that so far the exorbitant increase in direct taxa¬ 
tion instead of helping in capital formation has worked in 
the opposite direction of annihilating the very sources of 
capital funds. There should, therefore, be increased re¬ 
liance laid on indirect taxation than on direct taxation 
like income-tax etc. In this respect we may profitably 
adoptd the methods of the west namely that of making 
the direct taxation regressive and the indirect taxation 
progressive. 

Question 26.—The efficiency of the productive system 
depends on (a) legitimate profit expectations which build 
up the proper morale and psychological attitude of the 
businessmen to put forward his maximum effort, (2) 
rationalisation of productive machinery so as to be able 
to produce goods at competitive costs, and (3) willingness 
of investors to provide industry with fresh capital as 
and when required. Now so far as these conditions are 
concerned the Indian Tax System has destroyed desi¬ 
deratum No. (1) by high rates of taxation, has made No. 
(2) difficult by grant of scanty allowances for deprecia¬ 
tion, and has choked up No. (3) toy making saving im¬ 
possible for the middle classes and denying them any 
positive incentives for investment. A tax policy which 
will ensure all these three desiderata would substantially 
promote the efficiency of the productive system. 

The multiplicity of taxes and their lack of uniformity 
from State to State do positively hinder the efficiency of 
the economy. The different rate of excise duties on 
Coal and Sugar in different States, the diverse rates of 
agricultural income-tax on tea industry in West Bengal 
and Bihar, and the surcharges on stamp duty on transfer 
of shares in U. P., Bombay and Madras in addition to the 
basic Union Stamp Duty, all impair the smooth working 
of the economic system, and divert the flow of business 
from one State to the other. All these impediments can 
be removed by rationalisation of the tax system. The 
tax system can be greatly rationalised (so far, of course, 
as efficiency of production is concerned) by removal of 
hindrances named under (1), (2) and (3) above, and by 
greater integration and uniformity of the excise duties, 
the Sales Tax, the Agricultural Income-tax, and the 
cesses on different industries like coal mining, etc., and 
also by abolition of thp surcharges on the stamp duty 
on transfer of shares in some of the States. 

Question 27.—So far as the private sector is con¬ 
cerned the entire task of industrial development under 
the Five Year Plan has been entrusted to it. In our 
opinion priority should be given in the tax system to 
enable the private sector execute it successfully. This 
can be secured toy giving of proper incentives for profit- 
taking. In this connection, the Planning Commission 
observed: "Private enterprise operating in terms of 

legitimate profit expectations and efficient use of avail¬ 
able resources has an important part to play in develop¬ 
ing the economy”: But under the present impact of 
cost inflation and high taxation the requisite climate for 
legitimate profit expectations has been completely des¬ 
troyed. In this connection it should be noted that legiti¬ 
mate profit does not merely imply a return to share¬ 
holders in terms of the market yields on securities, but it 
as well indicate a source of funds for financing further 
development or of storing resources to counteract the 
adversities of the future. To build up an appropriate 
climate for legitimate profit expectations, the tax system 
should be so devised as to afford general relief to the 
industries in their present overall burden of taxation. 
As for priorities special reliefs can be provided for in 
the tax system for those industries which will make 
efficient use of available resources or a system of protec¬ 
tion may be adopted in respect of those industries which 
produce such of the consumer goods, imports of which at 
present drain away considerable amount of national re¬ 
sources. 

Question 28.—The possibilities and limitations of tax 
policy as an instrument for economic development by 
means of the expedients named are as follows:—-(a) 
Economic development can be achieved by acceleration 
of the over-all demar d for those commodities which bear 
indirect taxation and by reinvestment of part of the addi¬ 
tional proceeds therefrom on further augmentation of 
wealth and in grant of relief to the bearers of direct 
taxation, (b) In the present circumstances there is no 
scope for reduction of consumption. The consumption 
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standards are already too low, and it is the object 
of the Five Year Plan to rectify this deficiency. Unessen¬ 
tial investments can be checked by refusal of licenses for 
them and by giving of positive inducements for desir¬ 
able investments, (c) Positive inducements for desirable 
investment can be given by grant of tax reliefs and if 
necessary tariff protection to such industries, (d) So 
long as the working and the agricultural classes do not 
imbibe the habit of investing their surplus income in 
industrial investments, any process of redistribution of 
incomes by means of taxation will simply result in dry¬ 
ing up the very channel through which capital forma¬ 
tion in this country has taken place in the past. 

Question 29.- —We believe both tax policy and mone¬ 
tary policy, if judiciously framed and pursued, have their 
scope and efficacy as an instrument of planned economic 
development. So far as monetary policy is concerned, 
regulation of interest rates and of other conditions affect¬ 
ing lending and the volume of credit, especially bank 
credit, has been the traditional over-all policy for in¬ 
fluencing the aggregate flow of national expenditure and 
income. A reduction of interest rates and liberalisation 
of other terms of lending was thought to promote a 
general expansion, while a rise in rates and tightening of 
other conditions would tend to check expansion or bring 
about contraction. In the past, emphasis was laid on 
the stabilisation of the price level, but it is now generally 
agreed that what matters is rather the volume of ex¬ 
penditure and income, of which prices are only one 
symptom and not an unfailing one at that. Credit 
policy, if effective, operates on aggregate expenditure 
mainly by directly influencing private investment, in¬ 
cluding expenditure on durable consumer goods. 

But the policy recently pursued in this country has 
ignored all this. The price level has been sought to be 
stabilised by restriction of credit without any attention 
to the volume of expenditure and income, of which the 
prices are a symptom. This has resulted in making 
borrowing hard for the industries, thus accentuating the 
already existing cost-inflation in this country with its 
immediate repercussions upon the profitability of the con¬ 
cerns and far-reaching effect upon private investment. 
On the contrary if stabilisation of the price level had 
been sought to be achieved by formulation of a suitable 
fiscal policy in which the levy of direct taxes was so 
lightened as to increase the incentive to undertake new 
investments, to inaugurate improvements, or to maintain 
working stocks of raw materials or goods in process or 
manufactured goods, and in which the proportion of 
indirect taxes were so raised as to absorb the. surplus 
purchasing power in the hands of the non-investing pub¬ 
lic, then the economic system might have more smoothly 
worked for desired development of the country. In the 
formulation of correct monetary and fiscal policies, it 
has to be clearly borne in mind that the current infla¬ 
tion in India is nation-wide in its scope and as such a 
clue to its solution lies in absorbing the surplus pur¬ 
chasing power in the hands of non-investing public. 

Question 30.—See answer to Question No. 1(a). 

Question 31. —We have already stated it in answer to 
Question No. 16 that between 1938-39 and 1951-52 while 
public expenditure has increased by 376 per cent., the 
burden of direct taxation on the upper and middle income 
groups, on the other hand has gone up by as much as 929 
per cent. The ratio of indirect taxation to total revenue 
has at the same time come down from 76-7 per cent, to 
60 per cent. This shows the inequality of the burden 
imposed on the upper and middle income groups who, 
be it said, have received no corresponding benefits from 
services rendered to the lower income groups who are 
mainly the payers of indirect taxes. As the tremendous 
impact of direct taxation on the higher and middle income 
groups has denuded the economic system of its supply 
of investment funds, thereby impeding larger produc¬ 
tion, a larger degree of economic equality, consistently 
with maintaining the incentives to capital formation and 
higher production, can, in the circumstance, be secured 
only by reversal of the ratio between the direct and in¬ 
direct taxation to their pre-war position. If the high 
rates of direct taxation are reduced and proper reliefs 
given, the middle classes will be enabled to save investi- 
ble funds and would also get stimulus for capital forma¬ 
tion. This will result in higher production, greater em¬ 
ployment and cheaper prices. The working class will 
thus be better off due to full employment, larger income 
and reduction in prices. Thus a modification of tax 
system on the lines suggested would secure a larger 
degree of economic equality consistently with maintain¬ 
ing the incentives for capital formation and higher pro¬ 
duction. 

Question 32.—In as much as inflation arising out of 
unbalanced budgets nullifies the beneficial effect of such 
measures as are intended to bring about equality of 
incomes (e.g., as wage increases, etc.) greater degree of 
equality of income can be achieved if Governments en¬ 
deavour to make balanced expenditure. The second way 
in which public expenditure can achieve a greater 


measure of equality of income is by (a) increasing the 
efficiency of adminstrative services thereby bringing 
about a reduction in non-productive expenditures; and 

(b) laying of greater stress on productive expenditure 
such as that on increasing the productivity of people in 
the lower income groups. Emphasis, for instance, may 
be laid on the training of citizens to acquire greater skills. 
Acquisition of such skills will contribute productivity of 
higher value to the production of national wealth. For 
it is evident that the income of the individual depends 
upon the amount of resources (in the form of skill, labour, 
capital, etc.) he puts into the production of national 
wealth. And greater is the value of these resources, 
greater will be the income of the individual. We believe 
public expenditure so directed as suggested above, will 
achieve a greater measure of equality of income than 
any measure of taxation. 

Question 33.—Private foreign investors are at the 
moment frightened by the heavy structure of Indian taxa¬ 
tion. Yet they are investing in other countries where 
tax burdens are lighter and where thus exists the appro¬ 
priate climate for investment. For the creation of appro¬ 
priate climate for foreign investment by changes in tax 
policy we suggest: (a) reduction of the overall burden of 
taxation of business, etc., at par with that prevalent in 
other underdeveloped countries, and (b) grant of such 
reliefs to business, ec., as are prevalent elsewhere. We 
do not, of course, mean that such changes in tax policy 
on the lines suggested are to be effected for the Benefit 
of foreign investors alone. What we mean is that the 
entire climate for investment of domestic capital market 
is to be so metamorphosed by tax changes as would 
attract both domestic and foreign investors. 

Question 34.—Without commenting on the other items 
we should like to say that so far as (b) is concerned, 
estate duties have been levied in the countries of West 
at a period of substantial advancement in their national 
economy. No country of the world is known to have im¬ 
posed it at a stage of economic development in which 
Indian economy is at the moment. So far as (d) is con¬ 
cerned any taxes on railway fares and freights would 
merely breed further cost inflation to aggravate the dis¬ 
tress of the lower classes. So far as (e) is concerned it 
will be a further retrograde process to jeopardise the in¬ 
vestment habit of the nation by imposition of taxes other 
than stamp duties on stock market transactions. What 
is needed today is to offer incentives to them and not to 
give them further jitters. For investors invest in stocks 
and shares with a view to liquidating them on the Stock 
Exchanges as and when needed. Any additional taxation 
(other than stamp duties) will have to be ultimately borne 
by them, and as such it will deter them further from in¬ 
vesting their savings in stocks and shares. In the present 
moribund condition of the Stock Market, any tax on mere 
transactions, irrespective of whether one has made a loss 
or profit out of it will simply take away the last breath 
out of it. Any reactionary tax like this cannot add to the 
country’s tax resources. Rather if by offer of proper in¬ 
centives, investment habits of the people are stimulated 
that would add to the tax resources of the country by 
enlarged income from stamp duties. 

Question 35.—Our views on “ the other possible ways 
of adding to tax receipts ” are as follows: 

(a) Taxes on capital are not desirable inasmuch 

as these will have their adverse effect upon 
the growth of savings and investment. The 
Government of India had erstwhile some 
bitter experience with the Capital Gains Tax. 

(b) Reintroduction of Salt Duty is highly desirable 

inasmuch as as an indirect taxation it has 
the merit of imposing least burden on the 
citizens and at the same time contributing sub¬ 
stantial revenue to the national exchequer. 

(c) Surcharges on land revenue may be considered 

expedient where rents are not subject to peri¬ 
odic revisions. It should be noted in this con¬ 
nection that while the share of land revenue in 
total revenue was 25 per cent, in 1939 and it 
came down to 8 per cent, in 1950-51. 

(d) We strongly object to a levy on unearned incre¬ 

ments in value of land and other property. 
When the Government will naturally have in¬ 
creased revenue from the products of the 
improved lands, an additional levy on unearn¬ 
ed increments in value of land is considered by 
us to be repugnant. 

(e) Agricultural income tax is already imposed in 

several States. It may be imposed in other 
States too where there is no such taxation at 
the moment. It should be noted that agri¬ 
cultural income-tax contributes at present only 
1 per cent, to the revenues of the States, as 
against 40 per cent, to the Central Exchequer 
by non-agricultural income-tax. 

(f) Social security taxes are not considered desirable 
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(g) Policy of prohibition introduced in certain States 
needs to be immediately reversed. They have 
deprived these States of a substantial amount 
of revenue without at the same time conferring 
any corresponding social benefit. For it has 
merely led to bootleggers being rampant in the 
States. 

Question 36.—No. Under Q. 35 we have suggested 
that no betterment fees should be levied. See answer to 
Question No. 35 under sub-para (d). 

Question 37.—So far as existing sources of revenue 
are concerned, we believe the imposts on business have 
already reached their saturation point and any further 
attempt at increasing receipts from them would bring 
diminishing returns. It is noteworthy in this connection 
that whereas Agriculture looms large in national activity, 
yet it is subjected to a far lesser degree of taxation than 
business. Land revenue, for instance, contributes only 
9 per cent., and Agricultural Income-Tax 1 per cent., 
whereas Income-tax on business and professions 40 per 
cent, to the respective State and Central exchequers. 
Additional revenues from land revenue and agricultural 
income tax may be tapped. Income from non-tax 
revenues may also be enlarged as suggested in our 
answer to Question No. 7. 

Question 38.—Some of these have been suggested in 
answer to Question No. 35. 

Question 39.—We think these powers should not be 
used at the present juncture. 

Taxation and Inflationary and Deflationary Situations. 

Question 40.—Pure inflationary or deflationary situa¬ 
tions can be controlled either by regulation of investment 
or by both. For controlling the inflationary situation 
during the war period, taxation was considered to be an 
efficient instrument, as there was then limited scope for 
investment due to unavailability of capital goods during 
the period. Now however capital goods are available 
and the country needs investment on a large scale. In¬ 
flationary situation should, therefore, be controlled by 
stimulation of private investment. Use of taxation as an 
expedient to control inflation without stimulating invest¬ 
ment as at the moment would simply aggravate inflation 
just as it has done at the moment. And there is its 
limitation. 

Question 41.—In as much as only an infinitesemal 
percentage of the population bear the burden of direct 
taxation, any changes in same cannot be used as a 
countering force to check a nation wide inflation in the 
country. If the adoption of a fiscal instrument is neces¬ 
sary at all, the proper method for dealing with an in¬ 
flationary situation is by indirect taxation, notably by 
changes in import duties and excise duties. Upward 
changes in export duties will merely jeopardise Indian 
economy just as it has done in the case of the jute goods 
and other commodities in recent years, thereby leaving 
their impress upon the balance of payments position. 

Question 43.-—As stated in answer to Question No. 41 
the tax-system can be used as an instrument for counter¬ 
acting inflationary conditions, if and when the taxation 
measures are widely distributed to bring under its cover¬ 
age all sections of people, particularly the primary pro¬ 
ducers and the wage-earners 


Question 43. —Non-productive public expenditure, if 
judiciously curtailed, will greatly help in moderating the 
forces of inflation. Again, public expenditures in con¬ 
nection with Development programme is by itself an in¬ 
flationary force, in as much as 80 per cent, of the expendi¬ 
ture (e.p., those on basic industries, power, road, irriga¬ 
tion etc.) relates to the production of non-consumer goods. 
As such it will put into the economic system a colossal 
amount of money with inflationary effect thereof on com¬ 
modity prices. Deficit financing also adds to this infla¬ 
tionary process, unless the tax measures are so contrived 
as to mop up the small funds of additional income flowing 
into the hands of people in general. The contrary 
attempt to draw revenue by confiscatory levies on an 
infinitesemally small section of the people and on orga¬ 
nised business is not only ineffectual as an anti-infla¬ 
tionary measure, but the process has within itself the 
germs of cost inflation, the malady which afflicts the 
system today. 

In our opinion, public expenditure can greatly help 
in moderating the forces of inflation, if (a) economy and 
rationalisation in public expenditure are practised, _ (b) 

‘ uneconomic ’ expenditure, wastages and leaks are elimi¬ 
nated, and (c) the size of the Five Year Plan be cut 
down to the urgent needs of the country and confined to 
measures that will result in a larger production of con¬ 
sumer goods immediately, to absorb the large volume of 
inflationary money that the Plan will release. Further 
we are of the opinion that public capital expenditure 
should be timed in relation to economic fluctuations. 

In this connection we would like to draw the atten¬ 
tion of the Commission to the following observations of 
the League of Nations Delegation on Economic Depres¬ 
sions: “It should be the object of the Government to 
dovetail its demand—in fact its public works—into the 
zig-zag of consumers’ demand. In order to do this, it 
will require to have a general plan carefully elaborated 
in advance. It should know what it wants to do not 
next year or the year after only, but over a period of 
five or ten years. It should have the individual projects 
that fit into the general plan worked out in considerable 
detail; those that are likely to prove the most urgent; 
it should attempt to classify these projects according to 
the degree of urgency, to the period required for their 
execution, according to locality, to the type of labour 
skills required etc. It should be ready to start on one 
or another of these projects with the greatest possible 
promptitude as circumstances demand, and at the same 
time it should be prepared to postpone putting projects 
into execution ”. (The Transition from War to Peace 
Economy, League of Nations, 1943, pp. 62-63). 

Question 44. —See answer to Question No. 43. 
High imposts on business in general are a contributory 
factor in raising the cost of production of our goods. 
The high prices are today being resisted by consumers, 
and this has created a situation of business instability in 
this country. Further the high export duties have also 
rendered our goods unsaleable abroad. So in the present 
price structure tax changes are necessary to bring down 
the cost of production and make our goods saleable both 
at home and abroad. 

Question 45.— As stated in our preliminary memo¬ 
randum on the subject the present situation should be 
correctly assessed as a situation of “ cost-inflation ”, and 
as such remedies suggested under Question 44 and ante 
should be taken resort to. 



EMPLOYERS’ ASSOCIATION, CALCUTTA 

Replies to the Questionnaire of the Taxation Enquiry Commission. 

PART I—THE TAX SYSTEM 


GENERAL. 

Question No. 1. — What, in your opinion, should be the 
objectives of a sound tax policy ? What should be 
the place in such a policy of the following objectives: 

(a) reduction in inequalities of income and wealth; 

( b) encouragement of incentives to work, to save 

and to invest; 

(c) countering of inflationary and deflationary 

tendencies ; and 

(d) maintenance of the external balance of the 

economy ? 

In what directions would you suggest modification of 
the Indian tax system having regard to these 
objectives ? 

The objectives of a sound tax policy, in the present 
context of the Indian economy, should be to provide the 
maximum incentive to the tax-payers in order to ensure 
the creation of additional wealth on a large-scale in as 
a short period as possible. As there will have to be 
intensive development of industry and agriculture and 
the emphasis will always have to be on stepping up 
productive expenditure as far as possible, for a con¬ 
siderable time to come, the tax machinery should be 
conceived in such a way that the greatest encouragement 
is given to work, save and invest. It is only after a 
substantial increase in the national income and wealth 
has been brought about that any effort could be made to 
bring about a reduction in inequalities of income and 
wealth Actually, accumulated wealth in particular 
directions has been truly responsible for promoting 
development of trade and industry and the conditions 
that obtain in this country now are very peculiar. Also, 
any immediate attempt at reducing inequalities of 
income and wealth drastically will mean only distribu¬ 
tion of poverty and will seriously retard the impressive 
progress that is being made in the private sector. 

The tax machinery has, no doubt, a place in counter¬ 
ing inflationary and deflationary tendencies. The use of 
the instrument of taxation can, however, be exaggerated 
as happened in the case of the jute industry with the 
levy of fantastic export duties. Taxation can probably 
play an important part in the maintenance of the 
external balance of the economy though the formulation 
of a proper fiscal policy is necessary for this purpose. 
It is imperative, however, to take note of the basic 
needs of the economy and place reliance on methods 
other than taxation for countering inflationary and 
deflationary tendencies. Taxes after all, like controls, 
can only act as palliatives. Positive measures will have 
to be adopted in appropriate fields in order to get over 
inflationary tendencies to bring about increased produc¬ 
tion or otherwise and step up total expenditure and 
create additional demand for surplus production, etc., 
to meet deflationary situations. 

It follows, therefore, that the tax structure should 
be realigned in such a way that all the above objectives 
are secured. 

In our memorandum submitted to the Commission 
last June, we emphasised forcefully the need for re¬ 
distribution of the existing tax burden and refraining 
from the adoption of new measures which will have a 
disturbing efi'ect on the economic and social structure. 
In short, the estate duty bill, which has recently been 
passed by Parliament would have a discouraging effect 
on capital formation and ought not to have been brought 
in at this stage. This new measure would create diffi¬ 
culties if, as a result of unforseen developments, the 
bigger industrial groups are obliged to pay large sums 
towards the estate duties and there is consequent break 
up of the industrial set up. It has also been pointed 
out that, in the name of inflation or deflation, parti¬ 
cularly the former, adequate note has not been taken of 
the effects of indirect taxes, particularly the export 
duties. The Exchequer, no doubt, benefited by the un¬ 
expectedly large increase in receipts from export duties. 
But the higher prices have had a damaging effect in 
some eases permanently and overseas markets have been 
lost. This is true of the coal and jute industries. Even 
though it lias been suggested that, in the case of the jute 
industry, the high export duties kept down raw material 
prices the profit margin of the industry was affected. 
The incidence of the full duty was not passed on to 


the consumer of the finished product or the grower of 
the raw material. 

An analysis of the profits of important jute mills 
indicates clearly that even normal profits could not be 
earned in 1947-52. In fact, the earnings in particular 
periods were not sufficient for providing regular depre¬ 
ciation and prior charges. Only the Government earned 
substantial sums. In respect of the coal industry also 
surcharges were levied and with the increase in costs of 
production the collieries did not derive any reasonable 
profits from export sales. 

The provision of incentive to work, save and invest 
is thus badly necessary. Both individuals and corpora¬ 
tions have a very important part to play in the develop¬ 
ment of the Indian economy. The Central and State 
Governments are trying to appropriate for themselves a 
much larger part of the national savings than is justified 
and it has now become very clear that due to the lop¬ 
sided development of the public sector, the private sector 
has been deprived of the requisite resources and the 
expected rate of development has not been found 
possible. Direct taxes should be reduced as far as 
possible and through increased collections from indirect 
taxes there should be a serious effort to obtain a larger 
coverage especially in the rural side. The corporate 
sector should be helped to discharge its responsibilities 
fully. Capital formation has been very meagre and 
the rehabilitation programme has been held up due to 
the lack of adequate resources. The established 
industries have been finding it difficult to replace worn- 
out plant and machinery. Unless depreciation allow¬ 
ances are granted on the basis of replacement costs, in 
some agreed manner, it will be difficult to maintain the 
present rate of production and increase efficiency. It 
is very necessary to carry out the rehabilitation pro¬ 
gramme on a defined basis. It is also important that 
tax relief in respect of profits which are ploughed back 
should be given. As regards personal incomes, in order 
to encourage earnings and canalise savings it is desir¬ 
able to exempt from tax investments in approved 
industrial undertakings. Private building construction 
should also be encouraged through the grant of deprecia¬ 
tion allowances. At present only a part of the expenses 
incurred on maintenance is allowed. A higher percentage 
of income should also be allowed to be paid by way of 
insurance premia while special allowances to income- 
tax payers on the model of the U. K. must be given. 


Question No. 2 .— What criteria would you suggest for 
determining the equity of a tax system ? How far 
is it possible to secure it in the Indian tax system ? 

The criteria for determining the equity of the tax 
system differ from country to country though in principle 
there cannot be much difference, given the same eco¬ 
nomic ideals. The Indian tax system, however, both 
of the Centre and the States, has grown in an undefined 
manner and not much attention has been paid to equit¬ 
able distribution of the total burden. With the result, 
even the Planning Commission has observed that the 
urban population is paying a larger percentage of the 
taxes than the rural population. Even though 40 per 
cent, of the total expenditure under the Five Year Plan 
is found from current revenues and the benefit is mostly 
derived by the rural areas, the tax system has not been 
readjusted so as to bring in larger revenues from the 
countryside and make the average citizen pay to a 
greater extent in the shape of taxes towards develop¬ 
ment expenditure, the benefit of which would be derived 
by him or his heirs. 

It is difficult to assess correctly the incidence of 
direct and indirect taxes. But the middle class popula¬ 
tion has been unduly oppressed and agricultural incomes 
have not been taxed as correctly as they should be. 
Every effort should, therefore, be made to lighten the 
burden of direct and indirect taxes levied by the Centre. 

Land taxes should be raised and betterment fees 
levied so that the Exchequer will still get the revenues 
it desires while the necessary relief is afforded to those 
sections of society which are badly oppressed. 

Having regard to the relatively backward nature of 
our economy and the very small section of the population 
paying direct taxes, the tax system, as at present con¬ 
ceived, is no doubt inequitous. In respect of the higher 
income groups particularly the rate of progression is 
so severe that the incentive to earn is seriously 
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discouraged. Taxes are among the highest in the world. oppressive rates are not levied. 

But even in the U. S. A., Canada and Australia such evident from the figures given bel 


TABLE I 

Percentage of Income and Super-tax on selected typicalincomes (all earned) in the case of i 

with 2 children in India, V. K. and U.S.A. 


Income Rs. 


India 

1953-54 

U. S. A.* 

1952 

Australia 

1952-53 

U. K. 
1953-54 

25,000 



13-2 

12-1 

22-0 

20-0 

50,000 


• 

30-9 

18-1 

37-1 

39-5 

1,00,000 



50-1 

25-6 

53-2 

560 

2,00,000 

• 

• 

65-2 

38-1 

64-0 

72-1 

5,00,000 



75-3 

57-0 

70-6 

85-8 

10,00,000 

• 


78-7 

70-1 

72-8 

90-3 

20,00,000 



80-3 

80-4 

73-9 

92-7 


* Split Income Basis. 

N.B. —The incidence of taxation will be even less in the case of U. K., U. S. A. and A 
benefits accruing on account of medical, maternity and other allowances are taker 


Question No. 3.—Does the Indian tax system conform 
adequately to the principle of ability to pay or do 
you think an extension of this principle is desirable 
and practicable ? If so, in what ways ? 

The answer to this question is partly given in (2). 
The extension of this principle is desirable and practi¬ 
cable in the States’ sphere. 

Question No. 4.—Differing views have been expressed on 
the extent to which the taxable capacity of various 
sections of the community has been used by the 
Indian tax system. What is your view on the 
subject ? 

There has been no serious effort to determine the 
taxable capacity of the community, not to speak of the 


various sections of the community 
income and super-tax rates has be 
is such as to have a retarding eff 
tion. The high rates have obvio 
for the extraction of large sums l 
the higher income groups. Over ; 
percentage of retained income t 
declined and the tax reliefs in 194 
any way helpful. Even though the 
above Rs. 2 lakhs are accounting i 
of the total assessed income, the 
1951-52 were as much 23-31 per 
In regard to the actual incidence 
amounts paid were 37-63 per cent. < 
while in 1951-52 they were as i 
The figures are given below; — 


TABLE II 


Showing 

distribution of incomes 

in 1940-41 

to 1951-52 and the incidence of tax in eo^ 




1440-41 




Number 

Incorao 

Tax 




(In thousands of R 3 .) 

Up to 25,000 . 


202,404 

121,55,90 

6,00,27 

25,001—100,000 

■ 

7,727 

24,32,93 

4,04,33 

100,001—200,000 

. 

391 

4,09,62 

1,30,51 

200,001 & over . 


190 

7,48,31 

2,81,57 


Total . 

270,712 

158,06,76 

14,16,68 





1951-52 

Up to 25,000 . 


482,258 

309,23,28 

26,07,20 

25,001—100,000 


34,051 

138,93,55 

36,38,48 

100,001—200,000 

. 

1,981 

26,48,53 

14,46,18 

200,001 & over . 


839 

35,55,80 

26,06,94 


Total . 

519,129 

570,21,16 

102,98,80 


Question No. 5.—The proportion of tax revenue to 
national income in India is considered small rela¬ 
tively to several other countries. Do you think this 
proportion can be raised, and, if so, what tax changes 
would you suggest for the purpose ? 

The proportion of tax revenue to national income 
in India is stated to be small relatively to several other 
countries. This observation has been made because 
there is a disposition to reckon tax revenue collected as 
a percentage of national income and not national savings. 
It is true that in the U. K., U. S. A., Canada and 
Australia the proportion of tax revenue to national 
income is over 25 per cent, and as much as 35 per cent, 
in particular cases against only 7 per cent, in this 
country. This comparison is, however, inaccurate as 
indicated above. The tax revenue should have relation 


would be correct, therefore, to s; 
should be expressed as a proportic 
and not national income. 

If this criterion is adopted it wi 
the proportion of tax revenue to i 
high as 60 per cent, on the assumj 
saving at the present moment is 
national income and that the amc 
are about Rs. 650 crores. fit mean; 
gross savings of 12 per cent., 7 pe 
and taxes are nearly 60 per ceni 
national income is aoout £12,000 r 
amount to £4,000 million. The sat 
over 15 per cent, or about £2,000 r 
to net savings there is a gross amo 
The percentage of taxes to gross 
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therefore, that the burden of taxation in this country 
is not calculated to the advantage of its economy and 
that the methods adopted in the advanced countries are 
copies without any regard for the consequential effects. 

Also in a country where the per capita income is 
low and the tax paying section is a fraction of the total 
population it is incorrect to express taxes as a propor¬ 
tion of national income. If this must be done account 
must be taken only of the income of that section of the 
community which pays taxes. 


It would then be found that even to secure the same 
revenues there will have to be greater spread through 
increasing reliance on indirect taxes. Otherwise, con¬ 
structive forces will receive a rude check and it will 
not be possible to increase the taxable capacity and raise 
the percentage of tax revenues to the national income 
at a later stage if it is felt necessary. It is, therefore, 
of the utmost importance to take account of the special 
conditions in this country. 


Question No. 6.—Do you think that the relative place of 
direct and indirect taxes in the Indian tax system 
is satisfactory ? 

The relative place of direct and indirect taxes is 
not satisfactory. As will be evident from the figures 
below the proportion of direct tax revenue to total tax 
revenue has increased in the past decade and a half. 
The Planning Commission has itself admitted that the 
tax burden is impinging on a very small section of the 
community. In view, therefore, of the need for a larger 
section of the population to contribute towards develop¬ 
mental expenditure particularly and giving relief to 
those who are now oppressed by direct taxes, the only 
means of realising the amounts would be through indirect 
taxes levied lightly on essential articles of consumption 
in their finished state. Any attempt to fix an arbitrary 
ratio between direct and indirect taxes will create great 
hardship. The attempt should always be to levy as 
many taxes as possible affecting the rural sector till 
such time there is an increase in the volume of personal 
and corporate incomes eligible for income and super 
taxes.. 


TABLE III 


Showing the 

PROPORTION 

OF DIRECT AND 

INDIRECT TAXES TO 

TOTAL TAXES OF THE CENTRE. 





1937-38 


Percentages 

A 

1952-53 




1945-46 

1948-49 

(Revised) 

Import duties . 

. 


53-47 

2312 

27-16 

27-96 

Export duties* 

• 

• 

5-62 

1-20 

7-34 

12-93 

Land customs and Mise. . 

• 


0-80 

0-40 

1-50 

1-11 

Total customs . 

* 


59-89 

24-72 

3606 

42-00 

Less refunds 



1-94 

0-64 

0-78 

0-76 

Net customs 

. 


57-95 

24-08 

35-28 

41-24 

Excise .... 

. 


10-71 

15-14 

14-30 

18-64 

Salt .... 



10-02 

3-27 



Other indirect taxes . 

. 


0-67 

0-31 

017 

0-50 

Total indirect taxes . 

« 


79-95 

42-80 

49-75 

60-38 

Corporation tax 



2-38 

26-93 

17-21 

9-28 







Taxes on income other than C. 

T. S'* 


17-67 

30-27 

3304 

30-34 

Total direct taxes 

• 


2005 

57-20 

60-25 

39-62 

Total taxes 

• 


100-00 

100-00 

100-00 

100-00 


* Including States Share. 


The table given above clearly shows the increase in 
the burden on account of direct taxes. When E. P. T. 
was levied the percentage of revenue of direct taxes to 
the total tax revenue was at its highest. Even though 
there has been a decline, direct taxes are still bringing 
a larger share of the revenue. A return to the pre-war 
pattern is no doubt desirable. 

Question No. 7.—Do you consider that non-tax revenues 
are likely, in future, to occupy a more important 
place than hitherto in the public revenues of India ? 
If so, please state the sources of non-tax revenue 
you have in view and indicate to what extent they 
may be expected to contribute to the public ex¬ 
chequer. 

Non-tax revenues are likely, in future, to occupy a 
more important place than hitherto in the public 
revenues of India. Even now there is great scope for 
increasing income through a better utilisation of forest 
and mineral resources. The policy of many States in 
regard to afforestation and utilisation of forest produce 
and improvement of transport facilities is not exactly 
helpful. In regard to exploitation of mineral resources 
also the State Governments have been unhelpful and 
measures have been adopted in such a way that the 
objectives of the Central Government are not furthered. 
Also, it is expected that the large-scale expenditure 
under the various multipurpose projects would lead to 
the growth of large non-tax revenues. In order to be 
sure about substantial revenues the Government must 
adopt practical policies and take care that available 
resources are utilised effectively and remuneratively. 

Question No. 8.—Do you agree with the view that receipts 
from particular taxes should not, as a rule, be fund¬ 
ed or ear-marked for specific purposes ? 

Normally, receipts from particular taxes should not 
be funded or earmarked for specific purposes. In 
particular cases, however, it would be desirable to ear¬ 


mark definite proportions of the receipts for expendi¬ 
ture in specified directions. It has been contended for a 
long time that the receipts through the various taxes 
levied both by the Centre and States from the users of 
cars and trucks have been utilised for purposes other 
than the development of roads. There has. naturally, 
been a demand that a good proportion of the sums 
realised from the users of cars and trucks should be 
set aside for the construction of more and better roads. 
We have also indicated that, in the case of export duties, 
the time lag in making the necessary adjustments in 
rates has meant hardships for the industries and trades 
concerned. Where the duties are levied at prohibitive 
rates under exceptional conditions, there should be an 
arrangement for funding part of the proceeds for the 
benefit of the industries concerned, in times of difficulty. 
This procedure has been adopted in Sweden and else¬ 
where. 

Question No. 9 .—Do you think that it is desirable, under 
certain conditions, to levy cesses for special pur¬ 
poses ? 

It is desirable, under certain conditions, to levy 
cesses for special purposes. A number of them are 
already being collected at the present moment parti¬ 
cularly in the States’ sphere. The cess on tea, shellac, 
coffee and others levied by the Central Government are 
fulfilling a definite function and the industries concerned 
benefit in some way. But the proceeds are not always 
applied for the intended purposes. It has been pointed 
out in the case of the cess on sugarcane that the large 
sums collected by way of cesses are utilised for other 
purposes and that there has been no anxiety to improve 
cane cultivation and raise the yield. The same difficulty 
is experienced in regard to the land cess as well. 

Question No. 10.—State undertakings, commercial, 
industrial, etc., are coming to play an increasingly 
important part in the economy of the country. 
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Have you, from the point of view of their signi¬ 
ficance as a source of revenue, actual or potential, 
any comments or suggestions to make on matters 
such as the further extension of State undertakings 
and their policies in regard to pricing, in so far as 
these may be relevant to tax policy ? 

State undertakings, commercial, industrial and other¬ 
wise, should not play an increasingly important part in 
the economy of the country. For such of those State 
industrial undertakings already in operation, the 
Government should formulate a uniform policy with 
regard to pricing if only to avoid unfair competition 
with the private sector. It has been suggested very 
often that State undertakings, industrial or commercial, 
should be run on the basis that they pay taxes to the 
Government in the same way as private enterprises and 
that no preferential treatment is accorded to the 
Government enterprises. In view of the confusion in 
this regard and the relatively smaller return on invest¬ 
ment in State undertakings it would be advantageous 
from the point of view of the Government to extent the 
activities of the private industrial sector instead of the 
Government themselves assuming additional respon¬ 
sibilities in an important transitionary phase. 

Question No. 11.—Would you suggest that the net surplus 
earned by State undertakings should accrue to 
general revenues or be carried to a fund for financ¬ 
ing projects of development or be re-invested in the 
undertakings concerned 7 

The net surplus earned by State undertakings should 
accrue to general revenues to the extent taxes are pay¬ 
able. It is for this purpose that the principle of joint- 
stock company accounting has been recommended. The 
surplus left over after the payment of the legitimate 
share of taxes could be reinvested in the State under¬ 
takings concerned or if the funds are not immediately 
required they should be handed over to general revenues. 

Incidence of Taxation. 

Question No. 12. — In examining the incidence of taxa¬ 
tion in various classes of people, which of the 
following factors, singly or in combination, ■would 
you suggest as the basis of differentiation — 

(a) income, 

(b) occupation, 

(c ) rural or urban residence ? 

Is there any other basis which may be considered ? 

The incidence of taxes on various classes of people 
has to be considered in combination and not singly as 
there is already a feeling that the particular disabilities 
suffered by some classes of tax-payers are not given any 
special consideration and that the absence of facilities 
for averaging earnings or otherwise has led to the pay¬ 
ment of taxes on an inequitable basis. Income, how¬ 
ever, will have to be given special importance. When 
considering the assessment of incomes, the nature of 
occupation has also to be considered. It has also been 
pointed out that the levy of agricultural income-tax has 
not been done effectively or on a uniform basis and that 
for income-tax purposes agricultural and non-agri- 
cultural incomes could be aggregated. There are some 
special difficulties, specially constitutional, in this regard. 
Besides, any aggregation of incomes will only result in 
a heavier burden on those who are already paying income 
and super taxes. It should, however, be possible in 
some way to differentiate for income-tax purposes 
between rural and urban residence. 

Question No. 13 .—Do you think that the burden of the 
present tax system — Central, State and Local—is 
fairly distributed among — 

(a) various classes of people ? 

(b) different States ? 

The incidence of taxation, Central, State and Local 
is not fairly distributed especially as State taxes vary 
greatly in incidence. In regard to land taxes particularly 
there is considerable discrepancy between the various 
States, while the sales tax has different incidence when 
it happens to be multipoint or single point. The rates 
also are varying. 

As regards the incidence of taxation on the various 
classes of people, the worst affected are those paying 
direct and indirect taxes and resident urban areas. The 
agricultural income groups are not pulling their full 
weight. Out of the total taxes of about Rs. 650 crores, 
approximately Rs. 520 crores are paid by the urban popu¬ 
lation who constitute 20 per cent, of the total population 
and Rs. 130 crores by the rural population who con¬ 
stitute 80 per cent, of the total population. Thus, 80 
per cent, rural population contributes 1-4 per cent, in 
the shape of taxes to the Government and 20 per cent, 
urban population the remaining 5-6 per cent The rural 
and urban populations earn 60 per cent, and 40 t>er cent, 
of the national income respectively. On this basis, the 
rural population contributes 2-5 per cent, of its income 
In the shape of taxes while the urban population con¬ 
tributes as much as 14-4 per cent, of its income towards 
taxes. The main brunt of taxation, therefore, falls on 
a very small segment of the population. 


Question No. 14.—Have shifts in the distribution of in¬ 
come in the community in recent years altered the 
relative incidence of taxation on various classes of 
people ? If so, to what extent ? 

While the incidence of taxation is generally uneven 
and particularly oppressive on urban residents, the recent 
shifts in income from the urban to the rural areas have 
complicated matters. There will, therefore, have to be 
as explained in answer to Question 13 a definite increase 
in tlie burden of taxation on rural incomes. 

Question No. 15.—Do you think that the cost of compli¬ 
ance with tax -regulations adds materially to The 
burden of taxation ? If so, in respect of what taxes ? 
Please give details. 

There is no doubt that the cost of compliance with 
tax regulations adds materially to the burden of taxa¬ 
tion. In regard to income-tax and sales tax particularly 
the wraggling with the departmental authorities and the 
delay in assessments have necessitated the maintenance 
of accounts in an elaborate form and the employment 
of specially qualified experts. The need for contesting 
official decisions results also in considerable expenditure. 
If official procedure could be simplified and there is 
greater understanding of the difficulties of assessees, the 
cost of compliance could be very much lesa. 

Besides, when rules and regulations regarding tax 
payments are framed only the cost of collection is taken 
into consideration. No account is taken of the cost of 
compliance with tax regulations, from the assessee’s 
standpoint. It is necessary to remember that social 
waste should be avoided as far as possible, and that the 
total cost from the point of view of community, i.e., the 
cost of collection as veil as the cost of compliance, should 
be taken into account in order to find out whether the 
additional revenue would be worthwhile. 

Even in regard to indirect taxes like excise, customs, 
etc., the advantages in regard to drawback or otherwise 
are to a great extent neutralised because of official 
delays. The maintenance of numerous forms, returns, 
etc., also adds to work and cost. 

Question No. 16.—Do the benefits accruing from public 
expenditure have a bearing on a consideration of 
the burden of taxation ? If so, how would you take 
this into account in considering the burden of Indian 
taxation 7 

The benefits accruing from public expenditure have 
a bearing on a con ;ideration of the burden of taxation. 
The expenditure incurred by Government for provision 
of educational and medical facilities have benefited large¬ 
ly the rural population in the States’ sphere. The 
benefits derived by the urban population, however, are 
not commensurate with the taxes paid by them. Besides, 
in the context of present conditions and with the accent 
9 n developmental expenditure, both at the Centre and 
in the States, it is important to remember that the 
benefits accruing are of a more permanent nature. The 
rural population should, therefore, be educated about 
the benefits that will accrue as a result of the large- 
scale developmental expenditure under the Five Year 
Plan. About Rs 1,200 crores will be spent on the agri¬ 
cultural and community projects, irrigation and power 
projects, social services, road development, etc., in the 
rural areas. This will be found through tax revenues 
to the extent of nearly 40 per cent, or Rs. 480 crores. 
It stands, therefore, to reason that the rural population 
should bear a portion ol this expenditure, say Rs. 100 
crores a year, in the shape of new taxes apart from 
contributing their share towards the normal expenses 
of Government. 

Question No. 17. — Do you think that the tax burden 
weighs particularly heavily on any individual 
industry or occupation ? If so, please furnish the 
Commission iviih the evidence on which you rely. 

In recent years, the levy of export duties on the 
jute, tea and cotton textile industries, particularly the 
former two, has had a regressive effect. The experience 
of the jute industry shows that even though raw material 
prices were depressed on account of the export duties 
the incidence of the duty was not passed on fully either 
to the grower of jute or the consumer of jute manu¬ 
factures. In the bargain, the jute industry has done 
very badly since the partition and it has been necessary 
to draw on reserves in particular periods even for pro¬ 
viding depreciation, paying token dividends and wiping 
out losses. 

Taxation and Economic Development. 

Question No. 18.—What role would you assign to taxa¬ 
tion vis-a-vis v arious types of borrowing in finding 
the additional resources required for the develop¬ 
ment programme of the country 7 
The place of taxation vis-a-vis various types of 
borrowing in finding the additional resources required 
for the development programme of the country increases 
or decreases in importance with the nature of develop¬ 
mental expenditure incurred. Where a large section of 
the community is benefited and planning has been done 
on scientific lines it is certainly justifiable to find addi¬ 
tional resources through taxation. But in actual practice 
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it has been found that the benefits of developmental 
expenditure have not been uniformly derived and that 
particular sections paying taxes are discontented. It 
will be far more appropriate if in the case of specific 
industrial undertakings or developmental expenditure 
which will benefit particular areas, borrowing on a 
larger scale is resorted to and the present generation 
is not obliged to pay heavily for the sake of posterity. 
Actually, developmental expenditure should be met 
mostly from borrowings while non-developmental ex~ 
penditure only can be charged to revenues. 

Question No. 19.—In maximising the resources required 
for the financing of development, what degree of 
importance would you assign to : 

(a) economy and rationalisation in expenditure, 

(b) prevention of tax avoidance and tax evasion, 

(c) higher rates of existing taxes, 

(d) fresh taxes, 

(e) development of non-tax revenues ? 

We have already stated that development expendi¬ 
ture should be financed as far as possible through 
borrowing. There is need nevertheless for economy in 
and rationalisation of Government expenditure as a 
good part of the cost of administration could be avoid¬ 
ed and there is an increasing tendency in recent years 
for the total expenditure to increase. If substantial 
economies could be effected there could be relief under 
taxes. Tax avoidance and evasion are noticeably present 
only because of the high rates of taxation. Lower tax 
rates do not mean necessarily loss of revenue. Actual¬ 
ly, they might ultimately result in larger revenues. If, 
in the interim period, additional resources have to be 
secured receipts from indirect taxes will have to be 
increased and new taxes like the betterment fees will 
have to be levied and the salt duty reintroduced. As 
regards (e) we have already indicated except in regard 
to the development of non-tax revenues from sources 
like forest produce, Government owned plantations, 
multipurpose projects, etc., there should be no attempt 
to encroach into the sphere of the private sector. 

Question No. 20^-Under the Five Year Plan the public 
sector is expected to undertake a larger invest¬ 
ment : an important place is also assigned to the 
private sector in the development programme. How 
would you advise a tax policy suitable tn the 
development programme of the country in both 
sectors ? 

It is not expected that the public sector will have 
any large difficulty in finding its requisite resources, 
especially as it can have recourse to deficit financing. 
Besides, a large proportion of available free savings is 
being appropriated for expenditure in the public sector 
and very little has been left for others. Capital forma¬ 
tion in the private sector is rather poor and it has been 
repeatedly pointed out by us that positive concessions 
should be made to augment available resources and that, 
apart from a reduction in corporate taxes and the grant 
of a tax free depreciation allowances to established 
industries, in order to complete their programme of re¬ 
habilitation, non-corporate assessees will have to be en¬ 
couraged to invest i® approved industrial undertakings 
by exempting investments up to a particular limit made 
out of current income. Other incentives also should be 
offered as indicated at the beginning. 

These suggestions will not, in any way, conflict with 
the interests of the Central Governments as any loss 
will be only temporary and with an increase in industrial 
activity more revenue could be collected even with lower 
taxes. 

Question No. 22. —(i) Is there evidence for the view that 
the rate of private capital formation in the com¬ 
munity has been lower in the last few years as 
compared to the pre-war period ? What factors , in 
your opinion, account for the decline ? 

(it) Has there been a shift in recent years in the sources 
of capital, formation in the private sector as between 
individuals corporations and other institutions ? 

(i) No definite evidence is available for the view that 
the rate of private capital formation in the community 
has been lower in the last few years as compared to 
the pre-war period. The Fiscal Commission has pointed 
out in their report that “ no comparable figures of sav¬ 
ings are available for the post-war years but one un¬ 
official estimate based on admittedly inadequate data 
suggests the actual emergence of dissavings in the year 
1946-57 and 1947-48 followed by a negligible amount ot 
savings in 1948-49, when the rate of savings was stated 
to be as low as 1-4 per cent. We cannot accept the 
correctness of these views. But there can be no doubt 
about post-war trends in general—that the rate of capital 
formation has declined. There must be a great national 
effort to recover the ground lost in these years and 
attain levels of saving comparable to those of the pre¬ 
war years .” 

Apart from these observations of the Fiscal Com¬ 
mission, it can be reasonably stated that the middle 
income groups who have been and are the backbone of 
the organized capital market by taking out insurance 


policies, by depositing funds with the banks, by invest¬ 
ing in stocks and shares, etc., have been badly affected 
by the accentuation of inflationary forces and the im¬ 
position of heavy indirect and direct taxes. New capital 
issues in recent years have been on a considerably 
smaller scale while the stock markets have been lan¬ 
guishing. Even with the availability of higher yields 
on first class preference shares there is no buying by 
middle class investors. In regard to the private indus¬ 
trial sector we have already pointed out in our study 
entitled “ Depreciation Allowances and Replacement 
Costs ” that capital formation in the corporate sector 
has been negligible and that major industries like jute, 
coal, sugar and cement were earning a level of profits 
which did not even admit of the provision of normal 
depreciation charges, payment of decent dividends, etc. 
No emphasis is, however, made here on the real rate of 
capital formation in the established sector as the ques¬ 
tion of provision of finance for replacement of worn-out 
plant and machinery installed at pre-war prices is being 
considered separately. 

The lower rate of capital formation, it is needless to 
add, is due to the levy of fantastic export duties in the 
case of the jute industry, the imposition of a heavy sur¬ 
charge on coal exports and fixation of uneconomic prices 
and wrong price-fixation policies in the case of sugar 
and cement, etc. The bonus awards and the heavy 
inflation of the cost structure due to the spate of labour 
legislation in recent years have also contributed to a 
reduction in net earnings. 

(ii) There has been a shift in recent years in 
the sources of capital formation in the private sector. 
The shift in incomes from the urban to the rural areas, 
consequent on the higher prices for agricultural produce, 
has led to a dispersal of savings and even promoted 
expenditure on consumption. Even so, there is ample 
evidence regarding the presence of savings in the 
countryside with the increasing response for the small 
savings campaign and the unexpected subscriptions from 
agricultural income groups to the State loans floated 
recently. On the other side, middle class savings, where 
they exist, have been reflected to a greater extent in 
the increasing assets of insurance companies. 

Question No. 23 .-— Do you think that tax relief in respect 
of persons in the middle-income group would assist 
the growth of savings or mainly promote consump¬ 
tion '! 

The answer to this question is both in the negative 
and affirmative. To the extent distress is experienced 
by the increased cost of living, sums released on account 
of tax reductions will promote consumption in the lower 
income groups. This will be, however, beneficial in 
the long run. 'There are, however, particular income 
groups between Rs. 15,000 to Rs. 75,000 who have grown 
vastly in importance and who are anxious to save. Any 
tax relief which will be beneficial to the middle classes 
will, therefore, assist the growth of savings. 

Question No. 24.—The Planning Commission have given 
an estimate of the rate of progress in regard to 
national income and consumption standards on the 
assumption of 50 per cent, of the additional output 
going into investment each year after 1956-57. What 
measures in the field of taxation are necessary if 
this assumption is to be realised ? 

The Planning Commission has stated that capital 
formation from out of domestic resources should be 
raised by 50 per cent, in the course of 1951-56, i.e., from 
about Rs. 450 crores in 1950-51 to Rs. 675 crores by 
1955-56 which would in effect be taking away about half 
of what is left over from the increase in the national 
product for raising standards of living. When this 
question was discussed at the meeting of the Planning 
Commission Advisory Board in October last, the need 
for evolving a machinery which will mobilise fresh 
savings was pointed out. The increase in the gross 
national product will come about in such a way that 
savings will be widespread, especially in the rural areas. 
Taxation of a kind, mostly indirect, will help to mobilise 
a portion of the new savings. But the taxation policy 
should be such that it does not affect the classes who 
are already oppressed. It may be necessary, however, 
to broaden the basis of the credit structure and attach 
greater importance to the small savings campaign. 

Question No. 25.—Do you accept the view that some 
regulation of consumption standards is desirable as 
a means of releasing larger resources for develop¬ 
ment ? If so, what part, in your view, can tax 
policy play in this process and what should be the 
relative role of direct and indirect taxes in achieving 
the purpose ? 

The need for regulation of consumption standards is 
not desirable because it is already low and the conditions 
anticipated by the orthodox school that inflationary 
pressures released by the Five Year Plan needing regu¬ 
lation of consumption may not materialise. Besides, no 
fresh hardship can be endured by the general population 
who are already on a semi-starvation basis. 

Question No. 26.—How far can tax policy help to pro¬ 
mote the efficiency of the productive system ? Do 
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you think that multiplicity of taxes in India in 
respect of the same commodities and their lack of 
uniformity from Slate to State affect the allocation 
of resources in the community and hence the effi¬ 
ciency of the economy ? Have you any suggestions 
for the rationalisation of the country’s tax structure 
in these respects ? 

Tax policy can promote considerably the efficiency 
of the productive system. This observation is amply 
borne out by the plea put forward by the private 
industrial sector for additional depreciation allowances 
on a tax-free basis and lower corporate taxes in order 
that the efficiency of plant and machinery can be raised 
by effective rehabilitation. Also, the administration of 
the sales tax and taxes on raw materials have resulted 
in a restriction of inter-State trade and unnecessary 
inflation of costs of production. We have already point¬ 
ed out that sales tax on industrial raw materials should 
not be levied while the administration of the sales tax 
should be centrally guided and uniformity in levies 
should be ensured as far as possible. 

Question No. 27.— How far in your view could the tax 
system could be used to secure any order of priorities 
in the development programme in the private sector? 
The tax system could be used to secure a given order 
of priorities, only with a positive approach, in the 
development programme in the private sector by exempt¬ 
ing from payment of income-tax for a longer period 
than now allowed for new industrial undertakings. It 
may also be stated that investments out of current 
income will be exempted from payment of income-tax, 
on a special basis, if they are made in specified 
industries. In effect, the concession offered now to the 
corporate bodies in respect of inter-company investments 
should be extended to the private investor as well. 
But the instrument of taxation should not have a penal 
effect and no effort should be made to determine prio¬ 
rities in this manner. 

Question No. 28.—What are the possibilities and limita¬ 
tions of tax policy as an instrument for economic 
development : 

(a) by influencing over-all demand, 

( b) by reducing consumption and unessential invest¬ 

ment, 

(c) by positive inducements for desirable invest¬ 

ment, 

<d) by redistribution of incomes, 

(e) in other ways ? 

Taxation can be used as an instrument to infh 
overall demand especially as it has been suggested 
some of the indirect taxes have added to costs and 
had an inflationary effect. When consumption standards 
have increased to a desirable level and on account of a 
high level of production available resources are utilised 
for purposes other than absolutely essential, taxation 
policy could be utilised for reducing consumption and 
cutting out unnecessary investment. In the context of 
existing economic conditions, however, it will not be 
advisable to bring about a drastic redistribution of 
incomes though the principle of progressive taxation has, 
in fact, brought about some redistribution. What is 
necessary, however, is to create scope for earning more 
incomes. The possibilities of tax policy as an instru¬ 
ment for economic development have been indicated to 
a certain extent under answer to Question No. 26. 

Question No. 29.—How would you assess the scope and 
efficacy of tax policy as compared to monetary 
policy and direct controls as an instrument of plan¬ 
ned economic development in India ? 

The scope and efficacy of taxation policy as com¬ 
pared to monetary policy and direct controls as an 
instrument for planned economic development in India 
is limited though a good deal will be achieved by care¬ 
ful adjustments and reliefs for furthering the develop¬ 
ment of the private industrial sector. We are opposed, 
however, to direct controls while monetary policy should 
not result in creating undue restriction of credit or 
increase in cost of borrowing. 

Question No. 30. — Do you think that the present tax 
system in India makes for a reduction in inequalities 
of income and wealth ? 

So far as direct taxes are concerned the incidence 
is very heavy on the higher income groups and a study 
of the income-tax revenue statistics furnished by the 
Central Board of Revenue shows that there has been an 
increase in the number and average income of the 
assessees in particular groups, with a reduction in the 
very high income groups. The progression in the rates 
of tax should be less steep as reduction in inequality 
of ir comes cannot be attempted at this stage. 

Question No. 31.—What modifications in the tax system 
woxdd you suggest for securing a larger degree of 
economic equality, consistently with maintaining 
the incentives to capital formation and higher pro¬ 
duction ? 

We are generally opposed to any attempt aiming at 
a drastic, reduction in the inequality of incomes. 


Question No. 32. —What place would you assign to public 
expenditure as compared with the tax system in 
achieving a greater measure of equality of income ? 
It cannot be definitely said that increased public 
expenditure as compared with the tax system can 
achieve a greater measure of equality of income except 
that such public expenditure is found through increased 
tax revenues which can have a regressive effect on 
certain sections of society. The same objective could 
be achieved if the level of general expenditure is step¬ 
ped up and through increased scope for employment 
and generating incomes a more constructive approach 
is adopted. Then, instead of levelling down incomes a 
situation could be brought about by which incomes are 
levelled upwards. Better results could probably be 
achieved if the private sector can increase the tempo 
of activity. The objective should be to raise total 
expenditure and not merely public expenditure as it is 
very often found that there will be more effective utilisa¬ 
tion of available resources if they are made available 
to the private sector. 

Question No. 33.—Have you any changes to recommend 
in tax policy in relation to the investment of foreign 
capital in India ? 

There is no -case for preferential treatment to be 
accorded to the investment of foreign capital in India. 
It is necessary, however, to ensure that the passing of 
legislation like the Estate Duty Act does not lead to dis¬ 
investment and that t ie policy of taxing dividends at 
source does not involve undue hardship. 

Question No. 34.—Article 269 of the Constitution enu¬ 
merates the following taxes which may be levied 
and collected by the Union but the proceeds of which 
are to be assigned to the States : 

(a) duties in respect of succession to property other 

than agricultural land; 

(b ) estate duty iv respect of property other than 

agricultural land; 

(c) terminal taxes on goods or passengers carried 

by 'railway, sea or air; 

(d) taxes on railway fares and freights; 

(e) taxes other than stamp duties on transactions in 

stock exchanges and futures markets; 

(f) taxes on the sale or purchase of newspapers and 

on advertisements published therein. 

How do you assess the possibilities of adding to country’s 
lax resources in i espect of the above items ? 

In regard to (a) and (b) the duties in respect of 
succession to property other than agricultural land and 
estate duty in respect of property other than agricultural 
land mean only a transference of resources from one to 
another, namely iron the private sector to the Ex¬ 
chequer. It is our considered opinion that, in the 
context of the present conditions, such transference 
would prove to be unhealthy as available resources are 
now being put to effective use and industrial develop¬ 
ment has been greatly aided. Terminal taxes on goods 
or passengers carried by railway, sea or air are now 
being collected for providing funds for the local bodies. 
In our view, the whole question of local taxation should 
be considered in a different light and there should not 
be any attempt to penalise the urban citizens to any 
great extent in this way. As regards taxes on railway 
fares and freights, in the U. S. a large revenue is 
derived. In this country there is already some form 
of indirect taxation as it is complained that passenger 
fares and freight rates have been unnecessarily increas¬ 
ed and railways are earning large surpluses. In fact, 
considerable sums cojld be found by way of economics. 
Besides, in view of the fact that railways have been 
nationalised and their surplus resources could be had 
in some form or other for the use of the Central 
Government, there if- no justification for emulating the 
example of the U. S. In that country, railways are 
under private management. Taxes other than stamp 
duties on transactions in stock exchanges and futures 
markets can bring in large revenues only when the 
economy is moi'e developed and business passing is on a 
very much large scale. Any attempt to raise additional 
resources from this direction at the present moment 
would only stultify activity and defeat the objectives. 
The same argument holds good for taxes on the sale 
or purchase of newspapers and on the advertisements 
published therein. 

Question No. 35.—O her possible ways of adding to tax 
receipts which have been suggested are taxes on 
capital, reintroduction of the salt duty, surcharges 
on land revenue, betterment levies, agricultural 
income-tax, soc al security taxes and modification 
of the policy of prohibition having regard to the 
directive principles of the Constitution. What are 
your views regarding the desirability and the pro¬ 
bable scope of iiach of these forms of taxation ? 

We have already explained in detail in our memo¬ 
randum submitted 1o you that the salt duty should be 
reintroduced and in fact should be made to yield a 
larger sum with the definite proviso that the proceeds 
from the duties should be applied for development pur- 
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poses. Surcharges on land taxes are overdue as the 
revenue from this source has been more or less static 
in the past decade and a half and there has been no 
attempt on the part of the Government to secure larger 
revenues even though agricultural incomes have increas¬ 
ed significantly and the higher level of prices for agri¬ 
cultural produce has been greatly advantageous to the 
cultivator. Besides, it will be worthwhile to find cut 
whether uniformity in the levy of land tax could be 
ensured. While the incidence of land taxation is low 
even in Madras and Bombay it is very much lower in 
other States. As regards betterment levies there can¬ 
not be any hesitation as the land-owner in the areas 
where the multi-purpose projects will start functioning 
will benefit greatly and it is stated that there have been 
already a sharp appreciation in land values. The better¬ 
ment levies should be properly conceived and enforced. 
There is scope for a large income from this source. 
As regards the modification of policy for prohibition 
a practical approach is to be adopted. Even in Madras 
where it has been claimed that the policy of prohibition 
has been completely successful there is a demand for 
modification. There should be no taxes on capital gains 
other than betterment fees and no social security taxes. 

Question No. 36.—Do you consider it desirable and 
feasible to levy a tax on unearned increments in 
value of land and other property as a result of 
public projects of development ? 

This question has been partly answered by the 
reference to betterment levies in the previous paragraph. 
It is probably difficult to levy a tax on unearned incre¬ 
ments in value of property other than land as a result 
of public projects of development as the benefit of 
appreciation may not be tangible. In the case of un¬ 
earned Increments in value of land, however, the 
Government should ensure that they get a fair share on 
first sale. 

Question No. 37.—What measures would you suggest for 
increasing the receipts from existing sources of 
revenue ? 

Rigorous assessments by the income-tax and sales 
tax departments by themselves yield larger revenues. 
For this purpose, the personnel of the income-tax 
department should be further increased. Instructions 
should also be given to them to create tax-consciousness 
among the assessees. The administration of sales tax 
should be centralised and the activities of the sales tax 
and income tax department co-ordinated. 

TAXATION AND INFLATIONARY AND 
DEFLATIONARY SITUATIONS. 

Question No. 40.—What are the scope and limitations of 
tax policy as an instrument for dealing with in¬ 
flationary or deflationary situations in Indian 
conditions ? 

The economy of this country is not so organised as 
in the U. K. and elsewhere and in as much as the credit 
structure and foreign trade account only for a portion 
of the transactions that take place daily in the industrial 
and agricultural sectors, tax policy by itself cannot be 
very effective when dealing with the inflationary or 
deflationary situations. The aim must be to canalise 
business transactions through the credit structure as far 
as possible. Then only it will be feasible for Govern¬ 
ment to tackle the inflationary and deflationary situa¬ 
tions through a combination of taxation measures, 
appropriate changes in credit policy and administration 
ot physical and price controls. 

Question No. 41.—In countering inflationary or de¬ 
flationary conditions in the economy, what part 
would you assign to changes in the following : 

(a) direct taxes, 

(b) indirect taxes, 

(i) import duties, ( ii ) export duties, (Hi) excise 
duties, ( iv ) sales tax ? 

Direct taxes have some effect only under very ex¬ 
ceptional conditions. For instance, when the excess 
profit tax was levied during the World War II. Indirect 
taxes, have, however, a more important part to play in 
inflationary or deflationary conditions. Export duties 
can be levied with great effect to keep down internal 
prices as happened in the case of jute, cotton textiles, 
coal and others though one should be cautious in fixing 
the rates of duties. The import duties, excise duties 
and sales tax can be used for tackling deflationary con¬ 
ditions as these levies usually have a discouraging effect 
on consumption, though it has been complained at the 
present moment that these duties and taxes have actually 
had an inflationary effect because the increases have been 
overdue and have added to the cost of living. 

Question No. 42.—To what extent is it possible to in¬ 
crease the inherent capacity of the tax system to 
counteract inflationary or deflationary conditions in 
the economy ? 

(It is possible to Increase the inherent capacity of the 
tax system to counteract inflationary or deflationary 
conditions in the economy, if it is completely organised 
and it is clear that judicious tax adjustments will have 


the desired effect. Until the work in other directions 
has been achieved the tax system will not be able to 
increase its inherent capacity. 

Question No. 43.—What are your views in regard to the 
relative importance of public expenditure policies in 
moderating the forces of inflation and deflation in 
Indian conditions ? 

The importance of public expenditure policies in 
moderating the forces of inflation and deflation in Indian 
conditions can be exaggerated. In fact, the objective 
of public expenditure policies in the present context 
should be such as to provide the necessary momentum 
to sustain a continuous increase in industrial and agri¬ 
cultural activity. It is just possible, however, that when 
there is worldwide inflation some care will have to be 
adopted in regulating public expenditure. Actually, 
fears were expressed to the effect sometime back that 
the large-scaie expenditure under the Five Year Plan 
wiil have an inflationary effect and that ultimately the 
estimates will have to be revised upward. These appre¬ 
hensions, however, have not proved to be correct as the 
inflationary forces, both external and internal, have 
been brought under check fully. Indeed, it has been 
considered necessary since the slump of March, 1952 to 
increase further outlay on the Five Year Plan. 

Question No. 44.—Apart from using tax policy to country 
inflation or deflation in the economy as a whole, 
would you suggest tax changes for dealing with the 
effects of rising or falling prices on particular groups 
of tax-payers or sectors of the economy ? 

Though it has been contended that the middle class 
income groups have been mainly responsible for accen¬ 
tuating inflationary forces there has been a considerable 
change in the basis ot the economy in recent years. In 
our view, in the altered conditions, tax policy should be 
used for countering deflation or inflation in the economy 
as a whole. 

Question No. 45.—Hour do you assess the present situa¬ 
tion in regard to the strength of inflationary or de¬ 
flationary influences, and what adjustments, if any, 
in taxation are indicated in the light of your views ? 

Inflationary forces have been actually brought under 
check completely in the past year or so and with a 
distinct increase in the supply situation there is actually 
need for lightening the burden of indirect taxation which 
bears heavily on particular industries. The authorities 
are aware of the regressive effect of export duties on 
many commodities and changes have been made. 
Nevertheless, it is found that even now hardships are 
still endured. It will now be more advantageous if the 
export duties are removed altogether except, perhaps, in 
some cases. The authorities may not be losers to any 
great extent as with an increase in turnover and profits 
income-tax proceeds will tend to be higher. 

PART II.—DIRECT TAXES. 

RESIDENCE. 

Question No. 46. —Do the provisions of the Income-tax 
Act (Sections 4A and 4B) regarding the determina¬ 
tion of residence of various assessees, viz., individual, 
Hindu undivided family, firm, association, of persons 
and company, require any modification ? In parti¬ 
cular, what is your view regarding the retention of 
the category described as “ not ordinarily resident ”? 

The Committee is of the view' that even though 
Section 4A of the .Act defines artificially the duration of 
residence and marginal cases may be seriously affected, 
the clear direction makes for precision and quick action. 
It has been recommended by the Income Tax Investi¬ 
gation Commission that Section 4B should be modified. 
There is no case for preferential treatment to a resident 
but_ not ordinarily resident to be assessed only on the 
basis of his Indian Income and not world income. 
Section 4B should, therefore, be abolished. 

Income. 

Question Nos. 47 & 48.—Does the definition of “income” 
[Section 2(6C) ij require any modification? Are 
there any receipts of gains which are not taxed at 
present but which, in your opinion should be taxed 
and vice versa ? In particular, what is your view 
regarding the taxing of capital gains ? 

The income of individuals, corporate bodies, insurance 
companies or others should be appropriately defined to 
exclude all capital gains, dividend incomes in the case 
of corporate bodies and capital surpluses arising out of 
valuation in the case of insurance companies, mutual or 
proprietory. The gains accruing to industrial under¬ 
takings through sale of worn out or obsolete plant and 
machinery should not be liable for taxation, even though 
limited to the amount of depreciation previously allow¬ 
ed. This has been the subject of considerable contro¬ 
versy in the U. K. and it is regarded that Section 10(2) 
(vii) of the Indian Income-tax Act causes undue hard¬ 
ship especially as the replacement costs at the present 
moment are very high. The profit on the sale of plant 
and machinery ought not to be subjected to tax, even 
to the extent referred to above, and it can be so enjoined, 



if necessary, that the profits so made are specially ear¬ 
marked for replacement purposes. Facilities should also 
be given to split the income of the husband and wife 
in order that the advantage of an averaging of the 
incomes may be available to the assessees. As the law 
obtains today the incomes of the husband and wife are 
assessed separately and there is no aggregation, except 
in cases where the wife has income from assets trans¬ 
ferred to the wife by the husband. The aggregation in 
these cases is, however, to the disadvantages of the 
assessee and appropriate relief should be given. What 
we suggest, however, is this. Even where the wife or 
the husband has no income the facility should be given 
for submitting a joint return, at the option of the 
assessee, in the manner provided in the U. S. A. The 
greatest advantage of this procedure will lie in the assess¬ 
ment of incomes on the average basis. The split 
income facility was given in the U. 9. A. in 1948. This 
permits the aggregation of the gross incomes of the 
husband and wife and dividing of such combined in¬ 
come in half after deducting their combined personal 
exemptions and credits for dependants. The tax is 
computed on one half of the net income and then multi¬ 
plied by two. This privilege is available only when joint 
returns are filed. Even unmarried individuals, other 
than non-residents are allowed to take advantage of this 
privilege, if they maintain as a principal place of abode 
a household in which there resides one or more depend¬ 
ants, under certain conditions. A similar procedure 
might be adopted in this country. 

Capital gains should not be taxed at all because the 
grains will be largely notional. Besides, fruitful 
employment of funds will be discouraged and investment 
activity will be penalised. Besides, the capital gain tax 
which in force for a short period, sought to penalise the 
group paying income-taxes and particularly gains made 
on the stock exchange even if it came about as a result 
of appreciation in the value of securities over a period. 
This tax certainly discouraged the incentive to invest. 
The anpreeiation in the value of securities comes about 
as a result of a combination of numerous causes. The 
average investor has to be encouraged to a certain extent 
as there is a normal expectation of appreciation in 
capital value over a period. The only limited applica¬ 
tion of taxing unearned increments can be in the case of 
inordinate appreciation in the value of property as a 
result of large-scale public expenditure or construction 
of public projects. With the levy of betterment fees, the 
benefit of which will be derived by the State Govern¬ 
ments, the Union Government will not, however, be able 
to tax again these capital gains. 

Question No. 49.—Have you any comments on the present 

position regarding taxation of profits, which accrue 

or arise abroad, on their repatriation to India ? 

The facilities given to Indian non-residents, who for 
the first time become resident in this country, to re¬ 
patriate profits that have accrued abroad are not exact¬ 
ly calculated to be in the best interests of the country. 
At the present moment, facilities are given to the asses¬ 
sees, coming under the above categories, to repatriate 
accumulated profits within a stipulated period. It has 
also been enjoined that one half of the repatriated profits 
should be compulsorily invested in Government secu¬ 
rities for a stipulated time. In order to encourage the 
repatriation of funds held abroad we suggest that there 
should be a longer time limit in such cases and that the 
compulsory limit for investment in Government secu¬ 
rities should not also be so high. It is just likely that 
on repatriation, the profits are fruitfully employed or 
urgently required by the assessees concerned. The 
hardships in this regard should be minimised. 

Question No. 50.—What change, if any, is called for in 

the definition of “dividend" Section 2(6A) ; e.g., in 

relation to “ bonus shares ”? 

At present bonus shares, so long as they do not entail 
any release of any assets of the company, are not treated 
as “ dividend ” for tax purposes. But if the accumulated 
profits of companies are utilised for the purpose of 
starting subsidiary companies and the shares of sub¬ 
sidiaries are issued as bonus shares to the shareholders 
of the present companies such shares are treated as 
“ dividend ”. The definition of income should be so 
modified as to exclude this “ income ” for tax purposes. 

There is also need for modification of the present 
procedure adopted for the treatment of payments out of 
accumulated profits in a period of six years prior to 
liquidation. It has been stated that payments out of 
accumulated profits, if they have not been capitalized 
already and distributed as bonus prior to liquidation, 
should be treated as income. 'It is likely, however, that 
this procedure will act harshly if it has not been possible 
for the concern to wipe off early losses fully and techni¬ 
cally there has been accumulation of profits in the eyes 
of the income-tax authorities. Since the shareholders 
are always entitled to a return of capital, at least to 
the extent subscribed for by them, it should be ensured 
that only such portion of the accumulated profits in 
excess of the paid-up capital should be attracted to tax. 

It must also be agreed that dividend received by 
nominees on behalf of the real owners should be allow¬ 


ed to be returned as income by the real owner for tax 

and rebate purposes. 

Question No. 51.—Do the provisions of the Income-tax 
Act relating to the taxability of non-residents 
through their business connections in India in respect 
of incomes deemed to accrue or arise within the 
taxable territories (Sections 42 and 43 of the Income- 
tax Act ) affect adversely the interests of persons 
engaged in foreign trade ? If so, ivhat modification 
would you suggest in these sections ? 

There have been many controversial decisions in 
regard to the determination of liability of profits arising 
out of business transactions with non-residents. 

Question No. 52.—What modification would you suggest 
in the definition of “ agricultural income ” Section 
2(1) to avoid the contingency of the same income 
being taxed by the Central Government as well as 
the State Governments, e.g., in respect of income 
from forests, dividends from agricultural companies, 
etc.? 

The definition of “ agricultural income ” as at present 
conceived has certain anomalies in that in the case of 
the tea industry a portion is allowed as agricultural 
income while the balance is charged as business profits 
for tax purposes by the Centre. Besides, the dividends 
derived manifestly from agricultural income, specially 
in the case of tea estates, are not treated as “ agricultural 
income ” and the procedure adopted for rebate purposes 
has given rise to much controversy. Such portion of 
the income which is Ireated as agricultural income for 
tax purposes at the hands of the company should also 
be allowed in the case of the receipients of tea dividends. 
Dividends received from purely agricultural companies 
also should not be included for tax purposes. 

The greatest hardship, however, is now endured by 
Indian citizens possessing agricultural property in India 
and Pakistan. Since income derived from agricultural 
lands situated in a foreign State is treated as non- 
agricultural income for tax purposes by the_ Central 
Government and the tax is payable under Section 10 as 
income from business profession or vocation, there is 
double taxation which has had a crippling effect. There 
should, therefore, be some definite understanding be¬ 
tween India and Pakistan in this regard. 

Question No. 53.—Are you in favour of integrating agri¬ 
cultural income with non-agricultural income for rate 
purposes ? If so, which of the following methods 
ivould you advoca'e : 

(i) Aggregation o' agricultural and non-agricultural 

incomes only under the State Acts ; 

(ii) Aggregation of agricultural and non-agricultural 

incomes only under the Central Act; 

(Hi) Aggregation of agricultural and non-agricultural 

incomes both under the State and the Central 

Acts ? 

We are not in favour of integrating agricultural and 
non-agricultural incomes for this purpose though it will 
be necessary to ensure that the revenue through taxa¬ 
tion of agricultural incomes is increased. The agricul¬ 
tural income-tax is not levied uniformly. Neither is 
the tax imposed by all the States. It is desirable to have 
centralised direction and defined policies. The benefits 
accruing as a result of the taxing of agricultural incomes 
should continue to be available to the State Govern¬ 
ments comnletely as there is already a feeling that the 
Centre has kept for itself the more fruitful sources of 
revenue and any attempt towards further centralisation 
for thi; benefit of the Centre will be resisted. 

Question No. 54.—Would you recommend the abolition, 
by a suitable amendment of the Constitution, of the 
distinction between agricultural and non-agricul¬ 
tural incomes ana the taxation of both types of 
income, aggregately under a Central Act ? 

Having regard to the answer to Question 53 ihe 
amendment to the Constitution empowering the Central 
Government to levy taxes on agricultural income is not 
necessary. 

Question No. 55.—Is the treatment given to irregular and 
fluctuating income in the present law satisfactory ? 
In particular, should any changes be introduced — 

(i) to average income over a number of years where 

receipts are irregular and fluctuating; 

(ii) to spread lump sum receipts over a number of 

years ? 

The treatment given to irregular and fluctuating 
incomes in the present law is not satisfactory. 

In respect of artis s, authors and others there are 
at present facilities to average incomes over two or three 
years as the case may be. But the average income 
over-assessed has proved to be higher than actual 
experience and we feel that a longer period, say five 
years, should be allowe i for averaging the income. Also, 
in view of the peculh r nature of the work, a greater 
portion of the income should be made eligible for earned 
income exemption. The same treatment should be ac¬ 
corded to profits arising out of contracts and dividends 
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for periods longer than a year declared in one year as 
in the case of cumulative preference shares. 

Question No. 56.— Do you think the present provisions 
regarding exemption of charitable and religious 
trusts need any modification ? If so, in what 
respects ? 

The principal criterion should be to ensure that the 
income of charitable and religious trusts is utilised for 
charitable purposes for the benefits of Indian nationals 
both in 'India and abroad. Business profits of trusts 
should be exempted from tax while expenditure incur¬ 
red on education of Indian nationals in foreign countries 
should be allowed for tax purposes. The present faci¬ 
lities given to private trusts should continue to be avail¬ 
able. 

Question No. 57. —(i) Should the business profits of co¬ 
operative enterprises, which are not exempt, be 
charged to income-tax and super-tax ? If so, should 
co-operative societies be treated as companies or 
should a lighter levy be imposed ’ In case the 
exemption is continued, should it be restricted to 
certain categories of co-operative enterprises ? 

(ii) Do you agree with the view that the income derived 
by co-operative housing societies by way of rent 
should not be treated as income from property asses- 
able to income-tax ? Would you, in this respect, 
differentiate between tenant co-partnership housing 
societies and other types of housing societies ? 

(in) It has been suggested that there are divergent de¬ 
cisions by different Income-tax authorities in respect 
of assessment of income of co-operative societies 
from sources other than business. If this is so, 
please indicate such decisions and the measures you 
would suggest to secure uniformity in assessment. 

(i) The business profits of co-operative enterprises 
should normally be charged to income-tax and super¬ 
tax as they rank in the same category as trading con¬ 
cerns. It will, however, be necessary to continue to 
exempt credit co-operative societies. 

(ii) The income derived by co-operative housing 
societies cannot be treated fully as income from property 
assessable to income-tax as there is a capital element 
in the rents received especially in the case of tenant 
co-partnership housing societies. In the U. K. house 
building societies have been very successful as the taxa¬ 
tion policy has been properly conceived. It is very 
necessary in the present conditions for the promotion of 
building activities which will help generate employ¬ 
ment. 

Question No. 58.-—Are you in favour of continuing the 
concessions given to new industrial undertakings 
under Section 15C of the Income-tax Act ? Have 
initial and extra depreciation allowances made the 
concessions practically infructuous ? If so, what are 
the directions in which the provisions of this section 
should be modified ? 

The concessions given to new industrial undertakings 
under Section 15C of the Income-tax Act exempting 
profits for five years ending March, 1954 up to 6 per 
cent, per annum on the capital employed have not in 
fact been fully operative as in many cases the initial 
and special depreciation allowances have been so large 
that the profits have not been taxable. There is, how¬ 
ever, a fundamental difference between the relief obtain¬ 
ed as a result of the concessions under Section 15C and 
the relief obtained as a result of the larger provision 
out of profits towards initial and extra depreciation 
allowances. In the former case, there is a real advant¬ 
age while in the latter there is only deferred tax pay¬ 
ment. In order to help those industrial undertakings 
which have incurred large expenditure on buildings, 
plant and machinery it must be so arranged that the 
profits are assessed for tax purposes in the manner as 
if no initial depreciation allowances are permissible and 
the additional sums towards depreciation which interfere 
with concession, should be allowed to be used towards 
reduction of taxable profits when the occasion for pay¬ 
ing taxes arises. If some arrangement like the above 
were not devised the objective ot giving encouragement 
to new industrial undertakings will not be satisfied. 
Also, we feel that companies embarking on expansion 
plans should be allowed similar concessions in respect 
of that capital which is employed for expansion pur¬ 
poses. Again, Section 15C (ii) is restrictive in effect 
and it should be so arranged that companies are enabled 
to take advantage of the benefit for five years from the 
date of commencement of production. The amendment 
act no doubt has extended the facility so that it can be 
available for concerns which come into production 
before 1954. This restriction should be removed. 

Question No. 59.—A suggestion has been made that 
banking profits of foreign branches of Indian banks 
should be given concessional treatment for cax pur¬ 
poses in order to encourage the opening of branches 
abroad. What are your views ? 

In order to build up invisible exports and help finance 
a larger part of our foreign trade through the establish* 
ment of branches of India in foreign countries, conces 


sional treatment for tax purposes should be given. This 
is very necessary because Indian banks have to reekon 
with serious competition from established foreign bank¬ 
ing institutions and the cost of establishing and running 
branches in foreign countries is prohibitive. Profits for 
a period of ten years might be exempt from taxation 
especially as they will be subject to taxation in the 
foreign countries. 

Question No. 60.—Should any liberalisation be made in 
the present limits of exemption from tax of life 
insurance premia and contributions to provident 
funds ? 

It has been persistently pointed out that the present 
limits of exemption from tax of life insurance premia 
should be increased from one-sixth of the annual income 
allowed presently to one-fourth of the annual income 
and that the maximum amount also should be increased 
from Rs. 6,000 to at least Rs. 10,000. This will help 
capital formation in the private sector considerably and 
encourage thrift. Besides, contributions to provident 
funds should be allowed as deductions separately. 

Question No. 61. — (i) Do you favour the grant of larger 
depreciation allowances to assist industry to finance 
the considerably increased costs of replacement of 
assets ? If so, how and in what form should they 
be given — 

(a) by larger depreciation allowances on new assets; 

(b) by revalorisation of existing assets; 

(c) by treating the excess of replacement cost over 

original cost as revenue expenditure ; 

(d) by any other method ? 

We have already discussed the question of deprecia¬ 
tion allowances and replacement costs, in a studj 
published by the Association, copy sent herewith. The 
conditions in this country are peculiar and it has so 
happened that on account of the intervention of World 
War II and the heavy wear and tear due to intensified 
working over several years, in connection with the war 
effort, it has become necessary to replace plant and 
machinery. The process of rehabilitation bids fair to 
occupy several years. Even with a conservative policy 
in regard to the payment of dividends and regular allo¬ 
cation to reserves it has not been possible to find the 
requisite resources to retain intact physical capital. The 
experience of individual industries has not been uniform 
and in spite of the best efforts considerable arrears of 
replacement have to be made good. It will not, there¬ 
fore, be possible for the private industrial sector to 
carry out the programme unaided. The existing depre¬ 
ciation allowances enable only a larger write off in the 
earlier years, after the new plant and machinery have 
been installed. As there is a ways and means problem 
and many industrial units have not been able to think 
even in terms of large-scale replacement of worn-out 
plant and machinery, owing to the paucity of existing 
resources, additional depreciation allowances on a tax 
free basis may be granted in respect of plant and 
machinery will represent some technical progress and 
the higher price might be offset to a certain extent by 
increased efficiency and in view also of the fact that the 
Exchequer may not be able to bear the excess cost of 
replacement fully in the shape of depreciation allow¬ 
ances. We suggest that half the net differential cost 
should be granted in the form of additional tax-free 
depreciation allowance. The necessary sums made avail¬ 
able in this manner could be credited to a fund to be 
drawn upon by the units concerned at the time of actual 
replacement. 

Question No. 61 (ii).—What is the justification for assist¬ 
ance from public resources to certain classes of tax¬ 
payers only by way of covering partially the excess 
of replacement cost over original cost of old assets 7 
The private industrial sector in this country can claim 
assistance from public resources as it suffered greatly in 
the inter-war period due to the unhelpful policies of the 
then existing Government and during the war years 
there was kill-to-death working of available machinery. 
The profits earned did not provide adequately for wast¬ 
age of capital while due to the dependence on outside 
sources of supply and the non-availability of capital 
goods for quite a long time, after the termination of 
hostilities, available resources have been found inade¬ 
quate and replacement costs have risen high. All the 
established industries have to renew their plant and 
rr'ichinery simultaneously and in the next few years a 
good part of the rehabilitation programme will have to 
be completed. It is very essential in the interest of 
the general economy to revitalise the industrial sector 
and enable it to retain its physical capital intact. 

Question No. 61. —(iii) In case adequate justification 
exists for assistance by Government in the form of 
tax concessions to meet the situation, what safe¬ 
guards should be prescribed to see that the funds 
so made available are utilised for the pu^oses for 
which they are introduced ? 

It is not as if the various managements have been 
sitting idle and have not made serious efforts to push 
through the rehabilitation of various industrial units. 
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as far as possible. In fact, as has been pointed out by 
us in our study entitled “ Depreciation Allowances and 
Replacement Costs ”, the various industries have utilised 
available resources for meeting the increased require¬ 
ments for replacing plants and of working capital. The 
difficulties have been so serious that it has been neces¬ 
sary to utilise fully profits ploughed back as well as free 
resources and also raise additional capital in various 
forms and increase current debts in the bargain. With 
the result, in the absence of adequate capital formation 
within the corporate sector and liberal depreciation 
allowances for replacement of over-aged plant and 
machinery, it has become difficult for the same rate of 
progress to be maintained and the expectation in the 
coming years will not materialise. 

Having justified the need for the grant ot additional 
depreciation allowances on a tax-free basis and lower 
tax on undistributed profits, the Government might 
probably enjoin that such of the funds as are not im¬ 
mediately put to use for replacement purposes and which 
accrue to the credit of the companies concerned out of 
special concessions, should be deposited in a special fund 
created for the purpose such that the unused resources 
are available for meeting the requirements of others in 
needs. This special ear-marking of resources released by 
Government will help the rehabilitation programme to a 
great extent. Under our scheme, such of those units 
as have to replace plant and machinery after a period 
of years and are in a position to earn special deprecia¬ 
tion allowances could make available these sums for use 
by others. If pooling was done on this basis and the 
benefits of concessions are made available only when 
capital expenditure is incurred on the replacement pro¬ 
gramme it would be possible to ensure that the funds 
are utilised for the purposes for which they are intended. 

Question No. 62.—Are any changes called for in the 
classification of assets for purposes of depreciation, 
rates of depreciation and methods of computing the 
allowances ? 

There should be a more scientific classification of 
assets for purposes of depreciation. At present difficulty 
is encountered in respect of buildings which have been 
renovated or extended. Besides, moving parts having a 
greater rate of depreciation have not been classified as 
such. As regards the rates of depreciatwn and methods 
of computing the allowances, greater latitude should be 
given for writing otf of obsolescence. In fact, the accele¬ 
rated depreciation method, as adopted in the United 
States and elsewhere, should be followed while in respect 
of old plant and machinery we have already suggested 
that greater depreciation should be allowed in order that 
increased costs of replacement do not cause any great 
difficulty. In regard to normal depreciation allowances, 
there should be a reversion to the procedure adopted 
prior to 1948-49. At the present moment, depreciation 
charges are allowed only on the basis of the actual 
number of days worked. This naturally involves con¬ 
siderable work in the department as well as on the part 
of the assessees. Besides, it may not be possible for 
plant and machinery to work continuously over a period 
due to unforeseen circumstances. It is also necessary 
to remember that depreciation is greater when plant and 
machinery are idle. 

Question No. 63.—Should any rax concessions he given 
to encourage development of mineral resources ? If 
so, what form should they take ? In particular, 
should depletion allowances on wasting assets be 
allowed '! How should it be computed for different 
kinds of assets you have in view ? 

Tax concessions should be given to encourage the 
development of mineral resources. 'It has been re¬ 
presented for a long time to the authorities in this 
country that special consideration has not been given to 
the peculiar nature of the business of mining as the 
profits earned are dependent on the life of the reserves 
and there is a capital element involved in determining 
profits in the real sense of the term. So far as mining 
concerns are concerned it is thus necessary to devise 
depreciation allowances on a different basis. In the 
advanced countries of the West such as Canada, U. S. A., 
etc., depletion allowances are permitted. The reserves 
of minerals are exhausted over a period and the life of 
a company operating such resources is dependent on the 
life of the reserves of minerals exploited and the rate 
of extraction, different from manufacturing of goods or 
other items. It is necessary, therefore, to calculate 
depletion allowances in such a way that the loss of 
capital on account of wastage of assets is recovered over 
a period. 

The nature of depletion allowances will, of course, 
vary with different kinds of assets and^ the different 
character of the resources. In the case of iron ore this 
allowance need not be very liberal as the resources are 
inexhaustible and it may not be possible for any single 
mineowner to work out property in a short period of 
years. In the case of coal, manganese ore, gold and 
others there is, however, need for a different policy. 

In the U. S. A. provision is made for depletion in the 
case of coal mines at 5 per cent., metal mines, fluorspar, 
china clay, flake graphite, ball saggor and rock asphalt 


mines at 15 per cent, and sulphur mines or deposits at 
23 per cent., on the gross income from the property 
during the taxable year. 

In addition to the above allowances percentage de¬ 
pletion at the rate of 15 per cent, of gross income from 
the property is allowed on bauxite, vermiculite, beryl, 
feldspar, mica and tale (including pyrophilite), barite, 
lepidolite, spodumene, phosphate of rock, throna, bento¬ 
nite, gilsonite, thenardite (from brines or mixtures of 
brine) and potash mines or deposits. 

As in the case of oil and gas wells, there is excluded 
from the gross income of the taxable year as a basis for 
this percentage of depletion deduction of an amount 
equal to any rents or royalties paid or incurred in such 
year by the taxpayer in respect of the property, and in 
no event can this percentage-of-income depletion allow¬ 
ances exceed 50 per cent, of the net income from the 
property. 

Question No. 64.—In what form would you provide for 
personal and family allowances — 

(i) exempting the first slice of income from tax ; or 
(it) providing specific allowances for family and 
dependants ? 

In the case of (i), do you consider that the first slice — 
Rs. 1-1,500 you give to the Hindu Undivided family ? 

As in the advanced countries of the West, provision 
should be made in the Indian income-tax regulations for 
granting larger family allowances. At present 
only the earned income relief and life insurance premium 
relief are afforded It is imperative that children’s 
allowances and dependent relatives’ allowances on the 
model of the advanced countries should be granted. The 
procedure suggested is, that, after arriving at the total 
income of the individual assessee, deductions should be 
allowed depending tn the size of the family on a per¬ 
centage basis. A reasonable amount of the medical 
expenses incurred by the family (subject to a certain 
maximum) should also be allowed to be deducted from 
the total income. Reasonable allowances should also 
be given for expenses incurred in connection with edu¬ 
cation and travel (of a special type). The tax on this 
net income should be calculated on the basis of a unified 
rate structure. If this method is adopted it will not be 
necessary to have a slice like 0-1,500 which should be 
tax free. In the United Kingdom the total number of 
assessees in the income-tax bracket is 20 million. But 
after the grant of various allowances only 15 million pay 
income-tax. 

Question No. 65. — Should the present law regarding 
admissible expenses Section 10 (2) be altered. If so, 
please indicate with reasons, the items of expenses 
( i) which are not now admissible but, in your view, 
should be adtnissible and (ii) which are now _ admis¬ 
sible but, in your views should not be admissible ? 

With the new responsibilities on business and industry 
to provide amenities to staff and with the large expendi¬ 
ture incurred in respect of tax returns, employment of 
technical experts, selling of wares, etc., the Income Tax 
Department should adopt a reasonable attitude and 
allow particular items of capital expenditure which are 
not exactly productive or revenue expenditure which has 
an element of capital expenditure to be debited to the 
revenue account. No difficulty should be encountered in 
respect ot expenses incurred for business purpose, edu¬ 
cation, etc. In regard to payment of bonus to staff, 
there is a disposition on the part of the authorities to 
question such payments if they happen to be excess of 
2 or 3 months’ salaries or wages. Where bonuses have 
been actually paid even if they exceed 2 or 3 months’ 
salaries or wages and are considered “ excessive ’ by the 
authorities, they should be allowed for as expenses for 
tax purposes. No difficulty should be experienced in 
this regard. 

RATE STRUCTURE— 

Question No. 66. — (a) Are you in favour of combining 
income-tax and super-tax into a consolidated levy ? 
(b) What are the merits or demerits of such a step 
from the point of view of (i) assessees. (ii) adminis¬ 
tration ? (c) Are vou satisfied with the degree of 

progression in the present rate structure (both 
income-tax and super-tax) specially in regard to its 
economic effects ? ’d) In case you consider a change 

is necessary, what alternative rate structure woidd 
you recommend? <e) Should the rate of surcharge 
levied tinder Article 271 of the Constitution also be 
graduated ? 

We are in favour of combining the income-tax and 
super-tax into a consolidated levy so far as personal 
incomes are concerned. There is no special merit involv¬ 
ed in the present procedure except that, for income-tax 
purposes, earned income allowances are given. Besides, 
the rates of super-tax are so steep especially in the 
higher ranges that the incentive to earn has been serious¬ 
ly discouraged. The ra e structure should thus allow 
for gradual progression and not more than nine annas 
in the rupee should be charged on the highest income 
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slabs. This maximum rate should be reached at a level 
not less than Rs. 2J lakhs. 

We have already indicated in Part I that the income 
and super taxes levied in India are among the highest 
in the world, indeed next only to the U. K. An analysis 
of the rates levied in the U. S. A. and Canada, however, 
shows that the maximum rate of 88 per cent, is attracted 
in the U. S. A. on incomes above Rs. 20 lakhs on the 
split income basis. In Canada, the maximum rate of 
80 per cent, is paid only on incomes over Rs. 20 lakhs 
(1950-51). The economies of these countries, it should 
be remembered, are highly advanced and unless in¬ 
centives are given in the case of assessees in a country 
like India, which is rather backward relatively, the 
necessary progress cannot be attained. 

As far as possible the practise of levying surcharges 
should be discontinued as it has always happened that 
surcharges levied over a period have been ultimately 
consolidated into basic rates. 

In regard to corporate taxation, the burden in 
Australia is very much less. In the latter country, only 
6sh. in the Pound on the first £5,000 and Ish. in the 
Pound on the balance is levied in the case of public 
limited companies. In the case of private limited 
companies, 4 sh. in the Pound is levied up to £5,000 and 
6 sh. on the balance. Actually, in Japan there is no 
income-tax in respect of corporate profits as it is regard¬ 
ed as sufficient “ to impose the income-tax upon the 
stock holders, etc., as the income-taxation ”, when the 
corporate income is distributed among the stock-holders. 
In computing the income-tax of an individual, however, 
“ such amount paid or the corporation tax is credited 
against the income-tax and only deficiency, if any, is 
collected as income-tax. In India, apart from the fact 
that depreciation allowances on the basis of original cost 
result almost in taxation of capital, the burden of 
corporate taxes is as much as 45 per cent, even allowing 
for the rebate in respect of undistributed profits against 
less than 35 per cent, in the case of public limited 
companies and less than 30 per cent, in respect of private 
limited companies in Australia. 

Question No. 67.— Have you any change to suggest in the 
exemption limit for individuals (Rs. 4,200) and for 
Hindu undivided families (Rs. 8,400)? 

It is not really necessary to raise the exemption 
limits if the allowances asked for in answer to Question 
64 are given. 

Differentiation. 

Question No. 68. —(a) Are you in favour of a distinction 
being made between earned and unearned incomes ? 
What is the economic justification for such a distinc¬ 
tion ? (b) Is the present definition of “ earned 

income ” in Section 2 ( 6AA) of the Income-tax Act 
adequate in this respect or would you suggest any 
modification ? (c) Shoidd the quantum of relief now 

afforded be extended or reduced ? If so, to what 
extent ? 

We are in favour of continuing the distinction be¬ 
tween earned and unearned income. It is very necessary 
to distinguish between the two types of incomes as then 
only it will be possible to give greater encouragement 
to individuals who seek to increase the wealth of the 
country through their personal efforts. 

The definition of “ earned income ” in Section 2 (6AA) 
of the Income-tax Act is satisfactory enough but it 
would be necessary to allow uniformly a fixed percent¬ 
age of the earned income for exemption purposes as, 
otherwise, greater effort would be discouraged. At 
present 20 per cent, of the earned income up to Rs. 20,000 
is eligible for earned income exemption and above this 
level only Rs. 4,000 is allowed. Having regard to the 
fact that the middle income groups have grown in im¬ 
portance and the increased salaries have no great 
significance, under inflationary conditions, it is necessary 
to make available this concession on a percentage basis, 
for all those who are in receipt of earned income. 

Question No. 69.—Have you any change to suggest re¬ 
garding the principles followed in valuing stocks of 
a business for assessment purposes ? 

The usual method of valuing stocks and stores at the 
end of the accounting period is to take the lesser of the 
actual cost or the market price. Average prices over 
the period are also taken and these are permissible by 
the Department if this had been the consistent practice. 
It is also permissible to value a portion of the stock at 
the lower of the market or cost price and the others 
by the average price method. (Vide C. I. T. vs. Chari 
& Ram, 1949, I. T. R. I.) We feel that the present pro¬ 
cedure should continue. It is necessary, however, to 
make a provision for writing off exceptional losses on 
account of the decline in the value of stocks as happened 
early in 1952 after the accounts have been closed in 
many cases. While liberal facilities for the payment of 
taxes might be helpful, unexpected developments have 
actually resulted in wiping off the profits which were 
computed on a particular basis. In these cases there 
should be a revision of assessments. 
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Miscellaneous. 

Question No. 70.—Do you consider that any change is 
called for in the method of assessment of the Hindu 
undivided family ? If so, in what respect ? 

The facility for individual assessment should be 
given to the various major members of a joint-family 
as in the event of a large number of claimants the 
incidence of taxation, even with the doubling of the 
exemption limit as at present, has tended to be heavy. 
It should be so arranged that the individual members 
are treated as if they are eligible for exemption limits 
on the normal basis. 

Question No. 71.—Should exemption from income-tax 
be allowed in respect of voluntary surrender by 
managing agents of the whole or a part of managing 
agency commission ? What safeguards should be 
laid down against misuse of such a provision ? 
Exemption from income-tax should be allowed in 
respect of voluntary surrender by managing agents of 
the whole or a part of managing agency commission, as 
the managing agents have helped to a great extent 
businesses in difficulty and the commission due had to 
be waived if the profits were low or heavy losses had 
been incurred. Also, in some cases commission has 
been forgone for application to philanthropic or chari¬ 
table purposes. In such cases, there should not be any 
difficulty in obtaining exemption and it should not be 
made conditional that the managing agents should 
declare their intention in advance. Reasonable safe¬ 
guards can be adopted. But the intention behind the 
act of the managing agents should be the guide. 

Question No. 72.—On what basis would you suggest that 
double income-tax avoidance agreements should be 
concluded between India and other countries ? 
Double income-tax avoidance agreements should be 
concluded between India and other countries only in 
such cases where there is definite advantage accruing 
to us or it is possible to attract foreign capital. It is 
necessary to have clear-cut arrangements in regard to 
taxation of profits from businesses or individuals in 
order to promote trade and industry. 

Question No. 73.—Is the present law relating to deter¬ 
mination of “ Bona fide annual value ” of property 
and deductions allowed from it satisfactory ? If not, 
please give any alternative proposals you have in 
this respect. 

The bona fide annual value should not be artificially 
determined and the owner should not be obliged to pay 
tax on incomes which are not in accordance with realities 
and here there has been no attempt to suppress income. 
In fact, the owner should be enabled to have refunds 
of tax when rents are in arrears and could not be re¬ 
covered. The deductions allowed are not such as to 
encourage constructional activity. It is necessary to 
permit regular depreciation allowances on private build¬ 
ings as well. 

Question No. 74. —Is any change required in respect of 
provisions relating to carry forward of losses ? Are 
you in favour of allowing losses to be carried back¬ 
ward in case of cessation of business ? 

There should be provision for the carry forward of 
losses without any limit as it has happened to many 
business to sustain losses over a long period in the 
formative stage or due to unforeseen circumstances. 
Even though it would mean loss of revenue immediate¬ 
ly to the Exchequer the facilities to carry back Josses 
should be given to peculiar cases where it is not possible 
to pay taxes immediately and there was no possibility 
of returning to the profit earning stage in a reasonable 
time. It may, however, be considered necessary to run 
the businesses for other considerations. Some facility in 
this respect is available in Japan. !In the event of cessa¬ 
tion of business, losses should be allowed to be carried 
back for at least three years. There should also be 
provision for set off of losses carried forward against 
various businesses. 

Question No. 75. —Do the provisions relating to the pay¬ 
ment of advance-tax under Section 18A of the 
Income-tax Act need any modification ? 

In a period of high profits or stable profits the pay- 
as-you earn scheme was very helpful to the Exchequer 
and the assessees also did not experience any great 
difficulty in meeting the demands of government. But 
with the change from a sellers to a buyers market the 
demands on the basis of the previous year’s assessment 
have caused great hardship. Besides, considerable 
difficulty has been experienced in getting refunds when 
the advancement payments proved to be in excess of 
the taxes due. Section 18A should not, therefore, be 
operative in the present conditions. 

Question No. 76.—Do the principles underlying the 
assessment under Section 34 of the Income-tax Act 
need any modification ? 

The powers under Section 34 are so sweeping that 
it has very often led to arbitrary assessment and un¬ 
necessary harassment. In a country where the average 
assessee is not well informed, the penal element in 
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assessment under Section 34 should not be heavy and 
reopening of assessments over a period of 4 years should 
not be adopted. There should be a finality about assess¬ 
ment completed and which relate to a period earlier than 
four years. It has so happened that the assessees con¬ 
cerned have not been regularly submitting returns or 
making separate returns and there is no deliberate in¬ 
tention to evade taxes. In the absence of regular 
accounts summary assessments have had a penal effect. 
Actual penalties have added to the crushing burden. 

It would be helpful from the point of view of asses¬ 
sees if the Income-tax Department could ask for specific 
information on particular points and give them to 
understand what information they have in their posses¬ 
sion. If there has been unintentional escapement no 
harassment should be caused, and penalty should not be 
levied except where there is wilful evasion. 

Question No. 77.— What measures would you suggest for 
simplifying the procedure of assessment in order to 
reduce the cost of compliance with tax regulations 7 

Greater reliance should be placed on the reports of 
Auditors and their statements should be accepted. 
Departmental delays also should be avoided as far as 
possible and Section 23(B) should be deleted as pro¬ 
visional as well as actual assessments cause unnecessary 
hardship. So long as Section 18A is in force there 
should be immediate refunds of excess tax paid to avoid 
needless hardship to the assessee. 

Question No. 78.—It has been suggested that the Appel¬ 
late Tribunal should have powers to enhance assess¬ 
ments in the same manner as Appellate Assistant 
Commissioners have. What is your opinion ? 

At present only the Appellate Assistant Commission¬ 
ers have got powers to enhance assessments. The 
Appellate Tribunal can only make an observation and 
it is for the Income-tax officers to act. There is, there¬ 
fore, no case for worsening the position of the assessee. 

Taxation of Companies and Shareholders. 

Question No. 79.— Do you recommend that an element 
of progression should be introduced in the corpora¬ 
tion tax ? 

Except in regard to the distinction between small 
and large businesses, the element of progression in the 
corporation tax has not been adopted in any of the 
important countries in the world. Besides, since 
corporate activity is based on the co-operative effort of 
a large number of individuals belonging to the com¬ 
munity it would be invidious to accept the principle of 
progression. We have actually suggested that the 
income-tax and corporation tax should be combined. 
The total rate also should be fixed lower. 

Question No. 80.—Would you advocate different rates for 
different types of corporate enterprises, e.g.— 

(i) small industries ; 

(ii) cottage industries ; 

(iii) private limited companies or what may be term¬ 

ed proprietary companies; 

(iv) halains companies ? 

Except for the difference in tax rates as applicable 
to small and big corporate bodies the tax machinery 
cannot be of much help in developing small scale and 
cottage industries. Other methods have to be adopted. 
It may be stated that the corporation tax, when levied, 
should not be applicable to companies earning profits 
below Rs. 25,000'. 

Question No. 81.—There is a demand for the exemption 
of inter-corporate dividends from corporation tax. 
Do you consider this justified and, if so, why 1 

The demand for the exemption of inter-corporate 
dividends from corporation tax is completely justified as 
we have already put forward the suggestion that the 
concession that is now in operation regarding the receipt 
of dividends from new industrial undertakings which 
have come into existence after March 31, 1952 should 
be extended to all. It will then be possible to utilise 
available funds for productive purposes. It will be 
recognised that there is no case for taxation of the same 
income twice and the corporation tax paid at source 
should also be eligible for tax credit. This suggestion is 
inherent in our proposal for a consolidated levy on 
corporate profits. 

Question No. 82.—Do you think that any special pro¬ 
visions are necessary for the assessment of — 

(a) banks; and 

(b) investment companies ? 

Do existing rules relating to assessment of insurance 
companies, especially mutual insurance associations, 
require any change ? If so, in what respect ? 

Banks and Investment Companies are in receipt of 
dividend and interest on securities on a -substantial scale 
and it has been represented that this portion which goes 
to make up profits should not be liable for corporation 
tax. This suggestion will be met in part if our claim 
for including corporation tax for rebate purposes is con¬ 
ceded. It is necessary to strengthen the credit structure 


and encourage the promotion of investment trusts by 
according special concessions. 

As regards insurance companies the controversies 
relating to taxation of entire valuation surpluses should 
be considered and it should be ensured that no part of 
the surplus which has arisen out of the payment of load¬ 
ed premiums is taxed. The Income-tax Amendment Act 
has exempted from tax 80 per cent, of the amounts 
reserved for or expended on behalf of policy holder. 
But since Government have regimented the insurance 
industry the entire amount reserved for or expended on 
behalf of policy holders should be exempted completely. 
In any case, mutual companies should be accorded 
favourable treatment. Besides, insurance companies 
transacting life business must be taxed at a lower rate 
than now. 

Question No. 83.—Do you think that differentiation 
should be made between distributed and undistribut¬ 
ed profits of companies for tax purposes ? If so, on 
what grounds ? What change would you suggest in 
the present quantum of differentiation in favour of 
undistributed profits ? Should the concession in 
future be restricted to particular industries ? 

If the tax concession in favour of undistributed profits 
is allowed to continue as at present or in a modified 
form, what measures would you suggest to ensure — 

(a) that retained profits are not used as a device by 

shareholders of private limited companies to 
evade super-tax; 

(b) that retained profits are actually applied for pro¬ 

ductive purposes ? 

In particular, are the provisions of Section 23A of the 
Income-tax Act satisfactory ? If not, what changes 
would you suggest 7 

In order to promote capital formation in the corporate 
sector it has been repeatedly emphasised by our Com¬ 
mittee that there should be differentiation between 
distributed and undistributed profits of companies for tax 
purposes and that undistributed profits should not be 
taxed at all. At present, a rebate of only 1 anna per 
rupee is allowed in respect of undistributed profits. It 
is very necessary to encourage the ploughing back of 
profits as far as possible as the established industries 
particularly are not able to find the necessary funds fox- 
replacing worn-out plant and machinery and on account 
of the inflationary rise in prices, the requirements of 
working capital also have increased considerably. Any 
concession in the matter of exemption of undistributed 
profits should be extended to all the industries. It will, 
however, be desirable 1o have a simplified tax levy which 
will produce the desired results. 

In regard to Section 23A the compulsion to distribute 
60 per cent, of profits or 100 per cent, where reserves 
equal the capital is acting as a great handicap. This 
section should be completely deleted and it should also 
be agreed that profits distributed by private limited 
companies, in which there is proprietory element, should 
be treated as earned incomes. Besides, for the duration 
Section 23A is in force as there should be facility for 
prior consultation with the Income-tax Officer and where 
a dividend has been distributed in prior consultation no 
penalty should be leviable if the profits are found to be 
larger later. It may be difficult to compel immediate 
utilisation of retained profits though the actual trend 
is towards complete absorption of available funds for 
productive purposes and there has actually been an 
increase in current debts after utilising all available 
debts. It may, however, be directed that, over a period 
of years, the profits are applied for productive purposes. 

Question No. 84.—Do you think, in view of the fact that 
profits distributed by a company are subjected to 
corporation tax, it is appropriate that they should 
also be charged to super-tax in the hands of share¬ 
holders ? If not, what are your suggestions in this 
regard 7 

Tax free dividends can be subjected to super-tax in 
the hands of share-holders if the Government agree to 
make eligible for rebate purposes super-tax paid by 
companies in respect of dividend income returned by 
individual assessees for tax purposes. We have, how¬ 
ever, been urging that corporation tax paid by companies 
should also be eligible for rebate purposes for all as 
it will encourage investment activity. Besides, when 
it is recommended that income-tax and super-tax should 
be unified, credit should be granted for the entire tax 
paid to all dividend recepients. 

Question No. 85.—Would you consider that industrial, 
commercial and similar other enterprises undertaken 
by the Centre, the States and Local Bodies should 
be required to contribute, from their earnings in the 
way of income-tax or in other ways, to general 
revenues 7 

Industrial, commercial and similar other enterprises 
undertaken by the Centre, the States and Local Bodies 
should be required to contribute from their earnings by 
way of income-tax or in other ways just as the private 
sector is obliged to dc. Only in that event it will be 
possible for Government to know that activities in the 
public sector are carried on correctly. 
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Evasion and Avoidance of Tax. 

Question No. SC.— What measures would you suggest for 
the greater use of the services of Chartered Ac¬ 
countants for assisting in the determination of the 
taxable income of assessees ? What obligations 
should be placed on a Chartered Accountant, when 
he certifies a statement of accounts of an assessee 
for purposes of income-tax assessment ? In parti¬ 
cular, with a view to minimising evasion of tax, 
would you recommend that the certificate cf 
Chartered Accountant should invariably accompany 
the return for business income over a certain limit ? 
If so, ivould you suggest that a form of certificate 
should be prescribed indicating the scope of the 
check that should be exercised by Chartered Ac¬ 
countants who render the certificate mentioned 
above ? Do you agree that fees payable by assessees 
to Chartered Accountants for such certificates should 
be restricted to a schedule to be prescribed by 
Government ? 

The Committee have already indicated in the reply 
to Question No. 77 that the certificates of Auditors can 
be accepted for expediting assessments. The Chartered 
Accountants should for their part discharge their func¬ 
tions properly and if need be a regular form of certificate 
can be prescribed. The department, however, should 
not make it obligatory for the assessees to secure their 
certificates. The form of the certificate should be drawn 
up by the Institute of Chartered Accountant in consulta¬ 
tion with the Central Board of Revenue. It should be 
made optional in order to expedite assessments. 

Question No, 87. — What changes would you suggest in 
the present law relating to the representation of 
assessees before Income-tax authorities (Section 61) 
in order to ensure — 

(i) effective representation of assessees at reason¬ 

able fees ; 

(ii) a minimum level of proficiency on the part of 

representatives regarding the subject of in¬ 
come-tax law, rules and regulations ? 

We do not feel that there should be any major change 
in the existing law. It will, however, be 
helpful if in the case of new assessees or illiterate asses¬ 
sees the Income-tax Department can provide the neces¬ 
sary help and thus bring about equitable assessment and 
develop closer relations with the tax paying public. 
There should actually be Departmental Officers appoint¬ 
ed for the purpose. A beginning has been made with 
Public Relations Officers. But those cannot discharge 
the functions which we expect. 

Question No. 88. —Will it assist in checking evasion if 
the names of the persons who are penalised for con¬ 
cealment of income are published ? 

In view of the fact that there have been genuine 
cases of difference regarding the nature of income 
returned or whether such income is eligible for tax 
purposes or not it will not be correct to publish the 
names of persons who are 1 penalised ’ for concealment 
of income. Besides, it will be against the existing 
practice which we consider correct. 

Question No. 89.—Do you think that the present, practice 
of excluding, from taxable profits, perquisites given 
to employees of business undertakings results in 
considerable loss of revenue ? If so, please state the 
perquisites you have in mind, and how they should 
be dealt with for the purpose of taxation. 

There is not much benefit derived by employees of 
business undertakings in the perquisites given to them. 
No changes are, therefore, required. 

Question No. 90.—In the case of a company under liqui¬ 
dation, what steps, if any, would you suggest for 
safeguarding payment of tax dues before any pay¬ 
ments are made to shareholders ? 

We do not believe that the Government will be 
entitled to any special treatment to safeguard payment 
of outstanding dues. Outstanding tax payments should 
rank in the same fashion as other liabilities. 

Question No. 91.—Do you think that, in order to minimise 
evasion and avoidance of tax, there is a case for 
conferring larger powers on income-tax authorities ? 
If so, what further powers should be given to them ? 
In particular, should powers to search premises and 
seize documents and books of accounts be given to 
Income-tax authorities ? If so, what is the lowest 
grade of officer on whom you would confer these 
powers ? 

Tax evasion is not anything peculiar to this country 
and it has always happened due to the inefficiency of 
the departments or the lack of the suitable personnel. 
Even with better administration and greater co-operation 
between the authorities and the assessees much of the 
tax evasion can be prevented. Drastic powers to search 
premises and seize documents and books of accounts 
should not be given to the Department. 

Question No. 92.—What precautions are necessary and 
possible to prevent the creation of an artificial legal 
entity—a trust or a private limited company or a 


partnership, especially family partnership—•either 
for avoiding payment of income-tax or for fraction¬ 
ing of income to escape higher rates ? Would you 
recommend the use of penalty rates of tax to mini¬ 
mise such practices ? 

It would be hard to distinguish between genuine and 
artificial cases and it has so' happened in the past decade 
and a half that corporate activity has been helpful in 
furthering development of industry and trade. Within 
the framework of law, it is always open to the assessee 
to adjust his affairs in a manner which attracts the 
minimum tax liability. It would be worthwhile to 
undertake an enquiry into the working of the various 
firms of buniness organisations and find out whether the 
interests of Government have suffered. No penal rates 
of tax should, in any event, be imposed. Everything is 
dependent on prompt and fair assessment. 

Recovery. 

Question No. 93.—In the case of a registered firm, would 
you advocate recovery of unrealised tax of any 
partner from the firm as such or from the other 
partners ? 

Recovery of unrealised tax of the partner cannot be 
affected from the firm as such or from other partners, 
as the drawing would have already been made in 
respect of a particular accounting period though it may 
be directed that, in the event of the continuance of the 
interests of a partner in the partnership concerned, the 
future share of profits might be earmarked for the pay¬ 
ment of tax dues. The firm or other partners should be 
informed accordingly. The liability is always to be borne 
by the partner concerned. 

Question No. 94.—Are present arrangements relating to 
recovery of income-tax adequate ? Would you 
advocate the Income-tax Department having a 
separate machinery for enforcing the recovery of 
arrears of tax ? 

The present arrangements relating to the recovery of 
income-tax are rather sufficient. It would nevertheless 
be advantageous to have a separate machinery for en¬ 
forcing the recovery of arrears of tax within the Depart¬ 
ment itself as there is at present lack of co-ordination 
between the Income-tax Department and the Certificate 
authorities and unnecessary harassment is caused to the 
assessee. If the machinery were in existence there would 
probably be scope for better understanding of the 
difficulties of the individual or corporate assessees and 
the necessary arrangements can be made through mutual 
co-operation. 

Question No. 95.—What provisions should be made to 
ensure timely collection of tax from private limited 
companies ? Do you consider that liability for pay¬ 
ment of tax in such cases should be placed upon 
shareholders of the company in proportion to their 
shareholdings ? 

Timely collections of tax from private limited 
companies can be made only through timely assessment. 
There is no case for fixing the liability for arrears of tax 
on the shareholders even if it be in proportion to their 
shareholdings, as in that event there would be no mean¬ 
ing to the principle of limited liability. 

Question No. 96.—If income from any property is includ¬ 
ed for assessment purposes in the hands of a person 
other than the ostensible owner, would you agree to 
the tax so assessed being also made recoverable 
from such property ? 

Any attempt to recover tax assessed on income from 
property included for tax purposes in the hands of a 
person other than the ostensible owner to be recover¬ 
able from such property which will create legal com¬ 
plications. 

General. 

Question No. 97.—What concrete measures should be 
taken to improve the relations of the Income-tax 
Department with assessees, especially in regard to — 

(i) provision of free advice to small assessees on 

the following points: 

(a) maintenance of accounts in a form acceptable 
to the Income-tax Department; and 

(b) matters such as filing returns of income, 

claiming refunds, facilities for tax payment, 
expeditious disposal of assessments, etc. 

(ii) provision of information on various matters 

relating to assessment proceedings, such as 
disposal of refund applications, adjournment 
applications, examination of records, etc., 

(iii) arrangement of work so as to obviate the neces¬ 

sity of assessees or their representatives 
having to wait in Income-tax Officers for un¬ 
duly long periods; and 

(iv) securing of the largest measure of agreement on 

facts between the assessee and the depart¬ 
ment at Income-tax Officer level ? 

Greater effort has recently been made to establish 
closer association between the assessees and the Income- 
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tax Department. Public relations Officers have been 
appointed but in the large centres particularly co-ordi¬ 
nation is still not effective and there will have to be a 
greater effort in this direction. 

(i) (a) It is desirable to have accounts maintained in a 
standard form by which it is easy to secure the desired 
particulars. But while this standardisation of accounts 
can be achieved only over a period, unnecessary diffi¬ 
culties should not be created in the way of assessees 
if the expectations of the Department are not fulfilled. 

(b) The individual assessee who is not well-versed, 
particularly the smaller traders, have considerable 
difficulty in filing returns, claiming refunds and asking 
for spread of tax payments over a period. In all such 
cases the Department should help the assessees in com¬ 
plying with their requirements. 

(ii) At present it is very difficult to get any typed 
copies of assessment proceedings or assessment orders 
and as a rule there is an unwillingness on the part of 
the Department to dispose of quickly refund applica¬ 
tions. A time limit should be fixed for this purpose. 
Besides, there is disinclination also to take up cases 
where refunds are involved and assessments are unduly 
delayed. There is also an anxiety to examine accounts 
in detail in these cases and disallow items as far as 
possible. We urge, therefore, that a constructive ap¬ 
proach should be adopted and that the Department 
should not be specially concerned where taxes are due 
and otherwise when taxes have to be refunded. 

(iii) Either due to lack of suitable personnel or 
because of an incorrect understanding of the cases in¬ 
volved it has not been possible to arrange work in such 
a way that the necessity of waiting could be obviated. 
There is greater awareness at the present moment. But 
more officers are needed. It would also be appreciated 
if the difficulties of assessees are more seriously con¬ 
sidered. There are even no waiting rooms or facilities 
for assessees to await their turn and keep their books, 
etc. 

(iv) The largest measure of agreement on facts 
between the assessee and Department can be secured 
at Income-tax Officer level if there is an open mind and 
a disposition to go through the books. Instead of pick¬ 
ing holes, if the whole case is studied first and then in 
detail later, points of dispute could be reduced Greatly 
in number. The procedure of disposal through affidavits 
can be adopted. 

Question No. 98.—What changes would you suggest in 
the existing arrangements relating to : 

(i) issue of notices ; (ii) simplification and filing of 
returns ; (iii) levy of -penalties : (iv) recovery 
of tax; and (v) appellate procedure and 
machinery, particularly with reference to 
administrative control over Appellate Assis¬ 
tant Commissioners ? 

(i) Notice should be individually addressed in view 
of the importance of the assessees concerned. As at 
present the liability should not be placed on the assessee 
if a public notification is not taken cognisance of and 
the forms from the Department are not received in time. 
Sufficient time for submitting the return should also be 
given. 

(ii) More recently the Department has recognised the 
need for simplification of forms and filing the returns. 
Hitherto, a common form has had to be filed. This, 
besides involving the use of unnecessary stationery has 
had a confusing effect. If the various assessees could 
be classed into different classes and appropriate forms 
could be devised, disposal will be greatly facilitated. 
Even the new forms decided upon recently are not freely 
available. Greater publicity should be given to the 
decisions of the Central Board of Revenue. 

(iii) The levy of penalties should not be resorted to 
light) v and except in very severe cases no deterrent 
penalties should be imposed. We believe that in no case, 
the penalty should exceed 50 per cent, even in regard 
to Assessments under Section 34. Also, the automatic 
imposition of penalties and issue of notices should not 
be done by the Income-tax Officer in consultation with 
the Appellate Assistant Commissioner. Only the Tri¬ 
bunal should have the powers to impose penalties. 

(iv) As has already been suggested, the Income-tax 
Department should have a machinery of its own and 
there should not be that lack of co-ordination between 
Certificate Officers and Income-tax Department ns at 
the present moment. In fact, there is great confusion 
now about, payments received from the assessees towards 
tax dues and issue of receints. Even where tax refunds 
are due corresponding adjustments are not made and 
the Certificate Authority is not duly notified. It will 
ereatlv facilitate the recovery of arrears of taxes if the 
Denartment itself can handle these matters and establish 
direct relations with the assessees Only in the last 
resort Certificate Officers should come into the picture. 
The Appellate procedure and administrative control over 
Appellate Assistant Commissioner should be laid down 
bv the Ministry of Law. There should thus be separa¬ 
tion of the judiciary from the executive, 


Question No. 99. —(a) Do you think that undue delay 
occurs at present in the course of assessment pro¬ 
ceedings ? If so, what do you attribute this to and 
what are your suggestions for remedying this ? 

(b) In order that delays of the kind mentioned above do 
not appreciably affect collection of a substantial 
portion of the tax due, should any special concessions 
be provided to assessees to induce them to make 
advance payment of tax ? 

Note. — Some of the above questions were considered by 
the Income-tax Investigation Commission. If you 
have any remarks to offer on any points raised by 
them, they may be included in your replies to this 
part of the questionnaire. 

Assessments should be speeded up considerably. 
Income-tax Officers should work in greater peace and 
have the necessary assistance at their disposal. Files 
are not regularly maintained. Assessees also should be 
given an opportunity to discuss the matter in confidence. 
Particularly in the bigger centres. Income-tax Officers 
have been crowded in large rooms and there is loud 
discussion leading to disclosure of secrets and confusion 
in thinking. If functioning of the Department could be 
better streamlined, the assessees will be greatly helped. 
Simply because the Department is not in a position to 
expedite assessments it should not be made obligatory on 
the part of assessees to pay a substantial portion of the 
taxes due. It may, however, be indicated that in the 
case of assessees who are willing to pay the taxes, special 
concessions will be given, such as payment of interest 
on deposits or rebate on taxes on a percentage basis. 

Special Business Taxes. 

Question No. 100. — What, in your opinion, would be the 
circumstances which would justify the levy of Excess 
Profits Tax or special business taxes ? 

In our opinion, the evy of Excess Profits Tax or 
Special Business Profits Taxes is extremely unjustified. 
The Excess Profits Tax imposed in World War II no 
doubt brought large reve nues to the Government. But 
the established industries particularly have suffered 
grievously on account of ihis imposition and the rehabili¬ 
tation programme is suffering greatly now. In 
exceptional conditions there is probably a case for higher 
taxes in the order to enable the Government to derive a 
share of the profits arising out of exceptional conditions. 
But E. P. T. is so had in principle and regressive in inci¬ 
dence that it should not be reimposed at any time. If has 
penalised efficiency and encouraged undesirable methods 
of expenditure leading to distortion of the cost structure. 
As for Business Profits Tax. the disastrous effects of 
Mr. Liaouat Ali Khan’s levy in 1947-48 are vivid in the 
minds of the Government and assessees. There is no 
case for its imnosition as it has all the disadvantages of 
Excess Profits Tax and particularly in present conditions 
a demoralising effect on capital formation. 

Death Duties. 

Question No. 101. — What are your main reactions to the 
Estate Duty Bill at present before Parliament ? 

The Estate Duty Bill, which has become law should 
not have been brought before Parliament in the present 
conditions. Only when the national income is very high 
and it is considered necessary to bring about eouality 
in the level of income and wealth, the Estate Duties 
could be levied. In fact Indian Society is so constituted 
that only succession or inheritance duties can be levied 
after a period of years The effect of Estate Duties will 
be only to create disturbances in the economic structure 
with unfavourable effects from the long-term point of 
view. Immediately, there will be no improvement in 
the general conditions of the masses. 

Question No. 102.—Would you in the matter of rates of 
lew differentiate between self-acquired property 
tormina the estate of a deceased and property in¬ 
herited by him ? 

Tf estate duties are to be levied at all there wifi have 
to be a differentiation in the matter of rates of levy 
between self-acauired prooertv forming the estate of a 
deceased and nrooertv inherited by him. This will at 
least retain the incentive to earn. In fact we would 
go so far as to suggest that anv prooertv can be assessed 
to estate duties onlv after it has uassed hands at least 
once. Ilf these suggestions were adooted the incentive 
to arcumulate wealth wifi be encouraged and the re¬ 
gressive nature of the estate duties will be overcome 
psnecialb r as the princinle of succession or inhe”itance 
duties will be satisfied at least urv to one stage. In anv 
case, there is n«ed for a downward revision of duties 
when they are levied. 

PART III—COMMODTTY TAWS: (CENTRA!, AND 
STATE) CUSTOMS. 

Import Duties. 

Question No 103 .—Do von thmk that n nv c hnnoes are 
necessary in the Indian Customs Tariff in respect 
of — 

(i) grouping of commodities ; 



455 


(ii) additions to and alterations in tariff items : 

(iii) correlation with the Import Trade Control 

Schedule; 

(iv) clarification in nomenclature and in units of 

measurement or weight ? 

Changes are necessary in the Indian Customs Tariff 
in respect of— 

(i) grouping of commodities. The policy in regard to 
the levy of duties on imports should be determined by 
the end use of the articles imported. For this purpose, 
it is necessary to have the classification in such a way 
that it is easily possible to know what are essential im¬ 
ports and what are required for direct consumption by 
the community and what items are required for process¬ 
ing or otherwise. It will be necessary for this purpose 
to have sub-groups within the main groups and indicate 
clearly what are industrial raw materials, semi-manu¬ 
factured items for processing, consumer items, which 
are luxuries, not manufactured within the country, con¬ 
sumer goods imported to make good internal deficit, capi¬ 
tal goods, auxiliary items, etc., etc. The changes will 
have to be so made that, as far as possible, an effort is 
made to conform to international classifications. 

(ii) The present policy of indiscriminate levy of im¬ 
port duties is not helpful. It is, of course, difficult to 
form any definite idea regarding the relative importance 
of the duties on specified items as a source of revenue. 
No duties should, however, be levied on industrial raw 
materials, capital goods or semi-manufactured items 
required by industries for processing. It would be possi¬ 
ble to make additions to tariff items if care were taken 
to itemise suitably Item No. 87 “ All Other Articles not 
otherwise specified, including articles imported by post”. 
Numerous items which have grown in importance over 
a period have been jumbled in this group and the inci¬ 
dence of the import duties has also not been on a 
rational basis. 

(iii) The Import Trade Control Schedule has led to 
unnecessary difficulties as there is no proper relation¬ 
ship with the tariff schedule and very often doubts have 
arisen about the types of goods imported. There should 
be some permanent machinery which would be respon¬ 
sible for giving an authoritative ruling with regard to 
the relation of a particular article imported, with the 
tariff schedule. 

(iv) International classification should be followed 
as far as possible, as indicated earlier. While standardi¬ 
sation of weights and measurements is desirable wher¬ 
ever feasible, where the usages are correctly understood 
they should be left undisturbed. The absence of any 
details regarding the quantum of imports in many cases 
in the present classification has made effective com¬ 
parisons and a proper study of the trends in imports 
difficult. 

Question No. 104 .—(i) What considerations should 
govern the fixation of rates of import duties for 
different groups or sub-groups of commodities or 
for special tariff items ? 

(ii) Have you any modification to propose in the 
present rates of duties in the light of the considera¬ 
tions suggested by you ? 

(iii) Do you consider that import duties should 
be reduced in respect of any specific commodities 
in order to reduce the scope for smuggling ? 

(iv) Are there any cases within your knowledge 
where duties on the constituent parts are higher 
than on the finished product ? Is there adequate 
justification, in your opinion, for this differentia¬ 
tion ? 

(v) Do you think that owing to high rates of 
duties the yield on any commodity has reached the 
point of diminishing returns ? 

(i) It may be necessary to derive large revenues 
from import duties for some considerable time to come. 
But suitable changes should be made in import duties 
with a view to improve working conditions for indus¬ 
tries and bring about reduction in costs of production. 
The list of items should be properly scanned so that it 
is possible to pass on more effectively the incidence 
of taxation to the rural and semi-urban areas. There 
should also be effective co-ordination between fiscal 
and tariff policy. 

(ii) The duties on imported raw cotton, capital 
goods, heavy electrical machinery, etc., should be 
abolished, to mention only a few. The anomalies in 
respect of duties on hand and power operated machines 
should be eliminated as also those pertaining to items 
which are likely to be confused with one another. 

(iii) In the present conditions smuggling is not 
brought about mainly by high import duties. The 
quantum allowed under the Import Control Trade 
Schedule also has an important bearing. Besides, 
smuggling, even with reasonable duties is being carried 
out on a large scale on account of the existence of 
foreign pockets in this country and the presence of a 
large land frontier between India and Pakistan. 


(iv) There are many cases where the commodities 
on the constituent parts are higher than on the finished 
product,-as for instance, in the case of the Automobile 
industry because protection is intended to be given for 
the manufacture of particular items. But there are 
other cases where, as for instance in chemicals, the 
duties are having a deterrent effect and industries have 
suffered thereby. The necessary modifications in those 
cases should be made. It is more important, therefore, 
to define clearly the purpose of the high import duties 
on commodities and determine periodically whether the 
desired results have been obtained. 

(v) As indicated above it is very difficult to state 
in the present circumstances whether the high rates 
of duties on commodities have been responsible for 
reaching the point of diminishing returns. In the past 
few years the trend of imports has been rather erratic 
while the administration of import control measures 
has not been on the desired lines. However, in view 
of the fact that per capita consumption of many items 
in this country is low, so long as the import products 
are not highly priced and the tariff policy is helpful, 
the stage of diminishing returns may not be reached 
for sometime yet. It might be stated, however, that 
in the ease of luxuries which become necessities over a 
period, as for instance in the case of motor cars, if the 
policy of protection-cu?n-subsidy could be followed, the 
development of Indian industry on particular lines 
could be ensured while the market for motor cars and 
trucks is expanded. There is no doubt that the prohi¬ 
bitive cost of cars and trucks has been responsible to 
an important extent for the poor Indian demand. 

Question No. 105.—Is the relative use of ad valorem 
and specific duties in the Indian Customs Tariff 
satisfactory ? If not, in what respects would you 
enlarge or restrict the scope of application of either, 
vMether used singly or in combination ? 

The importance of the use of ad valorem or specific 
duties on imports is dependent on the objective of the 
authorities. If the revenue aspect is mainly emphasised, 
ad valorem duties will be found advantageous in a 
period rising prices. It may be so stated, in these 
cases, the ad valorem duty or specific duty is payable 
whichever is higher. This provides an adequate safe¬ 
guard against undevaluation if there is an attempt in 
that direction. 

In regard to protective duties, however, it is better 
to be more specific as price fluctuations might defeat 
the purpose of protection when there is a sharp decline 
in import prices arid ad valorem duties happen to be 
levied. In these cases where it is clear that internal 
costs are rigid and protection on a definite scale is 
necessary specific duties might be levied. 

Even though protective dutjes are levied, the bulk 
of the duties are for revenue purposes.. It is, therefore, 
necessary to use ad valorem and specific duties in com¬ 
bination where it is not possible to distinguish between 
the various items and there is difficulty in respect of 
valuation or scope for evasion. 

Question No. 106. —(i) In what circumstances would you 
consider “ tariff values ” a satisfactory basis for 
assessment of import duties ? (Section 22 of the 

Sea Customs Act). 

(ii) Are there any commodities to which you 
ivould extend the application of “ tariff values ”? 

(iii) What changes, if any, should be made in 
the procedure for determining “ tariff values "? 

Tariff values have their use only from the adminis¬ 
trative point of view. Also, where there are difficul¬ 
ties in valuation. In a period of stable prices tariff 
values are probably convenient. But in a period of 
fluctuating prices they may operate invidiously as when 
prices are rising an importer coming in later or has 
arranged his deliveries conveniently might actually pay 
lower rates. Revision of Tariff values is actually 
delayed and an extension of this system, even though 
desirable from the point of view of administrative con¬ 
venience, might lead to sacrifice of revenue. As has 
been pointed out appropriately ad valorem duties with 
tariff values are in effect specific duties for the period 
during which there is no change in tariff value. Tariff 
values, if they are found necessary, when valuations 
present difficulties and/or complications, should be ex¬ 
tended only to commodities on which duties are levied 
for revenue purposes and no protective element is in¬ 
volved. 

There must be a defined procedure for fixing tariff 
values especially in times of changing prices. When 
conditions are normal the average of prices over a 
longer period, say three years, may be adopted but when 
prices are fluctuating violently the average of prices for 
six months should be adopted. There should be 
a committee of official and business representatives for 
this purpose and this should meet periodically. 

Question No. 107 .—(i) What changes in your opinion 
are necessary in the present provision ( Section 30 
of the Sea Customs Act ) regarding the determination 
of “ real value ” and why ? 
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(ii) Would you suggest any specific measures to 
counter the evasion of import duties through deli¬ 
berate uuder-valualion ? 

(iii) Have the methods of valuation in the Sea 
Customs Act proved satisfactory in relation to trade 
through the land customs border, especially on the 
Indo-Pakistan border ? If not, ‘have you any 
specific suggestions to make in this regard ? 

More definite procedures for determining “real 
value ” by Appraisor is necessary. Even though it is 
desirable to prevent undervaluation and ensure to the 
Exchequer proper collection of revenues, it is found in 
practice that where the appraisor interferes there is 
payment of higher duty and the adoption of wholesale 
prices at the port of entry for valuation purposes leads 
to the payment of larger sums where ad valorem duties 
are involved. The customs authorities should as far 
as possible ascertain prices ruling in export markets 
and attempt to effect fair assessment where genuine 
cases are involved. It is in any case necessary for the 
customs authorities to build up an organization, as 
indicated earlier, which will devote special attention 
to the difficulties encountered by them and keep track 
of developments in countries abroad. Ordinarily, 
C.I.F. prices should be taken into consideration for 
assessing “ real value ”. 

Question No. 108—What changes would you suggest in 
the matter of granting exemptions from, or reduc¬ 
tions in, import duties especially in regard to : 

(1) raw materials used for essential industries ; 

(2) materials used for scientific research; 

(3) materials imported for charitable and humani¬ 

tarian purposes ; 

(4) materials imported for stimulating desirable 

activities, such as agricultural develop¬ 
ment ; and 

(5) necessaries of life ? 

The raw materials used for essential industries 
should be exempted from import duties as also mate¬ 
rial used for scientific research and charitable and 
humanitarian purposes. Materials imported for sti¬ 
mulating desirable activities, such as for agricultural 
development could be brought in either free or on 
payment of small duties while necessary supplies could 
be taxed to secure revenues as well as enable a shift 
in the incidence of tax burden to a larger section of the 
community than at present. 

Question No. 109. —To what extent do you think 
revenue might be sacrificed in the interests of bila¬ 
teral or multilateral fiscal arrangements such as 
GATT or the preferences in favour of certain Com¬ 
monwealth countries ? 

The objective in these cases is to promote the volume 
of trade consistently with providing the necessary en¬ 
couragement to Indian interests. Preferences have not 
been helpful to any great extent. In regard to GATT 
also the experience has not been satisfactory and we 
are against India continuing to be one of the signatories. 

Question No. 110.—Under ivfoat circumstances should 
customs duties be used in preference to import 
quotas as a means of restricting imports ? 

When the balance of payments position is not un¬ 
favourable and it is intended, as at present, to regulate 
consumption of unwanted items, deterrent duties may 
be levied on certain classes of imports in preference to 
import, quotas. 

Question No. 111.—In what respects should the present 
law regarding “ draw-backs ” and “ warehousing ” 
be altered in order to assist the export trade in 
manufactured goods which involve the use of im¬ 
ported raw materials ? 

The present arrangements regarding draw-backs and 
warehousing should be modified in such a way that the 
necessary adjustments could be made more easily. In 
the case of cotton textiles considerable complaints have 
been made about the delay in getting the refunds of 
the duties paid on imported cotton while it has been 
necessary to continue to purchase further quantities 
involving large capital outlay. Similar is the case in 
regard to the cashewnut trade. 

Question No. 112.—Have you any suggestion to make 
regarding the administration of the Sea and Land 
Customs Acts, especially in regard to — 

(a) facilities for settlement of disputes arising 

out of appraisement; 

(b) penalties imposed under the Act and the 

appellate procedure relating to them ? 

It sometimes happens that one consignment contains 
3 or 4 items of different categories while the dispute 
relates to only one of them. In such cases the whole 
of the consignment is detained by the customs autho¬ 
rities and subjected to wharfage. There are also the 
usual risks involved in keeping the goods in the docks 
It is, therefore, suggested that in such cases only those 
items under dispute should be detained and the balance 
released, 


In the ordinary course the appellate authority is the 
Collector of Customs where the actual assessment pro¬ 
ceedings are conducted by a Customs Collector who is 
ordinarily an Assistant Collector of Customs. In com¬ 
plicated cases this Officer takes the advice of the Col¬ 
lector of Customs before issuing orders. On appeal, 
the case comes to the Collector of Customs and since 
he will have already made up his mind earlier, the 
appeal becomes a farce. Again sometimes, when an 
appeal is pending, a Collector of Customs who has 
handled the case is promoted to the Central Board of 
Revenue and the order which he has passed earlier in 
his capacity as Collector of Customs comes to him. He 
is naturally prejudiced and so the case tends to be 
decided against the assessee. It is therefore suggested 
that the appellate authority with regard to the cases 
dealt with by the customs authority should be Central 
Board of Revenue. It should be a fundamental prin¬ 
ciple that no appeal should be heard by a man who 
has dealt with the same case at a lower stage. 

At present the Finance Secretary has got powers to 
revise a decision given by the Chief Customs authority 
in a dispute under the .Sea Customs Act. As in the 
case of the income-tax there should be an independent 
appellate tribunal to hear the decisions of the customs 
authority. Again, in levying penalties the rigour of 
penalty sometimes increases with the successive penalty 
cases. It is suggested that there should be a time limit 
whereafter a particular penalty imposed upon on im¬ 
porter is not taken into consideration in deciding the 
quantum of penalty in subsequent cases. 

Importers are also harassed by the Customs autho¬ 
rities by adopting dilatory tactics in implementing the 
decisions of the Courts. It is essential to ensure that 
the judgment of the Courts is carried out promptly and 
faithfully. 

Question No. 113.—Under what circumstances. In your 
opinion, should export duties be imposed ? 

Export duties should be imposed only as anti-infla¬ 
tionary measures and the Government, except in very 
few cases, should not except to derive any large reve¬ 
nues from exports of manufactured items particularly. 
It has been already indicated in our answer to Question 
8 that the levy of export duties on jute manufactures, 
coal and cloth has had a discouraging effect on exports 
and (hat in the case of the former two industries parti¬ 
cularly legitimate profits due to them have been denied 
and the Exchequer has benefited at their expense. 

Question No. 114.—What measures would you suggest 
to achieve greater flexibility in the rates of duties 
to accord with the changing conditions of export 
markets ? 

As far as possible the rates of duties should be fixed 
on an ad valorem basis as specific duties have had a 
crippling effect in a declining market. Besides, a Com¬ 
mittee of the Commerce and Finance Ministries should 
be constantly watching the trends in the export markets 
and effect changes in export duties as and when neces¬ 
sary Since unnecessary speculation will be encouraged 
by frequent consultation with the interest concerned 
it has been suggested that the Government have not 
found it possible to have intimate contacts with industry 
and trade for this purpose. But in view of the import¬ 
ance of the questions at issue and the need for ensuring 
continuity in exports it is very necessary to have a 
special machinery for this purpose, as indicated above. 

Question No. 115.—-Would you suggest that the whole or 
a part of the receipts from certain export duties 
should be founded for financing schemes for pro¬ 
moting long range development of the export trade, 
subject to the obligations under GATT ? 

The receipts out of export duties can be used partly 
for financing schemes for promoting long range deve¬ 
lopment of export trade as a whole, though special 
consideration should be given to the industry which 
contributes substantially to the revenues. In the case 
of export duties levied on manufactured items, how¬ 
ever, funding can be done with the definite object of 
refund to the industries concerned when in difficulty. 
The jute industry particularly has been responsible for 
earning for the Exchequer over Rs. 150 crores in 1949-52 
while it has not been able to earn for itself even re¬ 
asonable profits. It has naturally been urged that a 
part of this income should be given back to the industry 
in order to enable it to get through the rehabilitation 
programme. 

Question No. 116--Would you, in the interests of reve¬ 
nue or from any other point of view, recommend 
increased participation by the State in import and 
export trade If so, what form do you think 
should such participation take ? 

Notwithstanding the recommendations of the State 
Trading Committee there is no case for the State to 
participate to an increasing extent in the import and 
export trade. In particular cases, however, the State 
can handle imports, as for instance grains, fertilisers, 
etc. Even here it is our considered opinion that private 
importers can handle the trade more efficiently and 
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that there could be a considerable saving in foreign 
exchange expenditure thereby. 

CENTRAL EXCISES. 

Question No. 117.—Do you regard as satisfactory the 
present selection of commodities for purpose of 
levying excise duties ? If not, what changes would 
you suggest and why ? 

Excise duties have acquired great importance in the 
past two decades and it has been necessary to increase 
the revenues from this source as the receipts from 
customs duties were declining on account of the dis¬ 
placement of imports of cloth, sugar, steel, paper, etc. 
As the Indian industries grew in stature it was neces¬ 
sary to impose countervailing excise duties. Besides, 
the needs of the Government increased and it was found 
as a source of revenue from indirect taxes excise duties 
were an ideal medium. The increase in receipts of 
excise duties in the past two decades will be evident 
from the table given at the end. There is some com¬ 
plaint in regard to the administration of excise duty 
on tea and tobacco. These may be looked into. 

There is scope, however, for extending the list of 
excised commodities. New excise duties can be levied 
on the manufacture of footwear (organized section of 
the industry). 

Question No. 118— (i) Have you any changes to suggest 
in the present rates of excise duties ? 

(ii) Are the provisions regarding valuation satis¬ 
factory where ad valorem excise duties are levied ? 

(i) The excise duty on sugar has had a discouraging 
effect on consumption and it has not been recognised 
fully that the unscientific policy in regard to fixation 
of prices for sugarcane, the levy of cess and the excise 
duty have unduly inflated costs of production. In 
regard to cloth as well the conversion of the ad valorem 
duties into specific duties have become more onerous. 
(These have since been reduced.) The authorities were 
anxious to secure their revenues by doing away with 
ad valorem duties which presented administrative diffi¬ 
culties. The imposition of specific duties with the re¬ 
moval of control measure and the decline in prices have 
actually become unbearable and one of the main reasons 
for cloth not moving into consumption as freely as it 
should is the levy of specific duties. There is need to 
secure as large revenues as possible but not at the ex¬ 
pense of consumption. 

(ii) The difficulty has been felt in regard to the 
administration of specific duties on tobacco and there 
is confusion. The administration has tightened up 
regulations but it would be helpful if ad valorem and 
specific duties are combined judiciously. If this were 
done the yield could be very much more than now 
even with the existing rates. 

Question No. 119.—Do you think that the differential 
rates of duty on different types of unmanufactured 
tobacco, other than flue-cured, should be replaced 
by a uniform rate of duty ? Have you any other 
suggestions regarding the tobacco excess tariff ? 

The differential rates of duty on different types of 
unmanufactured tobacco, other than flue-cured, are in¬ 
evitable to a certain extent as there is a considerable 
difference in the types of tobacco used for various pur¬ 
poses. The number of categories, however, could be 
reduced as it will facilitate administration and not 
afford much scope for corruption to the Excise Depart¬ 
ment. 

Question No. 120.—Do you think that the lower rate of 
duty on the cottage match industry has been help¬ 
ful to its development ? If not would you suggest 
any change in the existing rates of duties ? 

The lower rate of duty on the cottage match industry 
would have been helpful to its development if the 
organised section were not competing so effectively. 
Even if the existing rates of duties are completely re¬ 
moved it is doubtful whether the cottage match industry 
will thrive. Other measures will have to be devised 
such as the provision of splinters, chemicals, etc., in a 
convenient form. 

Question No. 121.—Do you think that the arrangements 
for the assessment and collection of excises in res¬ 
pect of manufactured and unmanufactured commo¬ 
dities require simplification ? In particular, please 
comment on the present system as regards : 

(a) licensing, 

(b) warehousing, and 

(c) transport 

of excisable commodities. 

Bond facilities, licensing, etc., have been helpful In 
realising the revenue for Government. But in parti¬ 
cular cases hardship is involved as for instance in the 
tea trade both in regard to drawback as well as pay¬ 
ment. 

Question No. 122.—Do you agree that a part of the pro¬ 
ceeds of excise duties may be earmarked for ex¬ 


penditure on research and development schemes 
designed to improve the quality and marketability 
of the commodities ? 

Where no cesses are levied a part of the proceeds o£ 
excise duties may be earmarked for expenditure on 
research and development schemes. Provincial cesses 
have not been found helpful as in the case of sugar 
It will be necessary to co-ordinate the activities of the 
Central and State Governments in this regard. But 
there can be no special levy or earmarking for purposes 
unconnected with the industry concerned. The levy of 
a cess on mill cloth to promote the handloom industry 
is undesirable. 

Question No. 123.—Do you think that the imposition of 
excise duties has affected adversely the develop¬ 
ment of industries producing excisable commodi¬ 
ties, e.g., their size and competitive capacity in ex¬ 
port markets ? 

In so far as heavy excise duties in the case of cloth 
have had a discouraging effect on consumption the 
industry has not been able to utilise its capacity fully 
and lower its cost of production even though it has 
succeeded to a great extent against serious odds. Parti¬ 
cularly in the case of industrial alcohol the policy of 
the Government has been unhelpful as the capacity for 
production has not been fully utilised. It has not also 
been possible to compete in foreign markets effectively. 
The necessary changes should, therefore, be made. It 
is also necessary to ensure that the rebate of excise 
duties in the case of exports of excised commodities 
should be expeditiously granted. 

SALT DUTY 

Question No. 124. — Would you recommend the re-imposi¬ 
tion of the excise duty on salt ? If so, on what 
conditions ? 

We have already indicated in our memorandum 
submitted to you that the salt duty should be reimposed. 
This is the only tax which can reach the vast masses 
and compel them to contribute liberally towards the 
developmental expenditure which has been incurred on 
a large scale and which will benefit the rural side to a 
great extent. As has already been emphasised by us 
the salt duty should be reimposed to yield a larger 
revenue and the proceeds should be specifically ear¬ 
marked for expenditure on productive purposes under 
the Five Year Plan. 

TAXES ON THE SALE OF PURCHASE OF GOODS 
AND ON ADVERTISEMENTS. 

Question No. 125. — Under the Constitution, the only 
sales or purchases which can be taxed are sales or 
purchases of goods. Do you consider that the sales 
tax should be extended to — 

(i) services, so that the tax may be leviable on 

(a) charges for services proper (e.g.. bills from a 
goldsmith or a printer ), (b) charges for both ser¬ 
vices and goods where the two cannot be readily 
separated (e.g., hotel bills) and (c) charges for cer¬ 
tain types of goods into the price of which service 
enters as a substantial element (e.g., paintings or 
photographs); and 

(ii) transactions of sale or purchase in stock ex¬ 
changes and futures markets ? 

(i) (a) Sales tax should not be levied for services 
proper in whatever form. 

( b ) Neither for both services and goods as they can¬ 
not be readily separated, and 

(c) Certain types of goods of which service enters 
as a substantial element. 

(ii) In view of the peculiar conditions in this country 
and the need to encourage stock exchange activity as 
far as possible no tax should be levied. In respect of 
futures transactions also no taxes should be imposed. 

Question No. 126. —(i) The Union alone has the power 
to levy tax on sale of newspapers or on advertise- 
tisements in them. This power has not, so far, 
been exercised. Would you propose as desirable 
and feasible (a) a tax on sales only or (b) a tax on 
advertisements only or (c) a tax on both ? 

As regards (a), it has been urged that, on account 
of the small price charged for each newspaper, the 
sales tax would be fractional and cannot be passed 
on to the buyer, whereas in the aggregate it would 
be an undue burden on the concern itself. If you 
agree with this, how would you meet the difficulty ? 

As regards (b), what classes, if any, of news¬ 
papers or advertisements would you exempt from 
the tax, and what rates of tax, graded or other, 
would you levy ? 

In the present conditions of the Fourth Estate, tax 
on sales of newspapers or on advertisements or both 
should be considered unwise. We are also opposed to 
taxation of advertisements other than those appearing 

in newspapers. 

Question No. 127. —As regards sales generally and in 
particular the sales tax on goods leviable by the 
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Stales, it is sometimes argued that—since all goods 
sold in a State must fall within one of three cate¬ 
gories , viz., (a) manufactured or produced within 
the State, (b) transported into the State from else¬ 
where in the country and (c) imported into the 
State from abroad—an extension or increase of 
excise would serve just as well as sales tax foi 
category (a), of octroi or terminal tax for category 
(b), and of customs for category (c). Do you agree 
with this view which implies that the sales tax has 
no specific function to perform in the country’s 
system of taxation ? If not, what in your opinion, 
from the point of view of a correlated tax-structure, 
is the legitimate place and scope of the sales tax 
as distinguished from that of excise, octroi and 
customs ? 

An extension or increase of excise would not serve 
the purpose of sales tax as not all manufactured items 
are excised and it. will be inadvisable to have a Central 
and State excise on one commodity. Besides, the ulti¬ 
mate incidence would be different. In regard to (b) the 
recent developments must lead to some solution while 
in respect of (c) the same objection as in (a) will be 
present. At the moment imports are brought into the 
country mainly through ports while their consumption 
is spread all over the country. We do not agree with 
the view that the sales tax has no specific function to 
perform in the country’s system of taxation, fn fact, 
we have been urging for bringing about uniformity in 
rates and systems as far as possible though there are 
practical difficulties. The sales tax performs an entirely 
different function from excise, octroi and customs and 
there is the advantage of a large coverage. 

Question No. 128. —(a) Sales tax is almost invariably 
levied by the Slate Governments in terms of the 
turnover of the dealer over a given period. Since 
a sales tax leviable on the ittdividual transaction 
necessitates fairly elaborate accounts, cash memos., 
etc., which only a small proportion of dealers is 
equipped to maintain, do you agree with the view 
that, in Indian conditions, the bulk of the sales tax 
is likely, for a long time to come, to continue to be 
leviable on aggregate turnover as distinguished 
f rom the individual sale-price ? 

(b) In most States there are separate laws 

governing sales tax on petrol. To what articles, if 

any, do you consider it desirable and feasible to 
extend the particular system adopted in respect of 
petrol ? 

It will be desirable to introduce methods by which 
sales-tax is levied on the individual sale price in the 
case of multi-point systems as the turnover will yield 
less taxes. There should not, in any case, be difficul¬ 
ties in regard to exemption. This will, however, noi 
be necessary when the sales tax is single-point and not 

multi-point. While it is desirable to devise methods 

by which the maintenance of books is made compulsory 
in a particular form over a period in the present condi¬ 
tion sales tax administration will have to be carried 
out in such a way that it does not operate harshly and 
at the same time fetches the required revenues. 

We do not favour the existence of separate laws 
governing the levy of sales tax on particular items like 
petrol. 

Question No. 129. —(1) In regard to a system of levy 
based on turnover, is the choice broadly limited to 
the alternatives hereafter mentioned or is there any 
other system you would advocate ? Under the 
system you recommend would sales tax continue to 
be roughly as significant a source of State revenue 
as at present ? The alternatives referred to above 
are : 

(i) a relatively low rate of levy at each of almost 
all points of sale; few dealers excluded and few 
goods exempted (Multi Point); 

(ii) a relatively high rate of levy _ at only one 
point, viz., the point at which a registered dealer 
sells either to a consumer or to an unregistered 
dealer to another registered dealer; exclusion from 
compulsory registration of a dealer below a certain 
limit of turnover; a large number of exempted 
goods (Single Point); (888) various combinations of 
the above. 

(2) Which of the above alternatives would you advo- 
vocate ? Please state your reasons in some detail, 
comparing merits and demerits from the point of 
view of (a) the consumer, (b) the dealer, (c) indus¬ 
try, trade, etc., generally and (d) Government. 
Please relate your arguments, as far as possible, 
to lessons which may be drawn from the actual 
working of Sales-tax Acts in different States. 

(3) In particular - 

(i) as regards (a) above, do you think that the 
sales-tax, or any particular form of it, leads to a 
greater burden being placed on the consumer than 
is accounted for by the proceeds which accrue to 
the Exchequer ? 

(ii) As regards (b) above, have you any sugges¬ 
tions to make regarding the simplification of forms. 


accounts, etc., and of the procedure generally in 
order to make the administration of the tax less 
burdensome to the dealer ? Further, having regard 
to the cost of maintenance of the machinery for 
compliance, would you suggest an alternative form 
of taxation so far as small dealers are concerned ? 

(iii) as regards (c) above, has the imposition of 
the sales-tax led to any noticeable change in the 
organisation of the trade in the country, especially 
in regard to the size of the business unit, location 
of head-offices, number of intermediaries, variety 
of the goods dealt with, etc.? 

(iv) as regards (d) above, please examine the 
financial and administrative aspects, including the 
scope for evasion presented by the particular sys¬ 
tem and the difficulty or otherwise of counteracting 
it. 

(1) (i) The system as it is now operating in West 
Bengal is found to be convenient and the list may be 
longer. Since the burden of sales-tax is ultimately 
passed on to the consumer the multi-point system would 
only add to the work of administration. The sales-tax 
will continue to be a significant source of revenue to 
the States as at present. In fact, its importance should 
increase over a period. 

(ii) The single-point levy is the most convenient 
irom the point of the Government as well as the con¬ 
sumer. The objection to the multi-point levy also lies 
in the fact that there are more stages than one and it 
lias not always been possible to pass on the full burden 
of the tax to the consumer. Also, the consumer does 
not know what he is paying by way of sales-tax. It 
will also be possible to levy differential rates on parti¬ 
cular types of commodities, if need be. By making 
responsible the registered dealers for collection at. one 
stage, the Government will be able to deal with them 
properly. The consumer also will be able to know what 
he is paying by way of tax. 

(2) The answer to this question has been partly 
given above. 

(3) If sales-tax is levied correctly and collected by 
ihe States rigorously it cannot result in an addition to 
the burden to the consumer more than the amount of 
the tax. But if it is not collected fully by the State 
then the consumer is obliged to bear a heavier burden 
than is accounted for by the proceeds which accrue to 
the Exchequer. 

While the character of the retail trade is still un¬ 
organised the development is towards better organisa¬ 
tion in the larger centres and the registered dealers 
also are increasing in number. It has been suggested 
that the sales-tax can be made effective if it were made 
a purchase-tax. But the scope for evasion has been 
eliminated to a large extent with the recent decision 
of the Supreme Court in regard to inter-State trade. 
Besides, the payment of the purchase tax will lead to 
financial difficulties for the dealers and there might 
also be a slight variation in incidence. 

Question No. 130. — In relation to the particular system 
you advocate : 

(i) should there be special rates of levy, higher 

than the ordinary rate, for certain articles ? 
If so, for which types or articles ? 

(ii) should there be special rates of levy, tower 

than the ordinary rate, for certain articles ? 
If so, for ivhich types or articles ? 

(iii) which articles, if any, should be exempted 

altogether and why ? Please elaborate the 
principles which in your opinion, should 
underlie exemptions. 

As far as possible it is desirable to have uniform 
rates over a large number of items. 

Certain articles have been declared as essential arti¬ 
cles of consumption under the power conferred on them 
by the Centre. 

It has so happened, however, that many of the States 
are levying taxes on essential items and the position 
is such that it is not possible for them to shed the 
revenues from the sales-tax on these commodities. It 
is necessary, however, to exempt taxation of foodgrains, 
eatables like bannanas, etc. More important is the need 
for exemption from sales-tax of industrial raw mate¬ 
rials, e.g., sugarcane and cotton. As the tax results 
only in an increase in the cost of production and im¬ 
pairs competitive efficiency of the industry concerned, 
it will always be advisable to levy sales tax on the end 
products. 

Question No. 131.—In regard to system, rates, exemp¬ 
tions, etc., what degree of uniformity between the 
different States do you consider desirable and 
feasible ? W mid you bring it about — 

(i) by formal or informal convention; 

(ii) by central legislation promoted at the instance 

of two or more States; 

(iii) by constitutional amendment, so as to include 

certain basic matters connected with the 
sales tax in Concurrent list; 
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(iv) by constitutional Amendment so as to include 
the item of sales tax, as a whole, in the 
Union List ? In the last-mentioned case 
how would you apportion the proceeds ? 
Would this alternative be a practicable pro¬ 
position from the point of view of the 
finances of the States ? 

As we have already indicated under answers to 
questions 127 and 129, it will be advisable to have a 
single point system and also agree in regard to the 
exemptions of essential items. Even if it is not possible 
to remove the taxes on essential commodities imme¬ 
diately it should be stipulated that the necessary ad¬ 
justments should be made over a period. Conventions 
can be created only when there is greater co-operation 
between the States and as far as possible the questions 
relating to sales tax and other matters are discussed 
between the Central and State Finance Ministers in a 
conference. It will not be advisable to include the 
item of sales tax in the Union List because of the feel¬ 
ing already referred to that the Centre is having the 
cream of tax revenues and that excessive centralisation 
should be resisted. The States consider the revenue 
from sales tax as important and capable of adjustment. 
The limits however may be defined and a Central 
Model Sales tax Act should be followed. 

Question No. 132. —To what extent has any desirable 
uniformity been achieved in regard to exemptions 
(in favour of “ goods essential for the life of the 
community ”) under clause (3) of Article 286 of 
the Constitution ? What principles would you 
advocate for deciding the exemptions to be made 
under this provision of the Constitution ? Do you 
consider that the scope of the provision contained 
in Clause (3) of Article 286 should be extended 
also to “ essential articles ” which had been sub¬ 
ject to sales tax before the relevant central enact¬ 
ment came into force ? 

The answer to this question has been partly given 
under answers to questions 130 and 131. 

Question No. 133.—As regards “sales outside the 
State ”, “ inter-Stale commerce ”, etc., please dis¬ 
cuss the adequacy or otherwise of the relevant pro¬ 
visions of Article 286 and suggest remedies for any 
defects which, in your opinion, have been revealed 
in the actual working of these provisions. 

(b) Please discuss in this connection the desirability 
and feasibility of the suggestions that purchases 
only (and not sales) should be taxed, so that the 
tax jurisdiction of each State might be confined to 
parties residing within the State. Alternatively, do 
you consider that purchases should be _ taxed in 
certain cases and sales in certain others; if so, how 
and on what considerations rvould you define the 
two categories ? In either case, please describe 
your scheme in some detail and explain the advant¬ 
ages which you claim for it. 

(a) The levy of sales tax on inter-State trade has 
given rise to considerable controversy and recently the 
Supreme Court decided in favour of the States which 
import goods from other State giving the right to tax 
such sales. Since the transactions in the past have been 
carried out in the bona fide impression that they will 
not be liable to tax, retroactive effect, should not be 
given and the State should not insist on the exercise 
of their right. The Central Government also have 
circularised the States to the effect that retroactive 
effect should not be insisted upon. We feel that in 
respect of industry and trade the difficulty will not 
arise if there was central direction in respect of the 
collection of the sales tax in respect of inter-State tran¬ 
sactions. It was estimated that 10 to 20 per cent, of the 
total trade was not paying sales tax while now with 
the sanction under the judgment of the Supreme Court 
the effect of sales tax will be regressive and inter¬ 
state trade, while it. was encouraged previously, will 
be discouraged now. 

(b) The desirability of taxing sales only in respect 
of transactions Within the State and purchases only in 
respect of inter-State transactions may not solve the 
difficulties. The multi-ooint and single-point systems 
and the adoption of different practices as in Bombay 
or Madras have tended to have a confusing effect. On 
account of the liability imposed on sellers in respect of 
inter-State transactions, in pursuance of the Supreme 
Court’s judgment to pay tax to the State in which the 
goods are consumed and the need to prepare returns 
and be answerable to the various States where sales 
tax is to be paid, inter-State trade will be seriously 
affected. In order to minimise the trouble to sellers 
and make it administratively convenient to the State 
in whose area dealers obtain goods from dealers in 
other States for consumption within the former’s terri¬ 
tories there should be some uniform principles. The 
States between themselves may agree on some form of 
arrangement which will not cause unnecessary hard¬ 
ship to dealers in respect of inter-State transactions. 

While the claim for uniformity and centralisation 
has been violently opposed on the ground that the indi- 
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vidual requirements in terms of revenue are different 
there can be no denying the fact that there should not 
be any difference on the question of principle that the 
systems at least should be uniform, the States having 
the right to levy the rates of taxes as they like within 
specified limits. 

Question No. 134.—Do you think that the lack of uni¬ 
formity between the States as regards the rates of 
sales tax and the methods of applying it (single or 
multiple point) has the effect of raising the barriers 
in the inter-State commerce or of inducing un¬ 
economic diversions of trade ? If so, what 
measures would you suggest to rectify the position? 

It has already been indicated that the lack of uni¬ 
formity between the States as regards the rates of sales 
tax and the methods of applying it have impeded inter¬ 
state trade. The flow of trade from areas which have 
a higher rate of sales tax should be brought about as 
far as possible and uniformity achieved not only in 
regard to the rates of tax levied on various commodities 
but also in respect of the system followed. 

Question No. 135. —(a) In regard to State excise duties 
and the revenue therefrom, have you any comments 
or suggestions to make — 

(i) on features of importance connected with the 

system of levy of these duties in different 
States 

or 

(ii) on policies involving various degrees of relin¬ 

quishment in certain States of the revenue 
from these duties ? 

Should there, in this context, be uniformity between 
different States ? If so, in what particulars and to what 
extent ? 

(b) Is there proper co-ordination between the 
levy of Central excise on medicinal and toilet pre¬ 
parations containing alcohol, etc., and of State 
excise on alcoholic liquors ? If not, what steps 
would you suggest to ensure adequate co-ordina¬ 
tion ? 

In regard to State’s excise duties and the revenues 
derived therefrom we have been repeatedly pointing 
out that the loss sustained on account of the introduc¬ 
tion of complete or partial prohibition has been serious 
and that apart from incurring additional expenditure 
on the enforcement of prohibition policies it has been 
necessary for Bombay and Madras to forego consider¬ 
able sums by way of revenue. The losses in these cases 
are as much as Rs. 25 crores. The main revenue is 
derived from liquors, toddy, wine and others while the 
yield from the tobacco duty in Madras is rather sizeable. 
The table (page 461) will indicate the loss sustained 
by Bombay and Madras particularly. There is no 
need for uniformity in the rates of levies though 
there should be agreement on policy and in the face 
of the admitted failure of the policy of prohibition in 
many of the States, it is not advisable to sacrifice 
valuable revenue. In respect of medicinal preparations 
there should be, however, uniformity in levying State 
excise duties. 

Question No. 136.—Do you think there is a case for 
vesting in the administration the power to alter, 
by executive order, the rates of import duties, ex¬ 
port duties and excise duties ? If so, please indi¬ 
cate in what circumstances and within what limits 
such power should be exercised ? 

The rates of import duties, export duties and excise 
duties have to be varied according as circumstances 
dictate and the Executive can make the changes in 
consultation with the Committee that should be created, 
as suggested by us, with the definite directions that 
Parliaments sanction should be secured later. It need 
hardly be emphasised that the administration of export 
duties particularly has not been calculated to be in the 
interests of the industry or trade concerned and (hat 
the decisions regarding a decrease have always been 
taken after considerable delay. 

Question No. 137.—Do you visualise any scope for ex¬ 
tension of the field of commodity taxation as a 
result of the implementation of the Five Year Plan? 

As indirect taxes will afford the best source of 
revenue the authorities should be constantly exploring 
the possibilities for the extension of commodity taxa¬ 
tion though there should not be any disposition to anti¬ 
cipate a situation. 

Question No. 138. —What “ luxury ” articles, if any, 
would you suggest on which commodity taxes in 
any of the various forms might be levied at specially 
high rates ? 

We have already indicated that luxury imports 
might be allowed on the payment of higher duties in¬ 
stead of prohibiting them completely. The list of _ arti¬ 
cles will have to be determined in the light of existing 
conditions and internal availability, 
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Provincial Excise. 


(In lakhs of Its.) 


State 





1933-34 

1938-39 

1946-47 

1948-49 

1950-51 

1952-53* 

Madras .... 





4,29 

3,72 

14,68 

3,67 

55 

3,27 

Bombay .... 





3,64 

2,90 

9,74 

6,17 

1,07 

2,79 

Bengal (a) . 





1,34 

1,59 

6,42 

6,22 

6,20 

6,99 

V. P. 





1,33 

1,33 

6,74 

6,53 

6,51 

8,89 

Punjab (a) ... 





94 

1-02 

3,32 

2,38 

2,08 

2,98 

Bibar .... 





1,24 

1,20 

5,15 

4,85 

5.26 

6,53 

M. P. (C.P. and Berar). 





57 

64 

2,24 

2,19 

2,31 

3,39 

Assam (a) ... 

. 




35 

35 

82 

95 

93 

1,48 

Orissa .... 





— 

33 

1,11 

1,36 

2,13 

2,56 


* Including States’ share of Central Excise Duties, 
(a) Figures upto 1946-47 relates to undivided provinces. 


PART IV. 

Agricultural Income-Tax, Land Revenue & Irrigation 
Rates. 

Agricultural Income-tax. 

Question No. 139.—A lew States levy agricultural in¬ 
come-tax, but in almost none is it among the more 
important sources of revenue ; the progress of land 
reforms will further reduce its yield. Would you, 
in order to increase the yield from this tax or for 
other reasons (which may please be specified), make 
major modifications in the present system of taxa¬ 
tion of agricultural income ? If so, please indicate 
the modifications you would make ? 

We have already indicated in Part I that the revenue 
from agricultural income-tax is rather low and that 
there has been no disposition to levy tax in many of 
the States. Presently, agricultural income-tax is levied 
only in West Bengal, Assam, Bihar, Orissa and U.P. 
in Part A States. The yield is negligible being only 
Rs. 4 crores in 1952-53. The details are as below: — 

1952-53 

(Budget) 

(In lakhs of Rs.) 


Assam 

. 


71 

Bihar 



40 

Orissa 



15 

U. P. . 



98 

West Bengal 



64 

Hyderabad 



10 

Rajasthan 



15 

Travancore-Cochin 



85 




Total . 3,98 


While it is true that the progress of land reforms 
will result in reduction of individual incomes, the 
revenue from agricultural income-tax could neverthe¬ 
less be made more impressive by introducing a sliding 
scale with a mild progression in rates. Land taxes 
should be allowed as expense and due consideration 
should also be paid to the possibility of a fluctuation 
in incomes over a period due particularly to failure of 
crops, attack of pests, etc., abnormal changes in prices, 
etc. 

Question No. 140.—In particular, do your suggestions 
involve — 

(a) correlation, and if so, to what extent, of agri¬ 

cultural with non-agricultural income-tax; 

(b) alteration, and if so, in what manner, of the 

levy of land revenue ? 

As regards (a), if the correlation suggested takes 
the form of the levy of a single tax on the total 
of non-agricultural and agricultural income, instead 
of the present separate Central and State taxes, 
please deal with the constitutional, administrative, 
and other problems involved, including the appor¬ 
tioning of proceeds among State Governments. 
Alternatively, if the State Governments continue 
separately to levy a tax on agricultural income, but 
the rates of levy are based on the total of the 
two types of income, agricultural and non-agricul¬ 
tural, what are the specific problems which arise, 
and how would you deal with them ? 


As regards (b), please indicate the probable net 
effect of the suggested measures on the revenues 
of Government. What administrative or other 
issues are involved, and how would you deal with 
them ? 

Our suggestions do not involve co-relation of agri¬ 
cultural with non-agricultural income-tax. Land 
revenue will always have to be levied as, with the 
fragmentation of cultivable land and the possibility of 
wider distribution than at present, the only way of 
reaching the masses will be through the land tax. 

We are not in favour of the co-relation of agricul¬ 
tural and non-agricultural incomes with a view to 
levying a single tax and apportionment of the proceeds 
to the States concerned. The second procedure, namely, 
that of levying separate taxes, would be more welcome 
as it will enable the States to get their revenues with¬ 
out any difficulty. A Central Model Act can, however, 
be framed so that an attempt towards uniformity can 
be made. 

Land revenue will have to be secured as at present 
through land taxes ; but, as indicated in our reply to 
Part I, the incidence of land tax varies considerably 
in various States, not to speak of the fact that as 
between various crops the burden of tax has not proved 
to bs equitable. While the administrative machinery 
cannot cope with the work, the discretion allowed for 
fixing rates has resulted in a loss of revenue. Besides, 
the system of land tenure varies with the States and 
even within the States and rates under ryotwari system 
are stated to be the highest particularly in Madras. In 
order, therefore, to secure revenue on a larger scale 
than at present, the first attempt should be towards 
uniformity in the levy of land tax or at least in ensur¬ 
ing uniformity in incidence. (See table at end.) 

Question No. 141.—How would you determine taxable 
income in the comparative absence of accounts in 
rural areas ? What treatment should, in particular, 
be given to the following :— 

(i) Expenses of cultivation, harvesting, prepara¬ 

tion for the market, etc.; 

(ii) agricultural losses oiving to a calamity or 

other reasons ; 

(In this connection, would you favour giving the 
assessee the discretion to choose the 
alternative of averaging his income over 
a number of years—say 3 to 5 years—in 
order to cover good and bad years ?) 

(iii) depreciation in respect of: — 

(a) live-stock, 

(b) implements and carts, 

(c) means of irrigation, e.g., wells, etc., 

(d) buildings ? 

Taxable income can be determined only in relation 
to the prices that prevailed at the time of harvest. 
The State machinery for revenue collection will be 
helpful in this regard. In the case of own cultivation, 
full expenses should be allowed including wages in 
respect of individual work. Besides, the facility to 
average income should be given for a period of three 
years. Exceptional losses also should be allowed to be 
set off over a period. Depreciation in respect of live¬ 
stock should be given and it can be so indicated that 
encouragement will be provided for developing irriga¬ 
tion facilities by agreeing to allow a proportion of the 
taxable income for tax purposes. 
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Question No. 142.—What rates would you prescribe for 
agricultural income-tax and how would you gradu¬ 
ate them. ? Is it possible to have uniform rates in 
all the States ? What exemption limits would you 
lay down ? 

Agricultural income-tax will have to be levied on 
incomes above Rs. 5,000 and should be so graded that 
the maximum is not in any case above 25 per cent. 
It may also be stated that land-tax will be allowed 
credit as taxation paid at source. It is possible to have 
certain measure of uniformity in all the States though 
the graduations may be dependent on the nature and 
number of agricultural incomes. 

Question No. 143.—For areas already under or likely 
hereafter to be brought under ryotwari or similar 
tenures, do you consider that land revenue policy 
should be based on some form of periodical settle¬ 
ment ? 

If not, what alternative would you suggest ? 
Mow would you work it ? What would be its 
probable net effect on Governments’ revenues ? 

The need for uniformity of land tenures is felt more 
than ever important and it might be so arranged that 
when a change is made in the system of tenure the 
land revenue policy could be placed on some form of 
periodical settlement. As regards areas already under 
ryotwari tenures the present system of periodical settle¬ 
ment has not been found satisfactory. In fact, owing 
to the difficulties involved in effecting the settlement 
and the anxiety to eliminate earlier mistakes it has 
not been possible in Madras to revise land taxes for 
nearly 2 decades. Where new arrangements have to 
be carried out and an effort is made to raise large sums 
by way of land taxes, it would be advantageous if the 
necessary machinery could be evolved by which it is 
possible for Government to assure for itself a certain 
amount of minimum revenues and derive greater 
revenues in times of higher prices or agricultural pros¬ 
perity. Because of the fact that no serious efforts have 
been made to collect larger revenues from land taxes 
and there is also an obvious disinclination to proceed 
fast, no single policy will be helpful. The Madras and 
Bombay Governments wanted to impose taxes on a 
differential basis in respect of food and cash crops and 
also to levy graded surcharges. But they did not pro¬ 
ceed with the measures on account of political opposi¬ 
tion. 

Question No. 144.—If you are in favour of periodical 
settlements, what qualifications, if any, would you 
make in the practises and principles which have 
been hitherto and why ? In your reply please 
refer in particular to the following :— 

(i) Period of guarantee—Should this be shorter 

than in the past ? Would you suggest longer 
periods in special circumstances, e.g., when 
ryotwari tenure is introduced for the first 
time ? 

(ii) Scope of guarantee—Should a fixed assessment 

be guaranteed for a specific piece of land (or 
for a proprietary body, as for instance, in 
the Punjab)? Alternatively should a basic 
rale be fixed and limits guaranteed within 
which it may vary ? What factors would 
you take into account in varying the rate, 
e.g., area, nature of crop, yield, prices, etc.? 

(iii) Basis of assessment—How should the basic 

rate be fixed ? Would you introduce an ele¬ 
ment of progression ? 

(iv) Incentive to production—Would it be feasible 

so to regulate assessment as to provide an 
incentive for :— 

(a) larger agricultural production; 

(b) shifts in production, e.g., from cash crops to 

food crops or vice versa ; 

(c) capital improvements to land ? 

(v) Payment in kind—Would it be possible to pro¬ 

vide for payment in kind either partially or 
in full ? Please discuss the advantages, 
difficulties, etc. 

(vi) Uniformity between States—In the application 

of these principles what degree of uniformity 
between different States would be desirable 
and possible ? 

(i) Period of guarantee should be shorter than In 
the past. We agree that where changes have been made 
in the system of tenure a long period of guarantee might 
be given. But the objective should always be to 
achieve some measure of uniformity in the incidence 
of taxation. 

(ii) The rates fixed should be for particular areas 
which have more or less the same fertility in a given 
locality and which are covered by particular irrigation 

J stems. In other cases, the rates are fixed in relation 
the plots concerned with reference to nature of crop, 
fertility, etc. 


(iii) Ii agricultural income-tax is levied in all States, 
there is no need for introducing an element of progres¬ 
sion in land taxes. 

(iv) Apart from encouraging agricultural production 
in the manner indicated in answer to question 141 it 
will be difficult to encourages shifts or otherwise through 
land taxes though in the case of the small land holder 
the objectives would be achieved through constructive 
measures and in the case of capital improvement to 
land by remitting land revenue lor a period of years. 

(v) Payment in kind has its advantages in times like 
the present and an attempt has been made to try the 
levy systems. But there are practical difficulties and 
the attraction to pay in kind from the point of view 
of the cultivator is only at a time when prices are high. 
Besides, except when control over a period of years 
is envisaged and it is necessary to ensure that a portion 
of the production is being made available in kind for 
purposes of distribution, this system has nothing to 
commend itself. Also, conditions vary in the various 
States and even within the States it might so happen 
that the Government will be obliged to undertake 
obligations unnecessarily. If on account of difficulties 
or otherwise in particular periods, the cultivator ex¬ 
presses his desire to pay in kind and the Government 
will also be benefited, the system might have limited 
application. 

(vi) In the present state of land taxation and the 
diversity of land te lures in various areas the above 
principle cannot be applied with equal force or validity. 
But, as has been r< peatedly pointed out by us, it is' 
necessary to have si me measure of uniformity. There 
are practical difficu. ties. But efforts should be made 
over a period. 

Question No. 145—In regard to a resettlement as dis¬ 
tinguished from an original settlement, what addi¬ 
tional principles, if any, would you suggest ? 

In regard to a resettlement as distinguished from an 
original settlement it is necessary to eliminate the mis¬ 
takes of the earlier settlements. The arbitrariness in 
the ear her settlements and the diversity in practices 
followed even within the State should be avoided. The 
guiding principle will, of course, be the change in agri- 
p *7 ces over a period, the need for larger contri¬ 
bution to the revenues and the benefits conferred by the 

the like ^ IOrm 01 additionaI irrigational facilities, or 

Question No. 146.—Where resettlement is over due 
but cannot yet for administrative or other reasons, 
be undertaken, what transitional steps would you 
recommend, m order to bring the old rates into con¬ 
formity with changed conditions ? 

?°} L lel ’ ya surcharge on the old rates, 
graduated if need be with reference to such factors 
us crop grown, size of holding, etc.? 

How would you provide against the possibility 
of such a surcharge accentuating the disparity 
already present as a result of settlements of 
times™* are<lS lamn ° been undertaken at different 

If the existing disparity is itself of a significant 
degree, what steps would you take to reduce it ? 

. J: n Mad 5. as and other places resettlement has not 
been possible on account of administrative or other 
S™ s - . Tt bas > therefore, been suggested that a sur- 
charge should be levied and that, in order to make 
larger agricultural incomes bear their proper share 
agricultural income-tax should be levied before any 
comprehensive arrangements are contemplated. Gradu- 

fim d ni S a l toa h ? rge S an ba -levied only when it is not con- 
templated to enforce the agricultural income-tax on an 
e« e h ctl r% basls ‘ “ the graduation is also to be made 
wd h r ®t erence . to such factors as crops grown there 
might be practical difficulties in application and it will 
s ° ba PP en that the rates fixed with reference to one 
™ conditions are not applicable to a changed set of 
conditions. It was complained some time back, that 
the structure of prices two years back was such as to 
encourage the growth of cash crops and divert land 
irorn food crops. The present conditions are, however 
has bee . n indicated that in particular 
J? ar j“ a °f country it is more advantageous to grow 
foodgrams in place of cash crops. In these circum¬ 
stances, graduated surcharges, having reference to such 
factors as crops grown, might prove to be not only 

incidence ^ admimstration but also inequitable in 

The small hards lips endured as a result of disparity 
consequent on mistaken settlement of different areas 
can be exaggerated But it is a question more of those 
favourably affected enjoying undue advantages rather 
hardships' 56 urda ' 0Ulab ly affected suffering further 

Question No. 147.--Since a certain degree of disparity 
may be present (i) between the pre-existing and 
the newly merged areas of Part A States ■ or 
(ii) between the different units which have gone to 
form a Part B State ; what steps , if any , would 
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you take, pending a general resettlement of such 
areas, toivards removal or reduction of disparity ? 
In respect of pre-existing and newly merged areas 
in Part A States and different units which have gone to 
form Part B States those conditions obtaining in the 
greater portion of the State concerned should be appli¬ 
cable to the rest though the changes should be brought 
about gradually. In newly merged areas of Part A 
States surcharges should be levied to bring land taxes 
in line with those existing. In the case of different 
units merged into Part B States disparities must be 
eliminated on the basis of the greatest common measure 
of agreement. 

Question No. 148. — Where, ryotwari or similar tenures 
are introduced for the first time, on the abolition 
of zamindaries, but settlements cannot yet be 
undertaken, what interim steps would you take to 
regulate assessment ? 

In this connection, hoiv would you deal with the 
fallowing special problems : 

(i) fixation of post-abolition assessment with 

reference to (a) pre-abolition rent and (b) 
compensation payable by the State and/or 
the occupant ; 

(ii) paucity of sufficiently detailed land records 
or of economical data, e.g., market rents; 

(iii) lack of trained staff required for work in 

regard to (a) land records, (b) new sur¬ 
veys and (c) new settlements ? 

Would these problems be present in an aggravated 
form in permanently settled areas, such as West 
Bengal ? 

Where new tenures are introduced on the abolition 
of zamindari system the practice obtaining in the sur¬ 
rounding areas in Madras and Bombay might be 
adopted. But in the case of U.P. and others it might 
be so stipulated that 2J per cent, to 3£ per cent, of the 
income on the basis of the average for the last 2 or 3 
years should be paid as land tax and specific rates 
determined as an interim measure. 

(i) The problems mentioned in (i), (ii) and (iii) are 
certainly difficult of handling. But it should be possible 
to have some reliable information about previous rents 
which should be utilised as far as possible pending a 
general resettlement and the creation of suitable 
machinery. 

Question No. 149. — Do you think that the principles of 
assessment of land revenue will require modifica¬ 
tion if co-operative farming is more widely adopted? 
If so, in what directions? 

In view of the regular fragmentation of land hold¬ 
ings it is probably advisable to encourage co-operative 
farming in such a way that available land could be put 
to greater use. At the same time, individual ownership 
and interest should be preserved as far as possible. 
In these cases, a slightly lower levy may be made if 
there is a significant increase in the total agricultural 
income as a result of co-operative farming. 

Question No. 150.—Have you any comments to make 
on policies in respect of: 

(i) alienation of land revenue in forms which 

such alienation subsists and may continue 
to subsist (e.g., devasthanams) ; 

(ii) concessions in land revenue, both ad hoc and 

regulated, e.g., on (a) sale of land belong¬ 
ing to or at the disposal of Government or 
(b) transfer of such land either or special 
tenure such as impartiable or in-alienable 
tenure or on ordinary tenure to special 
classes of lessees such as educational or 
charitable institutions and co-operative 
societies; and 

(iii) suspensions and remissions ? 

Alienation of land revenue and concessions in land 
revenue will have to be continued in particular cases 
though individuals might not have undue privileges. 
In the case of religious and educational trusts, however, 
the present facilities should continue to be available. 
Suspensions and remissions will have to be necessary 
according as the tenants are seriously in difficulty or 
there is a heavy loss on account of crop damage or 
otherwise. 

Question No. 151.—Are there any suggestions which you 
would make in regard to the assessment of : 

(i) agricultural land in rural areas, used for 

non-agricultural purposes; 

(ii) land classed as agricultural but now part of 

an urban area and used for non-agricultural 
purposes, and 

(iii) land classed as non-agricultural, whether in 

rural areas or in urban areas, and used for 
non-agricultural purposes ? 

Agricultural land in rural areas used for non-agri¬ 
cultural purposes need not be distinguished. But the 


land classed as agricultural and presently forming part 
of the urban areas and used for non-agricultural pur¬ 
poses should attract penal levy if it so happens that 
agricultural production suffers thereby and other 
advantages accruing are not exactly offsetting. On land 
classed as non-agricultural in urban areas used for non- 
agricultural purposes special levies must be charged 
appropriately though local bodies will be operating in 
this sphere. It is necessary, however, to exempt from 
any special levies establishment of schools, hospitals or 
similar institutions of public interest. The question has 
not much significance in the rural side except where 
marketing centres or others having a utilitarian value, 
deriving an income. In these cases a licence fee or a 
similar levy may be imposed. The local bodies will 
again come in. 

Question No. 152.—Is the administrative system, in so 
far as it is concerned with the collection of land 
revenue, adequate ? Is there a tendency to enlarge 
the functions of the revenue staff, especially at the 
village level so as to include “ Development ” or 
“ extension ” duties ? If so, how far is such ten¬ 
dency likely to affect the efficiency of revenue col¬ 
lection and administration ? 

The administrative system relating to the collection 
of land revenue in the ryotwari areas in Madras is 
efficient enough though the village Munsif, Karnam and 
others have, been obliged to undertake functions other 
than revenue collection. These cannot be said to be 
exactly interfering with their duties though it gives 
some powers which are dangerous in certain respects. 
Besides, where certification is involved there is some 
discretion which results in losses of revenue. 

Question No. 153.—Is there a tendency to delegate the 
functions of the State Government in respect of 
land revenue to local bodies ? 

In what areas, to what extent and subject to 
what conditions has the delegation taken place, and 
what lessons, if any, may be drawn from the ex¬ 
perience hitherto gained ? Do you consider such 
delegation fiscally and administratively desirable ? 
Would it improve the position if the revenue col¬ 
lected under it was earmarked for specific local 
purposes ? 

This tendency is not in evidence to any great extent. 
There are no cases in Madras or West Bengal. If there 
were actual delegation the tendency should be depre¬ 
cated as it will lead to administrative difficulties. The 
collection of land revenue should be on a State basis 
and it would not improve the revenue position even if 
it is collected and earmarked for specific local purposes. 
Earmarking for specific purposes is difficult in principle 
especially when it has to be extended from the urban 
to the rural areas or vice versa. 

Question No. 154. —(i) What should be the basis of levy 
on land cess ? Should it be land revenue or 
annual value ? 

(ii) Would you introduce a degree of graduation 
in the rates of land cess ? 

(iii) (a) To what extent do you consider it suit¬ 
able that land cesses should be placed within the 
purview of local bodies ? 

(b) Should the cesses be earmarked for specific 
purposes more closely related to the rural tax¬ 
payer ? If so, please give your suggestions. Alter¬ 
natively, do you propose one consolidated cess for 
local purposes ? 

Civ) Are there any special problems involved in 
the assimilation of the rates of land cess (a) in the 
merged areas of Part A States and (b) in Part B 
States ? 

Cesses can be collected for local purposes. But 
there cannot be any degree of graduation in the rates 
of land cesses and they should be a percentage of land 
revenue and not annual value. Collection also cannot 
be entrusted to the local bodies as it will involve un¬ 
necessary expenditure. In view of the difficulties of 
the municipal bodies and precarious finances of the 
unions it will be helpful if a consolidated cess for local 
purposes can be levied and distributed by the 
State Governments for local purposes. 

Question No. 155.—Would you recommend any of the 
following taxes either singly or in combination, 
where a major irrigation work has been constructed 
by the State: 

(i) a betterment levy representing a portion of 

the increase in the value of land; 

(ii) an irrigation rate for the water actually 

supplied; 

(iii) a small compulsory cess for all lands under 

command, whether the water is actually 
utilised or not; 

Civ) any other taxes, as an alternative to or in 
conjunction with the above ? 
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In places where a major irrigation work has been 
constructed by the State, we have already indicated that 
betterment fees on a reasonable basis should be levied 
on first sale of land benefited by the construction of 
such major irrigation works. An irrigation rate for 
the water actually supplied might also be collected. 
There cannot, however, be compulsory cess for all 
lands under command as it may so happen that it will 
be difficult to develop the land or there might be some 
delay due to other causes. The cess should be payable 
only after a reasonable time as the land-holder con¬ 
cerned should be able to take advantage of the im¬ 
proved facilities after the new projects come into being. 

Question No. 156.—What portion of the income in land 
value may be reasonably absorbed by the State as 
betterment levy 1 

How should it be assessed, in what instalments 
should it be collected and by what administrative 
machinery ? 

Hoio would you time the recovery in relation to 
development, i.e., before the project comes into full 
operation or afterwards when substantial incre¬ 
ment value is actually realised ? 

Would it be proper and practicable to impose a 
betterment levy on lands already benefited by an 
existing irrigation work ? 

Should the proceeds from the levy be earmarked 
for a specific connected purpose, e.g., contributing 
towards the cost of the particular irrigation projects 
or of other irrigation projects ? 

Since a betterment levy is more or less taxing of 
capital gains, the objective should always be to improve 
the condition of the masses and secure through such 
betterment levies some portion of the capital expendi¬ 
ture incurred on a particular project. The registration 
department in the various states should be obviously 
the machinery, which will enable collection of the 
betterment fees in conjunction with the revenue depart¬ 
ment. It should be the endeavour to collect as far as 
possible the proceeds on account of the betterment fees 
in convenient instalments especially where the land- 
owner is in need of the amount secured and has sold a 
part of his estate for securing necessary funds for 
development purposes. In this context, the Govern¬ 
ment could probably create the required machinery to 
look after their requirements besides ensuring reason¬ 
able facilities for development purposes. Also, a hold 
should be retained in order to be able to collect the 
betterment levies which are paid in instalments. Except 
where the Government themselves have taken care to 
retain possession of property and land which will get 
appreciated in value it will be advisable to time the 
recovery in relation to development after the project 
comes into full operation when it would be definitely 
known what exactly will be the minimum increment 
value. It may be justifiable in principle to impose a 
betterment levy on land which will benefit by the 
existing irrigation works. But in view of the fact that 
the new owners might not have benefited to any great 
extent and it would not be correct to impose a levy 
where none was expected, this idea need not be pur¬ 
sued. The proceeds from the levy of betterment fees 
as well as from irrigation rates for the water actually 
supplied should be collected towards disbursement of 
the interest charges, maintenance of the irrigation work, 
etc., while a smail sinking fund can be created having 
regard to the life of a particular project. A cess may 
be levied for a definite purpose. Any surplus left over 
might be taken by the State where the project has been 
constructed out of its own resources or divided as the 
case may be where several States are concerned and 
where the Centre has played an important part. 

Question No. 157.—(i) Should the irrigation rate be no 
more than an adequate charge for the water sup¬ 
plied or should it also contain an element of addi¬ 
tional levy on the increased yield or crops ? Can 
you indicate with reference to conditions in your 
State whether, and if so to what extent, there is an 
element of additional levy in respect of (a) old 
irrigation works, (b) What new irrigation works ? 
What_ limits would you place on the quantum of 
additional levy in respect of (a) old irrigation works 
(b) new irrigation works ? 

(ii) Would you base the irrigation rate primarily 
on (a) area irrigated, (b) quantity of water sup¬ 
plied, (c) crop value, (d) any other factor ? 

(iii) Are you in favour of periodical revision of 
water rales ? If so, with reference to one or more 
specified States, what period toould you consider 
appropriate in conformity with economic considera¬ 
tions and in the light of administrative convenience? 

(iv) Do you advocate concessional or incentive 
rates, particularly in the initial stages of develop¬ 
ment, with a view to encouraging the production of 
specific crops or the adoption of desired farming 
techniques. 

(i) The irrigation rate cannot be more than an 
adequate charge for the water supplied. The increase 


in yield or cultivation of valuable crops could be dealt 
with only by a revision of the land tax. 

In the Madras State in the Tamparaparni river 
system there is a water rate which contains a certain 
amount of loading and during the days when prices 
for agricultural produce were very low the land tax 
plus water tax worked out to 15 per cent, of the value 
of the net agricultural income. Conditions now, how¬ 
ever, are different and the tax is more lightly borne. 

In respect of old irrigation works, except where the 
schemes concerned are not paying their way or there 
is in the near future need for replacement or recon¬ 
struction, as for instance in the Godavari and Kistna 
systems, there is no case for a special levy. In the 
case of the two systems mentioned above, as consider¬ 
able benefit has already been derived by the affected 
territories, a special surcharge can be levied the pro¬ 
ceeds of which will be earmarked for utilisation on the 
projects when necessary. The special surcharge can¬ 
not, however, be more than 10 per cent, of a revised 
rate. In respect of new irrigation works the water 
rate has presented some difficulties, as for instance in 
D.V.C. area and the special circumstances of the case 
will have to be studied. The older projects did not 
present difficulty as they were mainly irrigational and 
where they are serving many purposes they are paying 
their way. 

The bigger multi-purpose projects fulfil many func¬ 
tions and it is difficult to cost clearly. The special 
problems of each case will have to be thoroughly 
examined. Apart from some aspects of the policy that 
can be followed, as indicated above, definite formulae 
cannot be laid down. 

(ii) The irrigation raie has relation to the land-tax 
levied, the cost of the project in question and the benefit 
tenved by the area concerned. 

(iii) If the water rates have been fixed initially at 
a fair leyel it may no - be necessary to revise these 
rates periodically. It may, however, be so arranged 
that initially the rates are kept lower in order to en¬ 
courage cultivation and stepped up later. This can be 
done within a period of five years. It may, however, 
be necessary for purposes of revenue or otherwise, to 
revise land taxes. 

(iv) The answer to this question has been given 
partly in sub-section (iff) above and in question 158. 
Answers to questions 1>5 and 157 are also applicable. 

Question No. 158.—How would you fix the compulsory 
irrigation cess ? Would you make it a small fee 
relatable to the annual cost of maintenance of the 
work ? 

The compulsory irrigation cess should be related to 
the annual maintenance charges of the irrigation work, 
if the water rate has been properly calculated. 

Question No. 159.—If the items mentioned above — 
betterment levy, irrigation rate and irrigation cess — 
were discussed in connection with a minor irriga¬ 
tion work, or a tube well scheme, to what extent 
would your replies have to be modified ? 

In respect of a minor irrigation or a tube well 
scheme no clear-cut procedure can be indicated though 
it must be recognised that the benefits are more loca¬ 
lised and derived by fewer people. In these cases 
contribution towards cost or otherwise can be secured. 
The land tax also can be raised. 

Question No. 160.—In what circumstances would a 
consolidated rate of land revenue—where the 
assessment includes an element of water rate—be 
preferable to a scheme of separate irrigation rates 
and cesses ? 

A consolidated land-tax will be helpful only in those 
cases where no special benefits have been derived by 
irrigation facilities or, otherwise. If, however, as it 
might happen in East Punjab following the complete 
functioning of the Bhakra-Nangal Project large blocks 
of land can be brought under cultivation, a consolidated 
rate can be levied. But then the rate itself would have 
to be fixed after taking the various aspects into consi¬ 
deration and the relations between the Centre and the 
States. The ryot may be changed a consolidated rate 
but, there will have to be a proper split after collection, 
tion. 

Question No. 161 .—What is the scope for the imposition 
of a surcharge on irrigation rate based on : 

(i) crop values; 

(ii) sizes of hole ings, etc., 

for the purpose if financing projects of a local 
character ? 

It would be hard tc realise the funds required except 
over a very long period. Besides, apart from the 
adverse effects of a multiplicity of cesses and taxes, the 
more appropriate procedure would be to ask the local 
population to contribute towards capital expenditure in 
the shape of loans. The temptation to find capital ex¬ 
penditure from tax should not be allowed free play. 
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Question No. 165. — What are the more common methods 
of evasion or avoidance of payment of stamp duty ? 
What means of prevention would you suggest ? 

There are many ingenious ways of avoiding the pay¬ 
ment of stamp duty. One way of preventing them is, 
of course, to make the rates as reasonably low as possi¬ 
ble so that there will be less temptation to avoid pay¬ 
ment. 

Question No. 166.—The rates of court fees differ from 
State to State. To what extent do you consider 
uniformity in the rates desirable and feasible ? 

Question No. 167. — Have you any suggestions to make 
regarding the schedules to the Indian Court Fees 
Act and the rates of levy thereunder ? 

Some manner of uniformity is desirable in this res¬ 
pect. The Central Government might place a ceiling 
with regard to the fees to be charged within which the 
States should fix their rates. 

Taxes on Motor and other Vehicles. 

Question No. 168. — Taking into account (a) the several 
taxes, Central, State and Local, which affect motor 
transport directly and business, trade, etc., in¬ 
directly, (b) the variation in some of these taxes 
from region to region and between different cate¬ 
gories of vehicles, and (c) the relative financial 
needs of the different taxing authorities, both 
generally and, in particular, for the maintenance, 
improvement and extension of roads, what changes, 
if any, would you introduce in the present system 
of motor vehicles taxation ? What degree of uni¬ 
formity do your suggestions involve ? Instead of 
sveral taxes by different authorities, a consolidated 
tax has been suggested: do you consider this 
feasible ? How would you apportion the proceeds 
among the different authorities concerned ? 

Question No. 169. — To what extent and in what 
manner, in your view, should the proceeds from 
motor vehicles taxation be earmarked for road 
maintenance and development ? 

Question No. 170.—Have you any specific comments to 
make on the main recommendations of the Motor 
Vehicles Taxation Enquiry Committee, 1950 ? 

Question No. 171. — Have you any suggestion to make 
regarding the extension of taxation to, or increase 
of present taxation on, users of roads other than 
motor vehicles ? How would you classify the users, 
what rates would you suggest and who, in your 
view, should be the taxing authorities ? How 
would you dispose of the proceeds ? 

168. 169, 170 and 171. 

Taxation of motor vehicles in India is not only one 
of the heaviest in the World but also highly compli¬ 
cated. There are too many taxing authorities and 
there is little of proper co-ordination. One looks in 
vain for any rational principle of taxation of road trans¬ 
port. The result is that the development of both the 
automobile industry and that of road transport is 
severely retarded. There is no doubt that a single con¬ 
solidated tax will be highly helpful. The Motor 
vehicles Taxation Committee had suggested that “ the 
fuel tax is the best form of road user tax having regard 
to the fact that fuel consumption is a definite measure 
of the use made by vehicles of the roads and the tax is 
easily collected at negligible cost ”. 

It will be helpful, therefore, if in place of the exist¬ 
ing welter of taxes we have a single final tax, adminis¬ 
tered by the Centre, from whose proceeds a portion may 
be appropriated to the general revenues as well as for 
road development by the Centre and the balance is 
distributed among the States on the basis of the quan¬ 
tity of fuel sold in each State. 

A good portion of the proceeds from motor vehicles 
taxation should as far as possible be used only for road 
development. It is difficult to state precisely how much 
should be earmarked in view of the fact that our roads 
are in bad conditions except for the trunk roads. Till 
recently, the Governments have been diverting the pro¬ 
ceeds from this source to general purposes. The re¬ 
commendations of the Motor Vehicles Taxation Com¬ 
mittee are on the whole satisfactory. Even in the 
advanced countries nearly 50 per cent, of the proceeds 
of motor vehicles and allied taxes are being utilised on 
road development. It may so happen that with im¬ 
proved communication facilities and lower taxes the 
aggregate revenue will increase over a period. 

The taxation of vehicles other than automobiles 
should bring in substantial revenue. Because country 
carts and other animal driven vehicles cause greater 
damage to roads some levy should be made. It is 
difficult, however, to impose a tax exceeding Rs. 60 per 
year irrespective of the fact that the carts are plying 
in the rural or urban areas. 


Entertainments Tax. 

Question No. 172.—This tax is usually levied on tickets 
of admission to entertainments or amusements, of 
which the cinema is by far the most important. In 
this regard, the Cinematograph Industry Enquiry 
Committee considered the incidence of the tax on 
the industry too heavy. Do you agree with this 
view, and in particular, do you consider that the 
rates have reached the point of diminishing returns? 

The Committee also suggested uniformity in the 
rales of duty which differ widely from State to 
State. Do you agree with this view ? If so, how 
should it be achieved, ? 

How far ivould you apply graduation in the rates 
of entertainments tax ? 

What modification in the system of levy would 
you suggest ? 

Question No. 173. — What principles would you adopt in 
regard to exemptions ? Should the criterion be : 

(i) character of the entertainment (e.g., educa¬ 
tional film)-, 

(ii) nature of object to which net receipts are 

applied (e.g., charity show); 

(iii) class of persons admitted to entertainment 

(e.g., lowest class of ticket); 

(iv) any other factor ? 

Question No. 174. — How important is evasion of the 
entertainments tax and what methods of evasion 
are practised ? What steps would you take to 
minimise evasion ? Should there be a restriction 
on the number of proportion of complimentary 
tickets issued ? Should collection be more gene¬ 
rally by stamps ? 

Question No. 175.—Would you suggest the extension of 
the scope of application of the tax to any other 
organized and conveniently taxable forms of enter¬ 
tainment not taxed at present ? Would you re¬ 
commend the exclusion from the scope of the tax 
of any kind of entertainment ivhich is taxed at 
present ? 

172, 173, 174 and 175. 

The entertainment tax is relied upon as an import¬ 
ant source of revenue and the increases in the rates of 
tax have not a regressive effect. The rates have not 
yet reached the point of diminishing returns though it 
may not be possible to experiment further in other 
areas. In big industrial cities like Bombay and 
Calcutta even with an increase the revenue has not 
been affected. Recently, there have been reports about 
a decline in attendance at Cinema houses. Further 
changes should, therefore, be carefully effected. 

There is no need l'or uniformity. There is no harm 
if the rates differ widely between States. Nor do we 
favour any graduation. 

Exeption may be given in the case of genuine educa¬ 
tional, religious or other meritorious causes. 

It is difficult to say whether there is any widespread 
evasion of the entertainments tax. 

No hard and fast rules could be laid down regarding 
the issue of complimentary tickets. But care must be 
taken to see that payment of tax is not evaded in this 
manner. In West Bengal entertainment tax is already 
levied on complimentary tickets. 

We feel that the entertainment tax need not be 
extended to other forms of entertainment. 

Tax on the Consumption or Sale of Electricity. 

Question No. 176. —- A lax on the consumption or sale of 
electricity is levied in several States in India. Do 
you consider that this is a suitable tax and may be 
adopted by other States ? Would you restrict it to 
consumers of energy for domestic purposes or would 
you extend it to sales for industrial uses also ? 

A tax on the consumption or sale of electricity for 
domestic purposes may be adopted in those States where 
it is not in existence We would not, however, advo¬ 
cate to extend its application to sales for industrial uses 
as taxation of electricity for industrial consumption is 
tantamount to taxation of industrial raw material. 

Question No. 1 77 .—In respect of domestic purposes — 

(a) Shoidd a distinction be drawn between the 

electrical energy consumed for lights and fans 
and the energy consumed for other domestic 
purposes ( frigidaires, heaters, radios, etc.)? 
On what principles ivould you determine the 
rates of duty ? 

(b) what exemptions would you suggest and on 

what basis ? Would you apply a lower rate 
of duty to small consumers ? 

We are not in favour of a distinction being drawn 
between electrical energy used for lights and fans 
and that for other purposes. Exemptions may be 
given in appropriate cases like hospitals, temples, 
charitable buildings, etc. 
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Question 178. — If you are in favour of a duty on energy 
used for industrial purposes, on what principles 
would you determine the rates of duty ? 

Question 179. — How would you modify your suggestions 
in reply to the foregoing questions if electrical 
energy — 

(i) is entirely supplied by Government under¬ 

takings in a State, 

(ii) is supplied by Government undertakings in 

some areas of a State and private under¬ 
takings in other areas ? 

178 and 179. 

We have already stated that we do not favour this 
procedure. There is already an imperative need to 
bring down the costs of production as far as possible 
and a tax on energy used for industrial purposes will 
have the opposite effect. Our suggestion will hold good 
irrespective of the fact whether the energy is supplied 
by the State or private undertakings. 

Question 180. —What degree of uniformity as between 
different States would be desirable in regard to the 
levy of electricity duty ? How would you achieve 
it? 

We have already stated that no duty on energy con¬ 
sumed for industrial purposes could be levied. There 
is no question, therefore, of ensuring uniformity. 

Betting and Prize Competition Taxes. 

Question 181. — The betting tax is confined in practice to 
horse racing. Have you any suggestions to make 
regarding the rates of betting tax, the manner of 
levy of the tax, and the measures which may be 
adopted for minimising evasion of the tax ? 

Question 182. — Do you consider it practicable to extend 
the betting tax to other forms of betting ? To which 
and how ? 

181 and-182. 

The betting tax has proved to be so good source of 
revenue in West Bengal, Bombay and Madras. The 
rates were, however, raised so high in West Bengal in 
1947 that there was a decline in revenue. It is, there¬ 
fore, necessary to fix the rates in such a way that 
revenue is not affected. 

Question 183. — Have you any suggestions to make 
regarding the tax on a prize competitions, e.g., on 
crossword puzzles ? To what extent is uniformity 
between States desirable in regard to rates, etc. 
and what steps would you take to bring about such 
uniformity ? What suggestions can you make in 
regard to preventing evasion of avoidance of the 
tax ? 

A tax on prize competitions is quite justified. It 
is desirable to make the rates as heavy as possible since 
there is reason to believe that the promoters make 
handsome profits from this source. The Bombay 
example can be emulated by other States. 

PART VI—LOCAL TAXATION. 

Question 185. —Do you consider that the system oj 
local taxation in India is generally satisfactory and 
that the need for improvement is confined to 
matters of relative detail ? 

If not, what in your view are its major defects ? 
To what extent are they related — 

(a) to the framework — constitutional, legal, etc .— 

within which the system operates, or 

(b) to the actual operation of the system ? 

Question 186. —If the framework is defective, is any 
part of its inadequacy traceable to the Constitu¬ 
tion ? Please explain your point of view in some 
detail. In particular, would you recommend the 
inclusion in the Stale list (from which all local 
taxes are derived) of any taxes which are parti¬ 
cularly suitable as items of local taxation, but 
which do not now figure in that List ? Are some 
of these taxes altogether new taxes or are they 
included in the Union List ? More specifically, have 
you any comment to make on the recommendation 
of the Local Finance Enquiry Committee that 
“ terminal taxes on goods or passengers, carried by 
railway, sea or air ” should be transferred from the 
Union List to the State List ? 

185 and 186. 

The system of local taxation in India can hardly 
be consider satisfactory. Broadly speaking, its defects 
are two fold: first, the existing powers of taxation are 
inadequate for an efficient discharge of the functions 
of the local bodies, secondly there are some bodies who 
are unable or unwilling to make full use of their powers 
of taxation. In view of the method of administration 
of the local bodies there are bound to be certain in¬ 
herent difficulties. But in the new order of things, the 
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village panchayats, municipalities and others have more 
important functions to perform and much could pro¬ 
bably be done if the State Government is content with 
laying down policy and through a system of taxes and 
grants puts the finances of the local bodies in a more 
sound position. The provision of local amenities, im¬ 
proving the general health of the population, raising 
literacy, etc., can all be done effectively if the methods 
followed in the U. K. and elsewhere are studied and 
the advantage of their experience in certain respects is 
derived as far as possible. 

In the U. K., local rating authorities levy rates on 
the occupiers of property in their area. Property has 
a listed rateable value which can be altered at any 
time if shown to be incorrect. The values of all pro¬ 
perties axe reconsidered periodically. This rateable 
value is assessed in more than one way, but broadly 
speaking it is related to the assessment of the true 
annual rental value of the premises. Industrial pro¬ 
perty is, however, relieved to the extent that it is only 
liable on one-quarter of what would be the normal 
rateable value, while agricultural property (except 
dwelling houses) is wholly exempt. 

Rates are then levied as a proportion of the rateable 
value and the rate in the pound can and does vary 
between one authority and another. 

About three quarters of rate revenue comes from 
residential property. 

The local authorities receive about half their net 
revenue from rates (virtually the only form of local 
taxation) and about half in grants from the Central 
Government. 

Grants to local authorities other than those listed 
under Education, Housing subsidies. Health Service, 
Police, Roads, etc., will amount to £170 million in 
1953-54.. 

This situation is due mainly to the constitutional 
position. At present the local bodies in India do not 
have definite sources of income and moreover, in some 
States, the State Government appropriates to itself the 
proceeds from certain taxes which strictly speaking 
ought to go to the local bodies. 

The remedies lie in giving larger sources of revenue 
by alloting a share from the net proceeds from some 
taxes in the State list such as taxes on buildings, taxes 
on the consumption or sale of electricity when they 
continue to be levied, etc. Moreover, where institu¬ 
tions do not enjoy independent powers of taxation they 
should be given the same subject, of course, to the 
overall control of the State Government. Finally 
where the local bodies are unwilling to make effective 
use of their existing powers of taxation, the State should 
exercise its right to encourage and the right to warn, 
failing which the State Government itself may levy the 
relevant taxes. In view of the difficulties experienced 
and their undefined statutes and power it is necessary 
to have the effects of decentralisation and centralisation 
at the same time. 

The Local Finance Enquiry Committee has suggested 
that terminal taxes on goods and passengers carried by 
railways, sea or air should be transferred from the 
Union List to the State List. We are not in favour. 

Question 187 .—Arising from the foregoing question, 
what considerations would you take into account 
in judging the suitability of a particular tax for 
purposes of local taxation ? In so far as a tax 
suitable in relation to one local body may not be 
suitable in relation to another, what characteristics 
of the local body itself, as a tax-authority, would 
you include among the considerations relevant for 
the assessment of suitability ? Please relate your 
answer to the different categories of local bodies, 
viz., broadly: 

I. Urban. 

A. City Corporations. 

B. Municipalities (including Cantonment 

Boards). 

II. Rural. 

C. Local Boards. 

D. Village Panchayats. 

In considering the suitability of a particular item 
for purposes of local taxation, we have to bear in mind 
the nature of the local body in question and the reason¬ 
able amount of resources it requires for discharging 
effectively not only its obligatory duties but also its 
discretionary functions. So far as Municipalities and 
City Corporations are concerned their needs generally 
are greater than that of the rural areas. At the same 
time the Local Boards and Village Panchayats are also 
in need of increasing funds because their civic back¬ 
wardness is colossal which can be remedied only by 
the provision of more amenities. 

The general principle of taxation—ability to pay 
equitability, certainty, convenience of collection—ought 
to be observed as far as possible in the case of local 
taxation as well. We may also add that the tax system 
should be so framed and administered as to create in 
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the minds of the people a healthy sense of civic pride 
and civic patrotism. 

Question 188. —Assuming that the State List is, or 
can be made adequate, is the frame work defective 
in individual States in the sense that it fails, at 
important points, to ensure proper devolution, i.e. 
(in this context) proper transference of tax-power 
from the State List to local bodies ? If so, please 
answer Questions 189 to 194 with reference to the 
actual arrangements for devolution (as they emerge 
from the sum-total of the relevant State laws, rules, 
administrative orders, and administrative practices) 
in the particular State or States to which your 
comment relates. 

Generally it is true that the existing arrangements 
for the transfer of tax power from the State list to the 
local bodies are not satisfactory. In the case of most 
local bodies, the prior sanction of the Government is 
necessary and there have been many instances where 
permission has been refused to raise taxes for no valid 
reason whatever. In the circumstances, there is con¬ 
siderable force in the suggestion that Local Bodies be 
given powers to raise taxes themselves subject, of course, 
to some upper and lower limits. 

Question 189. — Is there failure to provide for the 
devolution of one or more suitable taxes upon an 
appropriate category of local bodies ? If so, please 
give, with reference to each such category, instances 
of taxes which it would be particularly suitable for 
that category to levy, but which, for insufficient 
reasons, it is not empowered to levy. 

Question 190. — Is there failure to prevent the devo¬ 
lution of unsuitable taxes ? In other words, are 
taxes allowed to be levied which are manifestly 
unsuitable for levy by the particular category of 
local bodies ? Please give instances. 

189 and 190. 

We have already referred to an outstanding example 
of a tax which is at present not levied by the proper 
authority. The reference is to the terminal taxes on 
goods and passengers, carried by railways, sea or air. 
These are now levied by the Centre. Yet another in¬ 
stance is the urban immovable property tax levied by 
the State Governments. This is clearly a field for the 
local bodies. 

It should be one of the fundamental principle of 
taxation in Federation to carry devolution of powers as 
far as possible, i.e., the Centre should keep to itself only 
such powers as are absolutely necessary for maintaining 
defence and for efficient co-ordination of the activities 
of the various State Governments. There should be a 
wide degree of de-centralisation with the advantages 
of centralised co-ordination as stated above, not only 
in regard to administrative matters but in respect of 
financial affairs as well. But at the same time it should 
be said that in the name of de-centralisation local bodies 
should not be given the power to levy the type of taxes 
which they are unable to collect or administer properly. 

Question 192.— Is there failure to make devolution 
sufficiently diversified in relation to the capacity of 
particular local bodies to exercise particular 
powers ? Thus, do the legislation, regulation and 
administration, taken together, show inadequate 
appreciation of the distinction between —• 

(i) categories of local bodies : a tax-power which 

may be wholly unsuitable for one category 
may be very suitable for another ; 

(ii) degrees of development among local bodies of 

the same category: e.g., a tax-power not 
suitable for some village panchayats may 
be suitable for others. 

Please give instances. 

Question 193. —(a) In respect of individual taxes does 
the devolution take sufficient account of the extent 
to which power may be transferred, e.g.— 

(i) power to decide whether or not to levy the 
tax : or 

(ii) power to decide the rate of levy of the tax: 

or 

(iii) power to assess the tax : or 

(iv) power to collect the tax; or 

(v) different combinations of the above. 

(b) In the same connection, is adequate use made 
of the different conditions which may be attached 
to the powers mentioned above, e.g.,— 

(i) condition making the levy of the tax com¬ 

pulsory at a stipulated minimum rate ; 

(ii) condition that the rate of levy shall be sub¬ 

ject to a stipulated maximum; 

(iii) condition to ensure the relative independence 

of the assessing agency ; and 

(iv) condition that a particular standard of col¬ 

lection shall be maintained ? 


(c) With, reference to particular taxes and parti¬ 
cular categories of local bodies, please give instan¬ 
ces, if any, illustrative of the following :— 

(i) a power is witheld altogether, though a 

certain degree of power with, if necessary, 

certain conditions, might be transferred; 

(ii) the degree of power transferred might be 

higher or lower; and 

(iii) the conditions attached might be more res¬ 

trictive or less restrictive. 

Question 194. — Is the devolution defective in that 
there are concurrent and overlapping powers exer¬ 
cisable by the Slate Government and the local 
body ? Please give instances and explain the dis¬ 
advantages involved in actual practice. 

192, 193 and 194. 

So long as local bodies do not have independent 
powers of taxation and so long as they have to obtain 
the sanction of State Governments for the levy of taxes, 
there can be no satisfactory arrangement for effective 
devolution. The procedure is bound to be dialatory 
and irksome to the local bodies. It is better to have 
a smaller but defined list of taxes which will lead to 
effective collection and ask the State or Central Govern¬ 
ments to provide the necessary grants. 

As already pointed out, the Constitution divides the 
financial powers broadly into lists—the Centre and the 
State and the latter are given the discretion to allot the 
resources to local bodies. 

The absence of co-ordination is the greatest obstacle. 
Several instances have been recently brought out to 
show how the State Governments have often stood in 
the way of local bodies increasing their resources. For 
example, it is said rates of octroi are not permitted to 
be raised even when perfectly justifiable ; that the list 
of goods which are exempted from these taxes, is fre¬ 
quently and arbitrarily increased. 

In a country like India where there are over 1,000 
municipalities and innumerable village panchayats, it 
is not possible to say with respect to individual taxes 
as to whether the devolution has been effective ; whether 
the power to levy taxes has been effective ; whether the 
power to levy taxes has been properly utilised and 
whether particular standards of collection are being 
maintained. Much, of course, depends on the way the 
elected bodies conduct their administration. The State 
Governments ought to take a sympathetic interest in 
the administration of local bodies and assist them 
actively not merely by the devolution of more powers 
where desirable but by giving loans on easy terms when 
necessary. At the same time, they should not hesitate 
to supersede such bodies as consistently expose them¬ 
selves to extravagance and maladministration. 

Question 195. —(a) Is there, in your opinion, defec¬ 
tive co-ordination—fiscal, administrative or other — 
between particular local taxes and allied State or 
Central taxes ? Please give instances and point 
out the nature and order of the detrimental effect, 
if any, on the public or on trade, industry, etc. 
What remedies would you suggest ? 

(b) Does the lack of co-ordination, in any parti¬ 
cular instance, result in unnecessary duplication of 
staff or other forms of wasteful administration ? 
Does it lead to needless harassment of the tax-payer 
by different tax-agencies ? What remedies would 
you suggest ? 

We have partly answered this question in one of 
our previous paragraphs (Questions 189 and 190). 
We are reverting to the topic again while dealing with 
Question 200. 

Question 196. —Apart from defects traceable to the 
Constitution (Question 186) or the legal and 
other arrangements for devolution in individual 
States (Questions 188 to 194) or to inadequate co¬ 
ordination between the different tax structures, 
Central, State and Local (Question 195), are 
there any other important types of defects in the 
framework of the system ? Please give instances. 
What remedies would you suggest ? 

The defects in the existing structure, apart from 
those ascribable to the Constitution, may be attributed 
to the fact that until recently, we were having a highly 
centralised and uni 1 ary type of Government. Now, 
however, things are different and it is to be expected 
that, with greater initiative and enterprise, local bodies 
would be able to render a better account of themselves. 

Question 197. —Have you any comments to make on 
the proportion beme by the tax-revenue of different 
categories of local bodies to —- 

(i) non-tax revenue other than grants-in-aid, and 

(ii) grants-in-a- d ? 

Question 198. —Do you consider that local bodies fail 
to make full use of the tax resources available to 
them ? Would you agree that they should use their 
powers of taxation fully before receiving further 
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grants-in-aid as a means of adding to their re¬ 
sources ? 

So far as grants-in-aid are concerned, it may be men¬ 
tioned that this procedure is important in the evolution 
of local self-Government in U.K., U.S.A., and elsewhere. 
State Governments in India should see to it that ade¬ 
quate grants are given to the local bodies, of course, 
after satisfying themselves that the body concerned is 
not lethargic in its financial administration and that the 
grants are effectively used for the purposes they are 
meant for. 

Question 199. —If it was necessary to equip local 
bodies with additional resources beyond their powers 
of taxation, which of the following alternatives would 
you prefer and why :— 

(i) transfer of additional powers of taxation : 

(ii) assignment of a proportion of a tax or taxes 

collected by the State Government, within 
the area of a local body, (a) with the local 
body exercising no responsibility in respect 
of the tax or taxes, (b) with the local 
body exercising responsibility of different 
degrees (e.g., for assessment, collection, 
etc.) in respect of the tax or taxes ; 

(iii) grants-in-aid ? 

Please elaborate your answer with reference to the 
particular taxes you have in view in regard to alterna¬ 
tives (i) and (ii). 

We agree that local bodies should be endowed with 
resources beyond their powers of taxation. One of the 
proper ways of doing it will be to set up a convention 
by which the proceeds of certain taxes will be ear¬ 
marked for local needs. What exactly should be the 
taxes to be shared in this manner is debatable. Sug¬ 
gestions in this respect include the sharing of the pro¬ 
ceeds from land revenue, sales tax and taxes on motor 
vehicles. We are of opinion that sales-tax should be 
solely assigned to the State Governments. As regards 
land revenue and motor vehicles tax, these may be con¬ 
sidered provided care is taken to ensure that the shar¬ 
ing is effected without creating complications and, in 
the case of the latter, without enhancing the tax on 
motor vehicles which in India is already one of the 
highest in the world. 

We agree that grants-in-aid should play an active 
part in local finance. But it is necessary to emphasise 
that they should be so administered as to stimulate local 
initiative. Grants should be resorted to only when the 
Government have satisfied themselves that the muni¬ 
cipalities or district boards concerned have been con¬ 
ducting their financial affairs effectively and that there 
is a genuine need for additional resources. The system 
of grants-in-aid has been sometimes abused in the past 
and instances are not wanting where State Governments 
have used it as an instrument to exercise their domina¬ 
tion over local bodies. It is necessary therefore to lay 
down clearly the principles on which local institutions 
can expect grants for reasonable needs. The emphasis 
should always be on the promotion of local enthusiasm 
and autonomy. 

Question 200. — Since (a) lands under non-agricultural 
use, (b) buildings and (c) income from both these 
are subject to taxation by : 

(1) the Union—(section 9 of the Income-tax Act) 

(21 the States — (non-agricultural assessment and, 
in some States, urban immovable property 
tax), and 

(3) Local Bodies. 

It is sometimes contended that there is multiple 
taxation of the same source of income and that, in 
any case, there is need for correlating these different 
taxes into a more rational system. Do you agree 
with this view ? If so, what scheme would you 
suggest for the purpose ? Wouild you adopt a 
uniform basis of all the taxes concerned, Central 
State and Local ? What basis would you adopt: 
the capital value of the property or its annual rental 
value ? 

Question 201. —If the question of valuation was con¬ 
fined to the levy of urban immovable property tax 
by States and general property tax by local bodies, 
what basis would you adopt: capital vailue or 
annual rental value ? Do you agree with the re¬ 
commendation of the Local Finance Enquiry Com¬ 
mittee that “ there should be no change from the 
well-tried basis of rent to the more or less uncertain 
basis of capital value ”, but that where “ munici¬ 
palities are actually adopting capital value as the 
basis and there is no complaint, that Basis may 
continue ”? 

200 and 201. 

This is yet another glaring instance of defective co¬ 
ordination. The harm done by this type of multiple 
taxation should be remedied. We agree with the Local 
Finance Enquiry Committee’s observation that there 
should be no change from the well tried basis of rent 


to the more or less uncertain basis of capital value. 
The latter basis while it may be advantageous from the 
point of view of the local bodies will be difficult of 
application as it will introduce a speculative element 
and unfairness in incidence. There is an increasing 
tendency to charge increasingly heavy taxes and it may 
so happen over a period that building construction will 
be discouraged considerably Revenue considerations 
alone should not be the criterion. 

Question 202.—As regards the urban immovable 

property tax, the Local Finance Enquiry Committee 
says in effect that, even though property tax gene¬ 
rally should be left to be exploited by local bodies, 
it would be both expedient and suitable for the 
Government (i) to levy an urban immovable pro¬ 
perty tax when a municipality fails to levy a pro¬ 
perty tax in spite of a statutory obligation to do so 
or (ii) to continue to levy the tax when a munici¬ 
pality refuses to increase its property tax to the 
extent the State Government is prepared to reduce 
its urban inimovable property tax. Do you agree 
with this view ? Have you any other comments 
to make on the urban immovable property tax ? 
If you consider it a suitable form of taxation for the 
States, what modifications, if any, would you sug¬ 
gest in regard to exemptions, rates of levy, mode 
of assessment and procedure for collection ? 

We agree that the State Government should have 
the power to levy an urban immovable property tax 
when a municipality fails to do so despite a statutory 
obligation to that effect. 

Question 203. — What principles would you recom¬ 
mend for adoption in regard to the general pro¬ 
perty tax ? Woidd you exempt rental values below 
a particular level ? How would you deal with the 
properties of owner-occupiers or of charitable or 
educational trusts or of co-operative housing socie¬ 
ties ? What remissions, if any, would you give for 
vacancies ? So far as new buildings are concerned, 
would you recommend exemption for the first few 
years after construction, with a view to encouraging 
house-building ? 

Question 204. — Should property tax be progressive ? 
If so, how and to what extent ? 

203 and 204. 

In view of our economic position it is necessary to 
adopt the proportionate instead of the progressive prin¬ 
ciple. As Hicks says “A tax which is proportional or 
even moderately regressive is more appropriate for a 
local purpose than a progressive tax ”. Exemptions 
need not be given for rental values below a particular 
level. We fully agree that in the case of new buildings 
exemption should be given for the first few years after 
construction or a lower rate charged so as to provide 
a stimulus to house building. 

Question 205. — What categories of local bodies 

should be empowered to levy property tax ? What 
should be the extent of the power in each case, and 
what conditions if any, should be attached to the 
exercise of the power ? 

Question 206. —Have you any suggestions to make 
in regard to the administrative machinery and pro¬ 
cedure for the assessment and collection of the pro¬ 
perty tax in relation to the different categories of 
local bodies ? 

205 and 206. 

We believe all categories of local bodies are entitled 
to levy property tax. In fact, in the case of some cor¬ 
porations and municipalities, such levy is compulsory. 
We believe it is desiable to fix in the Act itself the 
maximum and minimum rates. We have no special 
comments to offer on the suitability of the administra¬ 
tive machinery except to emphasise the need for honest 
and efficient personnel. 

Question 207. —In so far as certain taxes usually 
known as “ service taxes ” —e.g., water, lighting, 
drainage and conservancy taxes—are levied along 
with, and on the same basis as, the general pro¬ 
perty tax by certain local bodies, what suggestions, 
if any, would you make in regard to the rates of 
levy, collection, etc., of these taxes 1 Have you 
any comments to make regarding property and 
service taxes vis-a-vis port trust properties, railway 
properties, other properties of the Central Govern¬ 
ment and properties of State Governments ? 

In regard to service taxes, we would like to observe 
that it is one of the elementary functions of a muni¬ 
cipality to look after efficiently such aspects of civic 
life as water, lighting, drainage, conservancy, etc. If 
the receipts from taxes levied for these particular items 
are not adequate, even after reasonable efforts have 
been made, they should be met from the general reve¬ 
nues. In any case, we should not accept the view that 
if the receipts from a particular rate fall below the 
amount required that service itself should be cut down. 

60 a 
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The condition of our cities and villages is deplorable 
from the sanitary point of view and there is no use 
approaching the problem with a petty accounting mind. 

There should normally be no exemption from muni¬ 
cipal taxation for the properly of port-trusts State 
Governments or the Central authorities. 

Question 208. —Do you consider that the system of 
local fund cesses (viz., cesses on land revenue, col¬ 
lected by the revenue administration and handed 
over to local bodies) is satisfactory in its opera¬ 
tion ? If not, what alterations, if any, would you 
suggest ? Please deal with local boards and village 
panchayats separately, and specify the individual 
State or States to which your reply relates. In 
particular: 

(i) Are minimum and/or maximum rates of levy 

laid down ? Are they, in yotir opinion, 
either too high or too low ? 

(ii) To what extent are the cesses ear-marked 

for different purposes (e.g., road cess, edu¬ 
cation cess, etc.)? Would you extend or 
curtail the system of ear-marking ? Should 
there be a general cess in addition to ear¬ 
marked cesses ? In what circumstances ? 

(iii) To what extent do suspensions and remis¬ 

sions of land revenue affect the collection 
of the cesses ? Have you any suggestions 
to make in this connection ? 

(iv) Please deal with any special problems con¬ 

nected with local fund cesses in — 

(a) Part B and Part C States, 

(b) areas in which zarnindars are newly abo¬ 

lished. 

The system of local fund cesses is not wholly satis¬ 
factory. At present the main source of income for the 
district boards is the cess on land. This is collected 
by the revenue authorities as a surcharge on land 
revenue and after deducting the cost of collection which 
varied from 2 to 4 per cent, is given to the district 
boards. In view of the fact that the State Governments 
do not engage additional personnel for the collection of 
surcharges, the complete proceeds might be allocated 
to the local bodies. 

In most States the maximum and minimum rates are 
fixed. In some States the rates are high, in some low. 
In West Bengal, for example, it is pointed out that 
though the price of paddy has greatly increased in 
recent years, the cess continues to be levied on the 
old scale. 

Earmarking of cesses for particular purposes should 
be encouraged though where a multiplicity of purpose 
is involved a consolidated cess would be preferable. 
In West Bengal, for instance, cesses are earmarked for 
education and for roads and public works. Suspensions 
and remissions of land revenue will proportionately 
affect the collection of cesses but in such situations, 
care should be taken to see that they do not affect the 
revenues of the district boards since the cess forms an 
important source of their revenue. 

As regards the former zamindari areas, we agree 
with the view that the responsibility for the payment 
of cess should be clearly fixed on the Government or 
on the tenant who holds directly from the Government. 

Question 209. —Please state your views on the rela¬ 
tive merits of octroi and terminal tax, in one or 
more of the forms in which they prevail in different 
parts of the country from the stand-point of — 

(i) the local body concerned, e.g., revenue deriv¬ 

ed and, in comparison with it, cost of col¬ 
lection, size and complexity of administra¬ 
tion, scope for evasion, etc., 

(ii) the person who pays the tax, certainty as to 

amount payable and convenience of col¬ 
lection ; and 

(iii) the trade, the consumer, etc., incidence and 
effects of incidence, in so far as these can 

be broadly assessed. 

Are octroi and terminal tax mutually exclusive 
system, or would it be permissible and desirable, 
in certain circumstances, to combine the two sys¬ 
tems ? 

On an. examination of the relative merits of (a) 
octroi (b) terminal lax and (c) any desirable form 
of combination of the two, which particular alter¬ 
native would you recommend for general adoption 
bu local bodies ? Do any consitutional or legal 
difficulties stand in the way of implementing your 
suggestions ? 

Question 210. —Docs your examination lead to the 
conclusion that both octroi and terminal taxes are 
unsuitable as forms of local taxation and should, 
therefore, be abolished ? If so, what substitutes 
ivould you recommend ? Do you consider the sug¬ 
gestion that local bodies should be allowed to levy 
surcharges on sales tax feasible and desirable ? 

Question 211.— If your suggestions involve certain 
modifications in the prevailing forms of octroi or 


terminal tax, what are the changes you would 
recommend ? 

209, 210 and 211. 

These three questions can be conveniently clubbed 
together. We have referred already to the need to allot 
the proceeds of terminal taxes, now collected by and 
distributed by the Centre, to the local bodies. As 
regards octroi, it is generally admitted that it is a cum¬ 
bersome form of taxation harmful to trade, industry 
and the public. But since its abolition may upset the 
resources of local bodies it is necessary to provide an 
alternative source of income for them. We would not 
suggest that Government might share a portion of the 
proceeds from sales taxes with those local bodies who 
are prepared to forego the abnoxious octroi. The 
question, however, may be considered as to whether 
a surcharge can be levied on the existing sales tax to 
be passed on to the local bodies concerned. 

Question 213. — Should the basis of assessment for 
octroi be ad valorem or by weight, etc.? How 
would you provide against procedural delays and 
difficulties ? 

So long as octroi is not avoidable it is perhaps better 
to levy it on ad valorem basis though the weight basis 
may also be necessaiy in some cases. 

Question 214. — Would an extension of -the nation¬ 
alisation of motor transport make it possible to 
adopt a simpler and more effective system of ter¬ 
minal taxes on goods transported by road ? 

We are opposed to any extension of the nationalisa¬ 
tion of transport. 

Question 215 .--Have you any suggestions to make 
in regard to the better correlation of octroi or ter¬ 
minal lax with allied forms of Stale and Central 
taxation such as sales tax, excises and customs ? 

Question 21G.— Taxation on goods carried by road 
is only one of the items covered by entry No. 56 of 
the State List, viz., “ taxes on goods and passengers 
carried by road or on inland waterways ”. Have 
you any commen s or suggestions to make in regard 
to the utilisation of this eniry for purposes of local 
and/or Stale taxation ? 

215 and 216. 

Part of this question has been answered already. 
We would suggest that proceeds from taxes levied on 
goods and passengers carried by road or on inland 
waterways should as far as possible be utilised to 
develop the condition of roads and waterways. If the 
municipalities and district boards are unable to find 
sufficient funds for this purpose, tben there is no reason 
why tiie State Governments cannot assist them out of 
the proceeds from th s type of taxation. 

Question 217 . -Should the “ pilgrim tax ” levied by 
certain loc.a.1 bodies be more widely adopted ? Do 
you consider that a suitable form of taxation on 
the floating population in the bigger cities can be 
devised ? 

The question of adopting pilgrim tax may be neces¬ 
sary in view of the extra expenditure incurred to pro¬ 
vide amenities for the pilgrims. 

As regards the floating population it seems better 
to allow them to float rather than sink by imposing 
taxes on them. The Local Finance Enquiry Committee’s 
recommendation to municipalities to levy tax on visi¬ 
tors in the form of a surcharge on the hotel bill seems 
rather hard. 

Question 218— What are your views regarding the 
desirability and feasibility of a "poll tax" as a 
form of local and/or Stale taxation? 

The poll lax ha; become (or is fast becoming) 
obsolete in advanced countries in the world. In ordi¬ 
nary circumstances there seems no justification for this 
sort of impost. 

Question 219.—(a) Hive you any suggestions, nut 
already covered by your previous avsuters (e.g., on 
motor vehicles taxation), to make regarding the 
levy of taxes on vehicles, animals and boats for 
purposes of local and/or Stale taxation ? 

(b) Do you consider tolls a suitable form of local 
and/or State taxation ? In what circumstances ? 

(a) We wish to emphasise that taxes on vehicles, 
animals and boats should be light in view of the urgent 
need for the development of communications and inci¬ 
dentally for providirg more employment. Our roads 
and waterways are much neglected and obviously one of 
the effective means of stimulating activity in these 
fronts is to lighten tie load of taxation. 

(b) The Committee are generally not in favour of 
tolls being levied save in very exceptional cases where 
the building of costly bridges or otherwise are involved 
and it is found nece;sary to recoup some part of the 
capital expenditure ever a period. 

Question 220. —The local Finance Enquiry Com¬ 

mittee recommeruls that the limit of Rs. 250 placed 
on profession tax by the Constitution should be 
raised to Rs. 1,000. Do you agree ? Would you 
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recommend the wider adoption of profession tax 
by local bodies and/or State Governments? 
Which categories of local bodies may suitably levy 
it and with what safeguards ? Should the levy be 
compulsory in certain cases, and if so, at what 
minimum level ? What modifications, if any, mould 
you suggest in the prevailing forms of levy of this 
tax ? What steps would you take for its better 
correlation with income-tax, from the point of view 
of incidence or for purposes of administration, 
etc.? 

There appears to be considerable force in the argu¬ 
ment of the Local Finance Enquiry Committee that the 
limit of Rs. 250 placed on profession tax be raised to 
Rs. 1,000. Whether there is scope for wider adoption 
of this tax will depend on the need for additional re¬ 
sources and the absence of better types of taxation. 
We would not of course advocate compulsory levy. It 
is difficult to say how “ better correlation ” can be 
brought about in the administration of profession tax 
and the income-tax. Instead, it is rather impracticable 
and the experiment made by the West Bengal Govern¬ 
ment to levy a sort of poll tax on income-tax assessees 
proved an ignominious failure. One is a central tax 
and is collected by a central agency; the other is col¬ 
lected by the local bodies concerned. The powers re¬ 
garding assessment and collection are obviously quite 
different from one another. 

Question 221. — Certain local bodies /States levy a 
“ theatre tax" (on each performance, e.g., each 
cinema show) under entry No. 33 of the State List. 
This is in addition to the entertainment duty levied 
by the State Government under entry No. 62 of the 
State List. What are your views on the suitability 
of this tax for more general adoption ? 

We do not think the “ theatre tax ” is capable of 
wider application as there has been recently a greater 
disposition on the part of the State Government to 
levy heavy taxes on entertainment. The receipts of 
the State Governments from this source are important, 
though it is heavily levied only in three or four States. 
Others may probably derive larger revenues. Instead 
of the local bodies levying a separate tax they must 
be given a share of the receipts from entertainment tax. 
Only the Madras Corporation seems to be in receipt of 
a good sum. If the State Government should evolve a 
suitable formula, vexations duties could be done away 
with altogether. 

Question 222 .—Have you any suggestions to make 
regarding the levy of betterment taxes by different 
categories or local bodies (e.g., by a municipality 
in connection with town improvement)? 

We do not think the levy of betterment taxes for 
town improvement purposes is justifiable. It will be 
difficult to determine the basis and avoid arbitrariness. 
Question 223. — Have you any comments or suggestions to 
make on any items of local taxation not covered by 
the foregoing questions ? 

Question 224—Hone you any general suggestions to make 
regarding the fuller utilisation of their tax resources 
by different categories of local bodies ? 

Question 225. —Have you any general suggestions to 
make regarding assessment and collection of taxes 
by different categories of local bodies with a view 
to making the administration in this respect more 
efficient and more economical ? 

Question 226.— What problems, if any, not covered by the 
foregoing questions are special to Part B States ? 
Please state how would you deal with them ? 
Question 227. —Have you any comments, not already 
covered by your answers, make on the recommenda¬ 
tions of the Local Finance Enquiry Committee so 
far as they are relevant to local taxation ? 

While we have stressed the need for local bodies 
being given more financial resources we should also 
stress at the same time the need for economy and 
efficiency in administration. When one finds that even 
Central and State departments of the Government are 
not always very careful about the spending of public 
funds, it is perhaps unfair to expect better standards 
from local bodies. Yet if democracy is to develop, our 
municipalities, district boards, and panchayats should 
not only learn to collect taxes efficiently but also to 
use the proceeds effectively. Economy, it should be 
remembered, is one of the most fruitful sources of 
revenue. 

So far as Part B States are concerned they were, so 
to say, in political wilderness (at any rate most of them) 
till recently and it is possible that in many States the 
foundations for a healthy local self-government have to 
be well and truly laid. It would seem better, therefore, 
to proceed rather cautiously in the matter of demo- 
craticising their municipalities and other local bodies. 
It is perhaps not advisable to give them the same finan¬ 
cial powers as enjoyed by their counterparts in A 
States. A policy of “ go slow ” appears desirable in 
the early stages in the matter of devolution. 

Question 228.— Should provision be made for 

manual labour being contributed (a) as an addi¬ 


tional tax or (b) in payment or part-payment of an 
existing tax, to one or more categories of local 
bodies or to State Governments, in furtherence of 
specific local development or, generally, of the 
development programme of the country ? What in 
your view, are the possibilities and implications of 
the suggestions ? 

Without introducing any element of compulsion, 
payment of taxes in kind may be considered and 
accepted whenever necessary. 

Copy of letter dated 21st April 1954 from Employers’ 
Association, Calcutta, to the Secretary, Taxation 
Enquiry Commission. 

“ The Chairman of the Commission expressed a 
desire, when representatives of our Association gave 
oral evidence on 13th March last, that concrete data 
might be furnished elucidating the point explained by 
us regarding the need for maintaining uniformity in 
progression, once the rate had been decided upon. It 
was- pointed out by our President and myself that the 
tax curve in the super-tax bracket should more or less 
correspond to the straight line as drawn in the graph 
attached herewith. 

While we stated that, in effect, the revision of rates 
would amount to the imposition of the maximum rate 
at a higher level, the exact amount of relief that would 
have to be given to the various income groups was not 
ascertainable as the rates could not be worked out 
immediately. 

Table I attached herewith will show that there will 
have to be a substantial reduction in the rates, parti¬ 
cularly in respect of the income groups between 
Rs. 25,000 and Rs. li lakhs. Against the maximum 
rate, including the surcharge of 13-1 annas in the rupee, 
which is now attracted by incomes of Rs. 1-5 lakhs and 
over, there would be a rate, on the straight line basis 
of only 9-5 annas, on the slab between Rs. 1-5 lakhs 
and Rs. 2-5 lakhs. The rate on incomes of Rs. 15 lakhs 
and over will be 15 annas in the rupee against the 
current rate of 13-1 annas. The average rate, however, 
will be less, as will be evident from the figures given 
in Table II. 

We shall be only too glad to furnish you additional 
particulars which you may require. Kindly acknow¬ 
ledge receipt of this letter and the enclosures.” 


Table I. 

Slab Rates on the basis of the straight line and the 
rates in 1954-55. 


Slabs (Rupees) 



Straight line 

1954-55 

First 

1,500 . 


. 

Nil 

Nil 

1,500 — 

5,000 . 



9-45 pies 

9-45 pies 

5,000 — 

10,000 . 



1-84 as. 

1-84 as. 

10,000 — 

15,000 . 



315 as. 

3-15 as. 

15,000 — 

25,000 . 



4-20 as. 

4-20 as. 

25,000 — 

32,000 . 



4-75 as. 

7-35 as. 

32,000 — 

40,000 . 



5-75 as. 

7-35 as. 

40,000 — 

50,000 . 



5-75 as. 

8-40 as. 

50,000 — 

55,000 . 



6-75 as. 

8-40 as. 

55,000 — 

70,000 . 



6-75 as. 

10-50 as. 

70,000 — 

75,000 . 



6'75 as. 

11-55 as. 

75,000 — 

85,000 . 



7-50 as. 

11-55 as. 

85,000 — 

1,00,000 . 



7-50 as. 

12-07 as. 

1,00,000 — 

1,50,000 . 



8-50 as. 

12-6 as. 

1,50,000 — 

2,50,000 . 



9-50 as. 

13-1 as. 

2,50,000 — 

3,50,000 . 



10-50 as. 

13-1 as. 

3,50,000 — 

5,00,000 . 



11-50 as. 

13-1 as. 

5,00,000 — 

7,00,000 . 



12-50 as. 

13-1 as. 

7,50,000 — 

10,00,000 . 



13-50 as. 

13-1 as. 

10.00.000 — 

15,00,000 . 



14-25 as. 

13-1 as. 

15,00,000 and over . 



15-00 as* 

13-1 as. 


* Actually 14-8 as. roundod off to 15-0 as. for administrative 
conyerience. 


Table II. 

Shotving the actual taxes payable and the percentages 
of tax burden on typical incomes (all earned) in 
1954-55 and on the basis of the straight line. _ 


Tax amount Tax percentages 


Income (Rs.) 

r —— 

Straight 

line 

: — - V 

1954-55 

__A. 

Straight 

line 

1954-55 ' 

5,000 . 

117 

117 

2-3 

2-3 

10,000 . 

517 

517 

5-2 

5-2 

15,000 . 

1,140 

1,140 

7-6 

7-6 

25,000 

3,305 

3,305 

13-2 

13-2 

50,000 . 

11.900 

15,440 

23-8 

30-9 

1,00.000 . 

34,200 

50,064 

34-2 

50-1 

1,50,000 . 

60,700 

89,439 

40-0 

59-6 

2,50,000 . 

1,20,000 

1,71,470 

48-0 

68-6 

3,50,000 . 

1,85,700 

2,53,501 

53-1 

72-4 

5,00,000 . 

. 2,95,000 

3,76,548 

59-0 

75-3 

10,00,000 . 

6,98,000 

7,86,704 

69-8 

78-7 

15,00,000 . 

. 11,43,000 

11,96,860 

f6-2 

79-8 

20,00,000 . 

. 16,07,000 

16,07,167 

80-3 

80-3 
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Delhi School of Economics. 

A Memorandum submitted to the Taxation Enquiry Commission 


This memorandum deals with only one of the issues 
raised in the Questionnaire, namely the role of taxation 
in economic development. The need for rapid develop¬ 
ment is now a basic premise in the formulation of 
economic policy, and obviously proposals made in the 
field of taxation have, therefore, to be related to it; we 
assume that other considerations would be generally 
regarded as secondary. The thesis put forward in this 
memorandum is that not only is it necessary to relate 
taxation policy to the needs of development—which is 
obvious enough given the premise—but that it is 
important to define what precisely constitute the needs 
of development, as there can be differences of opinion 
on this question and the approach to taxation that one 
adopts now would depend on the particular view that 
one chooses to take. 

2. In defining the needs of development, there is a 
distinction to be made between what is needed to 
initiate a process of growth and what is needed to 
sustain a process already initiated. Broadly speaking, 
a process of growth can be regarded as initiated only 
when the rate of capital accumulation reached is high 
enough to sustain per capita consumption standards in 
the community at a minimum level and yet to leave a 
margin of productive capacity which can be used for 
stepping up the rate of capital accumulation still fur¬ 
ther. Obviously this depends mainly on the consump¬ 
tion standards which the community can be persuaded 
or compelled to accept in the initial stages—the lower 
the consumption standards and the longer the period 
over which they are acceptable the quicker can a pro¬ 
cess of growth be initiated. This is largely a matter of 
judgment, but if we make certain assumptions regard¬ 
ing levels of consumption and also as to capital-output 
ratios, we can estimate approximately the rate of capi¬ 
tal accumulation on the attainment of which the period 
of initiation can be regarded as more or less completed, 
and also the likely length of this period. 

3. In countries starting from low levels of consump¬ 
tion and saving, like India, the problem of stepping up 
the rate of capital accumulation is undoubtedly a diffi¬ 
cult one. It involves, in the first place, problems of 
organisation and technical knowledge ; no less important 
is the fact that, in a political democracy, there are 
definite limits to compulsory direction of resources even 
for purposes of development. But while it is important 
not to under-estimate these difficulties, it must be 
recognised that there are very substantial advantages 
in aiming at a quick spurt in the rate of capital accu¬ 
mulation. A small increase in the rate of accumula¬ 
tion would, of course, be easier to achieve, but the in¬ 
vestment potential it creates in the following period 
would also be small ; in countries with growing popula¬ 
tion there is a constant tendency for increases in pro¬ 
ductivity to be absorbed by increased consumption 
requirements, and, since the longer the period over 
which consumption restraints are imposed the less 
effective they prove, a process of development initiated 
by small increases in investment is in danger of failing 
to gather momentum and even petering out. The 
ability of a system to develop sufficient power within 
itself to continue a process of development depends to 
a very considerable extent on the strength of the initial 
stimulus. 

4. One of the crucial factors in the determination of 
targets of investment is the attitude taken to their 
expected price effects. Any increase in investment, or 
even a change in the pattern of investment, will inevi¬ 
tably lead to certain changes in the structure of prices ; 
but while the total of money incomes in the community 
will not be increased by more than the actual increases 
in productivity, as long as the level of investment is 
not allowed to exceed savings, and the price changes 
will, therefore, be contained within certain limits, the 
possible range of price changes becomes wider when the 
scale of investment is greater than is warranted by the 
savings of the community and hence involves the crea¬ 
tion of credit. It follows that, though it would be 
wrong to pose the choice as one between price stability 
and inflation, there are nevertheless differences, in the 
degree of change in the structure of prices which may 
be expected in each case, for attention to be concen¬ 
trated on the issue whether or not the rate of capital 
accumulation aimed at should be in excess of the com¬ 
munity's propensity to save. This issue, which has 
come up again and again recently in connection with 
discussions on deficit financing and on banking policy 
is likely to prove of critical importance in determining 
the pace of development in this country, and it is our 


belief that on the attitude taken to it will depend also 
the taxation policy to be followed in the next few years. 

5. If price stability ia the major consideration (what¬ 
ever'is meant by it), and if in consequence there is a 
bias against investments financed by credit creation, the 
emphasis in taxation policy will have to be on increasing 
public savings (i.e., from revenue surpluses) but only to 
the extent that it does not have the effect of reducing 
aggregate savings and particularly private savings at 
certain key points. In practice, given a private sector 
which is expected to contribute to the total investment 
effort from out of its own savings, two conclusions must 
follow inevitably : firstly, that changes in the direction 
of more progressive taxation are detrimental to invest¬ 
ment, and secondly, that considering the political and 
other implications of imposing more indirect taxation 
without corresponding increases in direct taxation, the 
addition that taxation can in all make to public savings 
is likely to be small to the point of being negligible from 
the point of view of development. 

6. If, on the other hand, price stability is not the most 
important objective but rather the need to reach a given 
higher rate of investment, the structure of taxation as 
well as taxation policy will have to be guided by different 
considerations. For abandonment oi price “stability” 
does not mean the abandonment of a price policy : it 
only means shifting from one structure of prices to 
another, and the rise in the general level of prices (which 
is likely to be inevitable due to sectional pressures) in 
the process of this shift must still be limited to the 
minimum. Since credit creation may not in all cases 
lead to increases in output where they are most neces¬ 
sary, and since there is in any case likely to be a time- 
lag between investment and output, there is a presump¬ 
tion that abnormal profits will emerge at various points 
in the system (partly through current incomes and 
partly through appreciation of capital values), and the 
function of the taxation system under these conditions 
must be to mop up as much of these profits as possible 
so t as to neutralise their inflationary possibilities. 

7. This is not a purely theoretical issue without 
significance to us at the present stage. According to the 
targe is set by the Planning Commission, the rate of 
investment in the economy has to be stepped up from 
about 5 per cent, of the national income (at which level 
it has probably remained for a long time) to about 8 per 
cent, by 1955-56, but there is no clear indication as to 
where the resources are to come from. Foreign savings 
are expected to. contribute, at best, not more than 1 per 
cent, of the national income ; the estimates of neither 
public savings nor of corporate savings indicate that any 
large increase in these is expected ; and since there is 
no suggestion of any major schemes of compulsory sav¬ 
ings, it is obvious that even the relatively low invest¬ 
ment targets set in the present .Plan cannot be reached 
unless, personal savings increase voluntarily (which, 
there is no reason to assume, will happen) or the rates 
of investment and saving are forced through creation of 
credit. If the implementation tof the Plan so 
far has not resulted in any significant expansion 
of credit or in any serious pressure on prices, it 
is not because the normal propensities to save of 
the community have proved to be greater than was 
expected but because the rate of investment has in fact 
lagged far behind the targets and even this has pro¬ 
ceeded against a background of falling effective demand 
due to other developments. The Plan can now be com¬ 
pleted according to schedule only through a considerable 
expansion of credit, and if this is not possible for one 
reason or another it means that the targets in the 
Second Five Year Plan may have to be set even lower. 

8. If a change in the structure of prices (i.e., in 
relative prices) is al. that is needed to sustain higher 
rates of investment, it may be asked why it cannot be 
brought about through indirect taxation on commodities 
and services, with the proceeds of such taxation being 
used for financing the investment programme. The 
answer to this depends on whether or not the increase 
m taxation is regarded as a pre-condition of increased 
investment: if it is not, there is no disagreement with 
the main thesis put forward in this memorandum, but 
usually, it is regarded as a pre-condition and, in this 
form, it is an unrealistic and essentially mistaken 
approach to the problem. 

9. Indirect taxath n has about the same relation to 
development programmes in under-developed countries 
as cuts in money wages have to employment programmes 
in more developed systems. The modem theories of 
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employment recognise the possibility that higher levels 
of employment may lead to declining real wages but 
nevertheless reduction in money wages is not advocated 
as a means of increasing employment : this is not merely 
a concession to the known resistance of trade unions to 
reduction in money wages but mainly a recognition of 
the fact that the contraction of effective demand may 
have consequences on the investment programme which 
may be neither necessary nor desirable. 

10. It is true that the problem in an under-developed 
economy is not one of deficiency of demand, and to that 
extent the above analogy is not correct; but it has this 
feature in common that, as a rule, the investment pro¬ 
grammes needed in the earlier stages of development 
initially require, only to a relatively small extent, the 
kind of resources which can be reached by measures of 
additional indirect taxation, and therefore, in most cases, 
these measures are also neither necessary nor desirable 
as a prerequisite. The initial spurt in capital accumula¬ 
tion has to come largely from the under-employed labour 
in the system (which can be reached by taxation, if at 
all, only through labour levies), and to mobilise these 
there is no reason why there should be cuts in consump¬ 
tion in advance by others ; once under-employed labour 
is absorbed there will no doubt be some increases in 
consumption demand from them for certain commodities, 
and to the extent that the production of these does not 
also increase in the process, it will be necessary to 
reduce the demand for them elsewhere. In this dis¬ 
criminating paring of demand which will be necessary, 
measures of indirect taxation have undeniably many 
advantages over physical controls and unregulated price 
rises ; but to insist on more indirect taxation as a source 
of finance to be tapped in advance of higher investment 
seems to be like placing the cart before the horse. 

11. Increase in indirect taxes, no less than cuts in 
money wages, calls for faith on the part of those affected 
that, once it is accepted by them, things will begin to 
improve after a time lag. In both cases, things can 
improve only if one assumes that certain other condi¬ 
tions are satisfied, and, to the extent that they often 
are not, one suspects that the lack of this faith which 
is so widely evident is more soundly based than is some¬ 
times thought. Unless the resources necessary for higher 
investment can be reached through measures of indirect 
taxation, and the amounts that can be thus secured can¬ 
not be had except through cuts in their existing use, 
and unless arrangements are made to use the released 
resources more or less simultaneously for the purpose of 
capital accumulation, increased levy of indirect taxa¬ 
tion (like cuts in money wages in more developed 
systems) can only serve to increase under-utilisation of 
resources in the economy. 

12. A carefully drawn investment programme must 
balance the pressures that must be expected to follow 
low rates of investment, with all that they imply in 
regard to employment possibilities and standards of 
living, against the pressures that will inevitably emerge 
if higher rates of capital accumulation lead to open 
inflation. In other words, the scale and pattern of 
investment have to be based in the ultimate analysis 
on an assessment of the consequent social gains and 
social pressures. But such an assessment, which can¬ 
not in the nature of things be determined by purely 
economic consideration, will nevertheless be influenced 
very considerably by the structure of taxation and, 
following from it, its capacity to intercept marginal in¬ 
creases in money incomes and increases in capital values 
in the process of development. From this point of view 
we would suggest that, for taxation to play its full part 
at the present stage of our development, the net should 
not only be cast very wide, anticipating as far as possi¬ 
ble the points at which money incomes and expendi¬ 
tures are likely to increase as the process gets into 


swing, but the rates of taxation should be steeply pro¬ 
gressive. In the first place, the initiation of the pro¬ 
cess rests very largely on the contribution of labour by 
the mass of the people without much promise of higher 
real incomes for some years, and this fact must be 
reflected in the whole scheme of incentives underlying 
the structure of taxation. And secondly, since un¬ 
regulated price rises are usually a very regressive form 
of taxation which tend to increase the share of profits 
in the national income, and since some price rises of 
this kind may be inevitable if the initial spurt in capital 
accumulation is large, the incidence of taxation on mar¬ 
ginal increases in profits must be such as at least to 
help to preserve a constant ratio between wages and 
profits in the distribution of incomes. 

13. In this memorandum we do not attempt to 
elaborate on the specific extension and modifications in 
the tax structure which may be called for in the light 
of the analysis above. Our concern is only to direct 
attention to the fact that the bias in the formulation of 
taxation proposals will depend to a considerable extent 
on the price assumptions that are made explicitly or 
implicitly. In so far as there is a volume of opinion in 
the country in favour of “ price stability ”—particularly 
among the middle classes—and no clear guidance has 
been given in this matter by the Planning Commission, 
this is the assumption most likely to be made in the 
natural course. It may be that, taking all factors into 
account it is still the most practical approach that can 
be made under the present circumstances, but, in any 
case, it must be a choice openly made and one taken 
with full awareness of its implications for development. 

14. In a general way the implications are clear for 
taxation policy in the event of our choosing, or our 
being compelled to choose, a course which requires the 
initial spurt in capital accumulation being financed by 
credit creation. The structure of taxation must of course 
be widened as much as possible—this is something which 
we expect will, in any case, receive the attention of the 
Taxation Enquiry Commission—but it will need to be 
accompanied also by considerable deepening at points 
where it can be borne ; otherwise the tax structure will 
not only be inadequate to meet situations of profit in¬ 
flation but the changes made in it to extend its coverage 
will tend to have a pronounced regressive bias. For the 
widening and the deepening to be made to go together, 
we would suggest in particular 'examination of the 
possibilities of tapping the large expropriatory incomes 
which now accrue from agriculture (there is no reason 
why agricultural rent should not be treated as unearned 
income subject to heavier rates of taxation), imposing 
discriminatory license duties on all industrial and trade 
establishments, extending the principle of betterment 
levies to other forms of property, and increasing the 
rates of taxation on services which go with urbanisa¬ 
tion (e.g., entertainments, hotels, advertisement, travel, 
etc.). Ultimately, it is inevitable that, when money 
incomes are expending rapidly, some portion of it, 
would escape taxation however widely the net is cast. 
In other words, there are limits to which taxation can 
help in the containment of inflation in a process of 
rapid development, and, in the last analysis, it may not 
be possible to avoid the choice between making institu¬ 
tional changes large enough to make possible a more 
effective control over money flows and accepting lower 
rates of economic development. The test of a taxation 
structure in the light of a development programme is, 
therefore, not in its ability to prevent inflationary pres¬ 
sures altogether but in helping to reduce them as much 
as possible given the institutional set up and the target 
rates of investment. 
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Replies to Part II of the Questionnaire of the Taxation Enquiry Commission. 


Question 46.—We agree with the recommenda¬ 
tions made by the Income Tax Investigation Commis¬ 
sion in this regard and accordingly recommend the 
removal of the category described as “ not ordinarily 
resident ”. Whatever the justification for the introduc¬ 
tion of this category in the fiscal system in the condi¬ 
tions obtaining in or about the year 1940, it would 
appear that those conditions have ceased to exist now 
and there is no longer any necessity for the retention of 
this category. The removal of this category will not 
cause any hardship. The tests prescribed in Section 4A 
are sufficient to exclude hardship. 

The definition of ‘ residence ’ should be so modified 
as to bring within its scope a company incorporated in 
the taxable territories under the Companies Act irrespec¬ 
tive of whether the control and management of the 
affairs of such company is situated in the taxable terri¬ 
tories or not. 

There is another modification that is also very neces¬ 
sary. In the case of a company which becomes “ resi¬ 
dent ” for purposes of assessment in the taxable terri¬ 
tories by virtue of the income of such company arising 
outside the taxable territories exceeding the income aris¬ 
ing in the taxable territories a provision should be made 
in section 24(2) to the effect that losses made by that 
company outside the taxable territories carried forward 
to a subsequent year should only be allowed to be set 
off against the profits arising to the company outside 
the taxable territories. 

Question 47.—The definition of “ income ” in 
Section 2(6C) of the Indian Income Tax Act is not a 
comprehensive or exhaustive definition but is intended 
only to bring in certain types of income within the scope 
of taxable income which but for such inclusion in the 
definition may have been thought to be outside the pur¬ 
view of taxable income. A comprehensive definition of 
income, although attempted In the Income Tax system 
of some countries like Canada and Australia may not 
only be difficult to achieve but would restrict the scope 
of the tax rigidly to the types defined with the result 
that avoidance by making income partake a character 
which does not bring it within the letter of the law may 
become common. The significance of the term ‘ income ’, 
its scope, its nature and the forms it can take have been 
the subject of judicial interpretation in numerous cases, 
so that there does not now appear to be any ambiguity 
or doubt as to its real meaning. The assessee public 
has no misconceptions about the term. A precise defini¬ 
tion by statutory enactment would set inflexible bounds 
where now there is an elasticity, which would appear to 
be more desirable from the point of view of the Revenue. 

The definition of income, if necessary, may be suit¬ 
ably modified in the light of the answer given to ques¬ 
tion 48. 

The position at present is that when as a result of 
fire or other catastrophe money is received from the 
insurance company as compensation for loss, the differ¬ 
ence between the original cost and the written down 
value of the asset is treated as profit for purposes of 
assessment under Section 10(2) (vii) of the Income-tax 
Act. . This procedure places the company at a disadvant¬ 
age in that the monies saved after the payment of tax 
is not sufficient to meet the cost of new machinery in 
place of the old one. It is, therefore, suggested that in 
view of the prevalent high prices for machinery a con¬ 
cession should be given in this regard by not subjecting 
such profit to tax. 

Question 48.—Among the receipts or gains which 
are not taxed at present but which may well be brought 
within the scope of the tax are casual income and com¬ 
pensation for loss of office or termination of employ- 
ment. Agricultural income and the income of religious 
charitable institutions do not, it is considered, permit a 
x-x 1 ‘Hj an , ce of . ? he statu * 1 U0 ’ one because of the con¬ 
stitutional position and the other because of the strong 
public sentiment attaching to the treatment, for tax 
purposes, of the income of such institutions. 

Regarding taxing of capital gains, it is felt that it is 
an eminently suitable subject and the old provision 
Section 12B in the Income Tax Act may well be revived 

p\t^tt y n e + argU n d L, tha , t I ?°) v that ls certain that ari 
afl+vf ° Uty ^ lU . be 1 ®X led on property passing on a 
death, as such gains will be included in the estate and 
as the estate will come in for duty at the death, there 
is no need for the capital gains tax being interposed. 

It may be that the capital gain thus brought in for 
capital gains tax eventually finds its way into his estate 
and comes in for charge for estate duty at his death 
it may also be that it is disposed of inter vivos. In any 


moment it arises. The rates of taxation in the case o: 
capital gains should be very much lower than incom< 
tax rates. 

In the case of casual income, there does not appeal 
to be any valid reason for its exclusion from the scop* 
of taxable income. There is, not infrequently, a wind¬ 
fall element in such income which makes it an appro¬ 
priate subject of taxation. But it is felt that it may bt 
unfair to subject casual gains to the full rates of taxa 
tion for such receipts in many instances are purely 
fortuitous. It is, therefore, suggested that causal in 
come may be subjected to capital gains taxation. 

The present treatment given to compensation fc: 
loss of office or employment as a capital receipt ha: 
been taken considerable advantage of for purposes o 
tax avoidance. Besides treating what in reality 
is an income receipt as though it were a capital receipl 
by the complexion given to it, takes diverse forms 
Types of tax avoidance and the corrective action taker 
in the United Kingdom may well provide a lesson tc 
us. 

„ The ,, following extract from the speech of th< 
Chancellor of Exchequer when presenting the Budge: 
for the year 1950-51 may be of interest: “ Two year; 
ago. I referred in m.y budget speech to the growing 
avoidance of tax. by means of arrangements known a< 
restrictive covenants among others. The form taker 

by these is that a high executive.undertakes nol 

to set up m competition with the concern he serves oi 
to serve its competitors. In return the concern gives 
him a large sum of money or block of shares which as 
■ a liable to tax. I gave a warning 

i? i 9 , 48 / 1 ?^. 1 sbould not hesitate to introduce retrospec 
g a ?latl °+t. to ta ? spch payments if it became neces- 
Ff- , Smce then glaring instances of such payments 
i;‘yf. been , widely advertised and I am certain that the 
public and particularly those employed in the businesses 
concerned do not think it right that a particular indivf 
dual should by such a device be able to evade paying hi' 
proper share of taxation. The payment of such 
he ww ( ntl ? y contrary to the spirit of the policy™] 
anH ^ ap ? r , on P erson al incomes, costs and price' 

re™ a * ° n i y l ie,p to break down the otherwisegood 

frthese^w ary T reStraint that has 80 far been sh °wn 
fits shall be tf marie 1 propose - therefore, that these bene- 
uis snail be made chargeable to surtax anH 

charge shall be retrospective to the year 1949-50 so that 

ggS'tf liV’™ 5 *».M “x y t 

over s! per Vent the . ? r S er sums this means that 

/ t P er cent, of them will be oavable as tav *’ r rv»o 
actual provision suggested to meef^ln these tetS: 

That (a) where an individual who holds or has held 
or is about to hold an office or emDloyment gives ar 
S( takl ng whether absolute or qualified and whether 
IS K ! aM °Q no J: the tenor o r effect of which is tc 
hlm ? S t°, hls conduct or activities and any sum 
is paid or valuable consideration given to him or to am 
In respect of the giving or tot™ or partfa 
i° that undertaking such additional surtai 
dual 1 as 6 mav^be Hp' respect of the income of that indivi 
this resolution^ de ‘ ermined by an v Act giving effect t< 

shall 13 nnf li h 0 reS i? Illtio ! 1 , sbab be retrospective but ta: 
be?or e n i949 e 50. ChargOd by VirtUe thereof for *£ 

Effective measures may, therefore, be taken unde 
f^!iw COme TaX Ac ' to prevent the giving t 0 what vir 
tuaHy a re revenue receipts the complexion of a capita 
receipt with a view to avoiding income tax thereby. 
™*^? y co ™p en , sati,) n received in restraint of trade o 

w?thin°«, 0f trade °, r business shou t d likewise be brougl 
within the scope of income taxation. s 

Question 49.—The present position of taxation 
that a resident in India has to pay tax on the incom 
that accrues to him in India, on the income that accrue 
to him outside India and on the remittance ini 
India out of the profits which had accrued to him witl 
out the taxable territories before the beginning of tl 
year and after the st April 1933. In the case of a noi 
resident, it is limited to the assessment of the profi 
which accure to him in the taxable territories in the ye- 
under consideration. The concession granted to a perse 
not ordinarily resident in the taxable territories is on’ 
this that the profits or gains which accrue to him wit] 
out the taxable territories are not considered for pu 
poses of assessment unless the profits arise from a bu- 
ness controlled within the taxable territories. 

The question whether in the case of a resident it 
proper to bring within the assessment the profits whi 
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sideration before the Royal Commission on the Taxa¬ 
tion of Profits in the United Kingdom. In the report 
the Commission has presented on this subject, the learned 
Commissioners relying upon the findings of the Royal 
Commission on Income-tax in 1920 held that the non¬ 
taxation of foreign profits of a resident would virtually 
amount to a premium on the export of capital and that 
there was no case whatsoever for exempting such pro¬ 
fits from taxation. To quote the words of the Royal 
Commission of 1920 “ In view of the present demand 
for capital to develop home industries, should we be 
justified in recommending differential tariff which will 
be more and more favourable to the British resident as 
we employ more and more of the capital abroad ? Pre¬ 
sumably capital is attracted to. foreign countries in view 
of the higher taxation in this country. Could we say 
that two traders residing here earn profits one from trad¬ 
ing in foreign countries and the other from trading 
within U. K. and pay unequal amounts of tax ? More¬ 
over we should be reluctant in our present national 
circumstances to suggest any measure that could possibly 
be interpreted as a suggestion that a bonus should be 
paid on the export of capital ”. These words exactly 
represent the present position in this regard in India. 
There is no case whatever for exempting from taxation 
foreign profits in the case of Indian residents. Now 
there is the other question whether Indian business 
men abroad who for purposes of taxation have been 
non-residents should be given concession in the matter 
of accumulated savings being brought to this country. 
If such accumulated savings are remitted to India by 
Indian business men during the period of their non¬ 
residence such remittances are exempt from taxation. 
The position, however, changes immediately they 
establish their residence in this country. Recently the 
Government has given concessions exempting from 
taxation foreign profits which are remitted to India by 
such non-resident persons in the first two years of their 
becoming resident in India. This apparently was given 
on account of the representations made that due to 
currency or exchange restrictions it was not possible 
for them to repatriate the funds all at once. This con¬ 
cession may be continued and in cases where there are 
currency or exchange restrictions the period may be 
extended. This has to be done by reference to the 
difficulties experienced in this respect in different 
countries. 

Question 50—The definition of the word “Divi¬ 
dend” as it stands at present does not provide for tax¬ 
ing accumulated profits of the last 6 years before the 
date of liquidation if such profits in the meantime had 
been capitalised. This appears to be a lacuna in the 
Act and should be remedied by a suitable amendment. 

It is further suggested that distributions out of the 
profits made during the period of liquidation when the 
Liquidator carries on business for the beneficial wind¬ 
ing up of the Company should be treated as dividends 
for purposes of assessment in the hands of the share¬ 
holders. 

As the definition stands at present, any distribution 
by a company in the shape of debentures to the extent 
u Y^ lch th . e company possesses accumulated profits, 
whether capitalised or not, is considered as a dividend. 
On this analogy, bonus shares to the extent that they 
are issued out of accumulated profits, whether capitalised 
? r not > should come in for purposes of assessment. But 
in such cases, it will not be fair to subject them to 
income taxation. It will be equitable to consider them 
for pruposes of capital gain taxation. 

Question 51.—The interpretation placed on these 
sections very materially affects the interests of persons 
trading with but not in India, and has become an 
impediment to the development of trade. The Income 
lax Officers are seeking to raise assessments on concerns 
m India as agents for non-residents where the con¬ 
cerns in question, are buying goods in India on behalf 
of non-residents. ^ Again non-residents manufacturing 
goods outside India, selling them outside to residents in 
India and .hen shipping the goods to India and for¬ 
warding the documents to a bank in India for the bank 
, sa ^ e Proceeds on behalf of the non-resident 
and deliver the documents to the buyer when payment 
has been received, are faced with the contention that 
this constitutes receipt of proceeds which includes pro¬ 
fits in India by or on behalf of non-residents and that 
therefore the whole profit is assessable in India. 

There are also other cases to be considered. An 
intending or commission agent places an order with a 
manufacturer abroad for supply of machinery or goods 
to a customer of his. The foreign manufacturer executes 
the order and collects the money through the bank In 
such cases the commission earned by the agent is 
correctly subjected to tax in the country. But in such 
cases no attempt should be made to assess the foreign 
manufacturer in respect of this supply as long as the 
business done is on the “ arms length basis.” 

The wholesome principle to follow in such cases is 
to have the distinction understood between trading with 
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and trading in India. If it is “ with ” then the transac¬ 
tion must be outside the purview of Indian taxation. 

There is another difficulty. When the non-resident 
principal has a number of agents in the country, then 
anyone of the agents can be chosen by the Income Tax 
Officer as the statutory agent for purposes of assessing 
the Indian income of the non-resident. This places 
undue responsibilities on the statutory agent. The 
Bombay High Court has recently held that in such cases 
the agent is only liable in respect of the transactions 
that have gone through him. This principle must be 
accepted. 

Question 52.—Reference has been made by us 
to the Agricultural Income-tax Acts of two States, West 
Bengal and Uttar Pradesh. ‘ Agricultural income ’ is 
defined in these two Acts in the same terms as in the 
Indian Income-tax Act. Under the Indian Income-tax 
Act ‘agricultural income’ is exempt from income-tax 
(Section 4(3) (viii)). Under the Agricultural Income- 
tax Acts of the States referred to, this ‘ agricultural 
income ’ is taxable. Thus while these Acts are mutually 
exclusive, it is not understood how a possible conflict 
between the taxing authorities can arise, assuming that 
in respect of Agricultural Income-tax Acts in operation 
in other States, the definition of ‘ agricultural income ’ 
is identical. To take the instances given in the question 
one by one, ‘income from forests ’ if the income results 
from produce of a spontaneous nature on which no 
human effort in the way of cultivation has been ex¬ 
pended, it will be subject to Indian Incorqe-tax and for 
the same reason, that it does not arise out of any agri¬ 
cultural operations, it will be excluded from the scope 
of the agricultural income-tax Acts. If on.the other 
hand, the income from forests arises as a result of 
afforestation or cultivation operations, the income will 
be agricultural and will be excluded from the scope of 
the Indian Income Tax Act by virtue of section 4(3) 
(viii) and being agricultural income it would be taxable 
under the State Acts. Then as regards dividends from 
agricultural companies, the Bengal Act contains elaborate 
provisions for computation of tax on mixed incomes, 
that is, incomes which partake of the nature of both 
agricultural and non-agricultural income. If the other 
State Acts contain similar provisions, there would not 
appear to be any occasion for overlapping of the 
jurisdiction of the two taxing authorities. 

This point has probably been covered by the recent 
amendment to the provisions of Section 49B of the 
Income-tax Act. 

Question 53.—Since “ ability to pay ” should be 
an important criterion in taxation, aggregation of agri¬ 
cultural and non-agricultural incomes under the Central 
Act is recommended. This principle has also been 
embodied in the Estate Duty Act where it has been 
provided that in fixing the rate of duty agricultural 
property should also be taken into account. The ques¬ 
tion whether it would be constitutionally proper to do 
so came up for discussion in the case of this clause. It 
was then pointed out that there was no constitutional 
impropriety in doing so. 

Question 54.—We are aware that this is an 
entirely artificial distinction imposed by the Constitu- 
toon largely .as a result of historical accident and fur- 
ther that this kind of dichotomous division of income 
does not prevail in the tax systems of most countries, 
complicating legislative and administrative measures. 
This artifiicial distinction applies not alone to income 
but to taxes on capital also : for instance, under the 
Constitution, Parliament is competent to enact legisla¬ 
tion by way of Estate Diity and Succession Duty only 
on property other than agricultural land ; and it is the 
sphere of the States to impose these taxes on agricul¬ 
tural land. Even as regards capital gains the Central 
Government’s powers would appear to extend only to 
capital gams in respect of property other than agricul¬ 
tural land. It will certainly be desirable, if it will be 
possible to abolish this distinction and bring both types 
of income under a Central Act. The abolition of this 
distinction will not only enable greater efficiency to be 
achieved but will tend to secure uniformity and avoid 
overlapping of jurisdiction. 

Question 55.—This principle has been recognised 
in Section 12AA of the Income Tax Act (recently intro¬ 
duced). Here some relief has been given to authors and 
artists m respect of Income from work which has taken 
more than one year for completion. In the case of 
contracts it usually takes a number of years for the 
contract to be completed. But the receipt is had in one 
year In such cases it is necessary that the receipt 
should be spread over the contract period for purposes 
of assessment. The Department at present is following 
a rule of the thumb method in assessing the film com¬ 
panies. The wholesome rule to follow in such cases 
will be to allow the assessee to value the films on the 
basis of cost or market value whichever is lower 
There is also the example of interest on three vear Cash 
Certificates. In a cash system this interest will fall to 
be considered in the year in which the cash certificate 
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matures for payment. But in equity this interest should 
be spread over the period in which it was earned and 
not charged in the year in which it is received. 

Question 56.—Before considering the question 
whether any modifications are necessary in the provi¬ 
sions of ihe Act which exempt from liability to tax the 
income of religious and charitable trusts, an exemption 
which may well be described in the words of Lord 
Nathan’s Committee on the Law and Practice relating 
to charitable Trusts in the United Kingdom (1952) as 
constituting an “ immense hidden subsidy ” by the 
revenue to voluntary effort, it may be useful to assess 
the place and function of these charities in public and 
social life. As Lord Beveridge observed ; “ In a totali¬ 
tarian Society, all action outside the citizen’s home and 
it may be much that goes on there is directed and con¬ 
trolled by the State. By contrast, vigour and abundance 
of voluntary action outside one’s home, individually 
and in association with other citizens for bettering one’s 
own life and that of one’s fellows are the distinguishing 
marks of a free society”. Voluntary Charities are 
encouraged in most democratic countries as “ it embodies 
the sense of responsibility of private persons towards 
the welfare of their fellows and as it meets by private 
enterprise, a public need ”. It may be thought that now 
that we have a Welfare State as contrasted with the 
law and order State of earlier days there is not much 
room for voluntary private action in the matter of 
public charity. How mistaken such an impression 
would be will be evident from the following observa¬ 
tions of the Committee above referred to. They say : 
“At no time however can we discern any antithesis 
between public and private welfare or .the making of any 
fundamental distinction between their aims and func¬ 
tions ; and to-day the public services for social welfare 
are carried out with the help of innumerable 
voluntary workers and by making use to an important 
extent of voluntary agencies so far from voluntary 
action being dried up by the extension of social services 
greater and greater demands are being made on it. We 
believe indeed that the democratic state as we know it 
could hardly function effectively or teach the exercise of 
democrary to its members without such channels for and 
demands upon voluntary service.” In our own country, 
the merit and virtue attaching to charity have been 
impressed from time Immemorial by all religions. A 
tax concession to charity is, therefore, undoubtedly pro¬ 
per and deserved. 

Even so, we would like to see a distinction drawn 
between ‘ endowed ’ and ’ non-endowed ’ trusts for pur¬ 
poses of tax treatment. By an ‘ endowed trust ’ we 
mean one where there is a corpus of property, it may 
be land or it may be a fund in diverse forms, endowed 
perpetually, and only the Income thereof is applied to 
charitable purposes without affecting the corpus a cate¬ 
gory which may be said to correspond to the'type of 
charity contemplated in Section 4(3) (1) of the Income 
Tax Act. A ' non-endowed trust ’ in our view is one 
where property is in the nature of a business and the 
profits are devoted to a charitable purpose, a category 
contemplated in Section 4(3) (la) of the Act. In the 
case of an ‘ endowed trust ’ conforming to the tests laid 
down, the Income should continue to enjoy the exemp¬ 
tion. Where however the trust is a non-endowed one 
that is, where a business is carried on by a charitable 
institution and the profits are applied solely for the 
purposes of the institution, the justification for exemp¬ 
tion from tax does not appear to us to be as strong as 
in the case of endowed trusts. Such non-endowed trusts 
may well satisfy the normal tax demands first and apply 
the -esidue for their purposes^ We make this suggestion 
as we feel that Government’s needs for funds, part of 
which go for equally deserving public welfare purposes 
are no less urgent. We do not suggest that institutions 
which derive their income from voluntary donations 
should be in any different position vis-a-vis income tax 
exemption from what they are now. Our recommenda¬ 
tion in respect of non-endowed trusts is influenced by 
the fact that in recent years it has become a common 
practice with assessees with large incomes to create 
institutions of this nature, which may not be the case 
if there were no advantage to be derived therefrom. 

Question 57.—The exemption in respect of profits 
of co-operative Societies has been in force from 1925 
and old practice coupled with the fact that co-operative 
enterprises for rehabilitating refugees and for some 
kinds of Community Project schemes under the Five Year 
Plan may be the most suitable agencies for such work 
would seem to justify a continuance of the concession 
On the other hand some distinction may legitimately be 
drawn between purely mutual co-operative societies and 
societies which trade with the public such as marketing 
societies. In the case of the latter the claim for exemp¬ 
tion would appear to be not as strong as in the case of 
purely mutual societies. If we take the judicial view 
as a guidance, the rule should be that in the case of a 
mutual society carrying on business with its members 
which does not result in a profit, the exemption should 
be available but that in the case of society which carries 


on a trading business, whether with its own members 
only or with the outside public and profits are earned, 
there should be no exemption from tax. 

The early view on the liability or non-liability to 
income-tax of profits arising to Co-operative Societies 
was laid down thus by the Madras High Court in E and 
S Joint Co-operative Wholesale Society Ltd. v. Com¬ 
missioner of Income-tax, Madras (3 I. T. C. 385) : “ The 
Society cannot make taxable profits out of its own com¬ 
ponent elements, and with that starting point established, 
it is to my mind immaterial that the moneys which came 
into the hands of the “ Apex ” Society are distributed in 
the form, in part, of a dividend to shareholders so long 
as these shareholders do not include any person who 
is not a member of the Co-operative Society.” 

This view was considered by the Privy Council in 
1948 and set aside by them. Explaining what kinds of 
businesses may claim exemption from liability to income- 
tax under the principle laid down in the Styles’ case, 
namely, that a society being a purely mutual co-opera¬ 
tive Society making no profits was not liable to Income- 
tax their Lordships were of the view that “ this principle 
cannot apply to an Association, Society or Company 
which grows produce on its own land, or manufactures 
goods in its own factories, using either its own capital 
or capital borrowed whether from its members or others 
and sells its produce or goods to its members exclu¬ 
sively.” 

The principle appears to be this, that where in a 
mutual society no profits are made out of transactions 
between the Society and the members such as mututal 
insurance Society there is no occasion for the tax, but 
where the Society is a trading concern and carries on 
business whether with its own members or with the out¬ 
side public and out of the business it derives profits 
which it distributes to its members, it should not escape 
tax. 

As section 18 of the Co-operative Societies Act 1912 
provides that a society registered under the Act is a 
“ body corporate with perpetual succession and a com¬ 
mon seal, with power to hold property, to enter into 
contracts and to institute and defend suits and other 
legal proceedings ” it would not be inappropriate if such 
societies are treated for tax purposes as though they 
were companies. In the case of Co-operative Housing 
Societies the principle to be followed is that the pro¬ 
portionate income should be assessed in the hands of 
the individuals and not in the hands of the Cd-operative 
Housing Societies itself. 

Question 58.—The grant of initial extra depre¬ 
ciation has certainly made in many of the cases the con¬ 
cessions to new industrial undertakings under Section 
_15C of the Income Tax Act somewhat infructuous. But 
xn some of the cases the concession still would appear 
to be real. In these circumstances there is no harm in 
continuing the concessions under Section 15C for a fur¬ 
ther period of time. 

Question 59—To the extent that foreign branches 
of Indian banks would assist the handling of India’s 
foreign trade to our greater advantage, and would earn 
invisible exports, they are entitled to some considera¬ 
tion but we do not see how with the present position of 
the law, any further modification is rendered necessary. 
It is true that the Import Control Advisory Committee 
(1950) made a suggestion in its report to Government 
that Government do everything they can to increase our 
invisible earnings of foreign exchange by encouraging 
the use of the services of Indian shipping, insurance 
and banking for the transport and finance of our foreign 
trade. The Export promotion Committee also made a 
suggestion of tax conc essions being granted to offices 
of Indian firms opened in overseas countries. Now. 
Government have already explained that in respect of 
countries with which India has concluded Double Taxa¬ 
tion Relief Agreements, there will be no question of 
double tax on the same income. Where tax is charged 
in a country with which India does not ha^e a reciprocal 
agreement for double tax relief, Section 49D of the 
Income Tax Act as amended by Act 25 of 1953 provides 
that an assessee "shall be entitled to the deduction from 

the Indian Income tax...of a sum calculated 

on such doubly taxed income at the Indian rate of tax 
or the rate of tax of the said country whichever is the 
lower We do not think that any larger concession 
would, in the interests of the Revenue, be justified nor 
do we think that the foreign branch can legitimately 
expect more than the concession already available. 

Question 60.—The present limits are generous 

and do not call for any modification. 

Question 61.—On tais question, we would respect¬ 
fully endorse the conclusions reached by the Millard 
Tucker Committee which are summarised in para. 132 
of their Report and which for convenience of reference 
are reproduced below-- 

(a) Whether the proposed schemes are based upon 
revalorisation or upon the creation of a 
reserve for replacement, in essence they all 




amount to a proposal that a business should 
be relieved altogether from tax on some part 
of its true profits, that is to say, upon its 
profits as computed on ordinary accountancy 
principles : 

(b) In fact this relief from tax would not apply 

to all businesses but only to those which 
require to replace fixed assets or stocks. To 
that extent, therefore, the treatment asked 
for would be of a preferential nature. 

(c) Where a business qualified for this preferential 

relief, it would do so, irrespective of the value 
of the business to the national economy. 

(d) None of the schemes of revalorisation or of 

reserves for replacement gives any relief or 
assistance in relation to a new business or to 
the expansion of an existing business. 

(e) All such schemes would involve considerable 

extra clerical work both on the part of the 
Inland Revenue and the tax payer. 

(/) Our suggestion for a system of flexible initial 
allowances is the only solution which meets 
the objections we have enumerated. 

In our own country the Tariff Board has more than 
once declined to accept this plea that depreciation should 
be allowed on replacement costs instead of on actual 
cost as is the practice now. To quote their observations 
in connection with their enquiry on the Fair Retention 
prices of Steel produced by Tata Iron & Steel Co., Ltd.,: 
“ The representatives of the industry contended that 
depreciation should be calculated on the replacement 
value of plant and machinery. We have already dealt 
with this question in our reports on the prices of cotton 
yarn and cloth as well as of paper in which we have 
pointed out certain practical considerations which make 
it difficult for us to accept replacement cost as a basis 
for purposes of depreciation as also for return on fixed 
capital, although we recognise the vital importance of 
replacement. The proposal that depreciation allowance 
should be based on replacement costs has been found 
unacceptable even by professional accountants who feel 
that there is an element of uncertainty and arbitrariness 
in such a procedure. Instead they prefer the basis of 
historical cost both for depreciation and for valuation 
of stocks. They also suggest that additional sums pro¬ 
vided for replacement should be regarded as reserves 
and treated as such in the accounts. Moreover there are 
other practical difficulties such as the possibility that 
costs of replacement might occasionally fall as also the 
fact that replacement does not always or necessarily 
involve the installation of an identical machine ”. 

It is, however, to be mentioned that there is a section 
of accountancy' thought in the world, which believes 
that a system could be devised, by which depreciation 
would be made available on the replacement cost. This 
particular idea has been given effect to in some of the 
continental countries like Belgium and France, where 
the system would appear to have achieved a certain 
measure of success. But this question was examined at 
length by British Institute of Chartered Accountants. 
They came unanimously to the conclusion that the 
replacement of cost basis is not practicable and so did 
not recommend it. 

Question 62.—No change appears to be called 
for in the classification of assets for depreciation allow¬ 
ance purposes. As regards rates of depreciation, it 
would appear from the fact that plant and machinery 
have been known to be serviceable and working with 
reasonable efficiency for considerable periods after their 
supposedly normal life, as assumed for depreciation 
allowance purposes, the rates as a general rule would 
appear to be adequate taking into account the additional 
and initial depreciation. In the case of factory buildings, 
the present rate does not appear to be adequate. It 
may be increased to 7 h per cent. The rate may be 
fixed at 5 per cent, for non-factory buildings. 

The old method of computing the allowance on the 
‘ straight line method’ was given up on the advice of the 
Ayers Committee of 1935 and replaced by the present 
“ written down value ” method. As it is claimed that 
this is simpler for the Department, a disturbance of the 
position is not recommended, even though the displaced 
system is not without merit. 

Question 63.—On the question whether any 
depletion allowance should be given to mining under¬ 
takings, we agree with the Tucker Committee’s view as 
expressed in para. 233 of their Report “ the General 
principle that an allowance should be given for all ex¬ 
penditure on assets that are used up in the carrying on 
of a business seems to us particularly applicable to the 
position of a concern which has to pay a'capital sum for 
minerals or for the. right to work minerals ”. Similarly 
prospecting expenditure incurred may be allowed over 
the period of the lease. 

Question 64. (i) No change, in our view, is 

called for in the present position. 


(ii) The same answer as in (i) above except to the 
extent specified in answer to question No. 67 below. 

Question 65.—In a period of high taxation, one 
of the legitimate reliefs to which an assessee is entitled 
is the reduction in the gap between the commercial 
concept of income and the income tax concept of income. 
Over a period of time this gap between the commercial 
concept and the income tax concept has become widened 
on account of the judicial view taken on the admissi¬ 
bility of certain types of expenses. 

Under the present amendment to Section 10(2) (xv) 
any expenditure, although incurred wholly and exclu¬ 
sively for the purpose of the business cannot be claimed 
under this clause if it is covered by any of the other 
clauses of the sub-section, irrespective of the fact that 
such expenditure may be wholly laid out for the pur¬ 
pose of the business. These restrictions in this clause 
should be removed and the original position, as it stood 
before the amendment, restored. 

In particular the following expenditure should be 
allowed : (1) expenditure incurred in connection with 
income tax appeals, particularly when the appeals are 
decided in favour of the assessee ; (2) in the case of 
deferred revenue expenditure it should be allowed in 
instalments in three or four years ; (3) where expen¬ 
diture is incurred in connection with the maintenance 
of the reputation of a business such expenditure should 
be allowed, particularly when the assessee is acquitted 
in such cases ; (4) expenditure necessarily incurred for 
maintaining the corporate status should also be allowed : 
(5) in the case of lump sums paid for acquiring leases 
such expenditure should be allowed over the period of 
the lease ; (6) Patents and copyrights should be allowed 
over a period of years ; (7) Similarly depreciation 
should be allowed on Roads in factory compound. 

Under Section 10(2) (vii) allowance for loss is only 
given in the case of plant and machinery and buildings. 
Such concession should also be given in the case of 
furniture and fittings and profit if any be taxed. 

Question 66.—There are difficulties in combining 
the income tax and super-tax into a consolidated levy. 
There are certain items allowed for purposes of income 
tax and not for super-tax. In these circumstances it 
will be desirable to continue the present system. 

Question 67.—The exemption limits should be 
retained at their present levels until there is clear evid¬ 
ence that prices have been stabilised at lower levels when 
the exemption limits may be correspondingly lowered. 
On the other hand if the inflationary trend continues 
and the general index of prices rises further, it may be 
necessary to fix the exemption limits at higher levels. 

Question 68.—(a) The distinction between earned 
and unearned incomes should continue to be maintained. 
The present reliefs are fair and equitable, but attention 
is invited to the fact that on the higher ranges, the 
margin of difference between the tax on wholly earned 
and on wholly unearned lends to grow narrower as the 
income range gets higher. By way of illustration, we 
set out some of the figures given in the Statement con¬ 
tained in the Explanatory Memorandum to the General 
Budget, (1952-53), page 94 : 


Income. 

Tax as percen¬ 
tage of income, 
where income is 
wholly earned. 

Tax as percen¬ 
tage of income, 
if income is 
wholly unearned. 

Difference. 

12.000 

5-8 

9-5 

3-7 

13,200 

0-5 

10-4 

3-9 

14,400 

7-2 

11-2 

4-0 

15,000 

7*0 

11-5 

3-9 

10.800 

8-4 

13-1 

3-7 

24,000 

12-7 

17-0 

4-3 

25,000 

13-2 

17-4 

4-2 

48,000 

30-0 

3^*2 

2-2 

55,000 

32-8 

34-8 

2-0 

00,000 

35'6 

37-3 

1-7 

70,000 

39-9 

41-4 

1-5 

90,000 

49-0 

50-1 

1-1 

1,00,000 

50-1 

51-1 

1-1 

1.50,000 

59-0 

00-3 

0-7 

2,00,000 

05-2 

05-7 

0-5 


It will be seen that in the lower ranges of income, the 
difference is as much as about 4 per cent, whereas in 
the range above Rs. 1,00,000, the disparity gets gradually 
blurred and is in fact even less than 1 per cent. On 
a higher range wholly unearned income, it would appear 
legitimate to expect at least a proportionately higher tax. 
The slab rates would appear to require a careful 
revision to give this result. 

(b) The definition of “ earned income ” should be 
modified to bring within its scope income derived from 
the investments of provident fund monies received by 
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an employee on retirement. This of course has to be 
done with adequate safeguard. 

(e) A slight readjustment would appear desirable 
and it is suggested that the earned income relief should 
be one-fourth or Rs. 6,000 whichever is lower. It has 
already been suggested that in the higher ranges the dis¬ 
parity between earned and unearned incomes should be 
steepened, not blurred as is the position now. 

Question 69.—The present practice of taking the 
value at cost or market whichever is lower does not 
appear to call for any disturbance. This would appear 
to be the most equitable basis for valuing stocks. This 
matter was considered at length by the Institute of 
Chartered Accountants in England and Wales. After 
enquiry they came to the conclusion that this basis did 
not call for any charge. This principle has also been 
accepted by the Millard Tucker Committee. 

In valuing the stock at cost or market value which-, 
ever is lower the assessee should be allowed the right 
to value the stocks by what is known as “ pick and 
choose ” method. For sometime there was a dispute in 
regard to this method in the United Kingdom between 
the Revenue and the assessee. But this controversy 
has now been set at rest by the Department accepting 
the “ pick and choose ” method as the correct basis. 
The same view has also been accepted by the courts 
in this country. The expression “ market value ” is 
commonly interpreted as either “(1) the price at which 
it is estimated that the stock can be realised either in 
the existing condition or as incorporated in the product 
normally sold after allowing for all expenditure to be 
incurred before disposal ; or (ii) the cost of replacing 
the stock at the accounting date.” 

Question 70. —The present method of assessment 
of Hindu Joint Families does not appear to call for any 
change, particularly in view of the fact that the exemp¬ 
tion limit has been raised to Rs. 8,400 in these cases. 

The present treatment given to the Hindu Undivided 
Families places an undue hardship on them. It is, 
therefore, suggested that where there are two or more 
adult members of the family living the income should be 
apportioned among them in accordance with their share 
in the joint family property. In calculating the tax the 
separate income of the individuals if any will be taken 
for purposes of rate. It is to be noted that in assessing 
the individuals in respect of their separate income the 
share of the individual in the Hindu joint family income 
will not be considered at all as at present. Though the 
procedure outlined above will be followed in the assess¬ 
ment of Hindu Undivided Families .the notice of demand 
will be sent to the Hindu Undivided Family and the 
tax will be payable as one unit. 

Question 71.—Where the surrender o£ commis¬ 
sion is irrevocable and the managed company is a public- 
limited company, there is no harm in exempting such 
surrenders from payment of tax in the hands of the 
Managing Agents. But in other cases it wili not be 
advisable to exempt the surrendered commission from 
payment of tax in the hands of the Managing Agents 
unless there is adequate consideration for the surrender 
and unless it can he shown that the surrender is not 
for the purpose of avoiding or reducing the liability of 
the Managing Agents, or any of their partners or where 
the Managing Agents are a Co. any of its members. 

Question 72.—The old Double Income Tax agree¬ 
ment with the United Kingdom involved a somewhat 
elaborate procedure which in practice occasioned con¬ 
siderable inconvenience and delay. A type of agree¬ 
ment which would reduce these to a minimum is that 
concluded between India and Pakistan in 1947, which 
may be taken as a model for agreements with other 
countries. 

In other words each country should tax income which 
accrues or arises within its territories. 

Question 73.—We do not consider that the 
present deductions allowed in the assessment of income 
from property are satisfactory, with the result that an 
assessee is made to pay taxes on income which is on an 
artificial basis and which he has never received. The 
allowance of one-sixth for repairs against the bona fide 
annual value of property, based on pre-war rate has 
no relation to the present cost of repairs which has 
gone up by 300 to 400 per cent, since 1939. Similarly, 
outgoings in the nature of municipal taxes should be 
allowed in full as against the present practice of allow¬ 
ing only one-half of the amount of' such taxes. At 
present, the urban immovable property tax is not allowed 
on the. ground that it is not a tax levied by the local 
authority but a tax levied by the State Government and 
collected by the local authority on behalf of the State 
j-overnment. All taxes on property with the exception 
ox income-tax on the property incomes should be allowed 
as deductions in the assessment under Section 9 Such 
deductions are allowed in the assessment of business 
income under Section 10 of the Act and the effect of 
not allowing them under Section 9 is to assess income 
which has never been received by an assessee. 


We, therefore, suggest that the assessment of pro¬ 
perty under Section 9 should be based on actual rent 
receivable less the expenditure Incurred for the purpose 
of earning that income The artificial basis of “ bona 
fide annual value ” should be deleted, except where the 
premises are occupied by the owner. 

Another suggestion that we have to make in this con¬ 
nection is that where an employer provides cheap hous¬ 
ing for his workers, he should be allowed at the time 
of assessment of his business not only all the outgoings 
in respect of such residential accommodation, but also 
a reasonable amount of depreciation which would enable 
him to replace the structure at the appropriate time. 

Question 74.—A change is required in respect of 
provisions relating to carry forward of losses in the case 
of cessation of business, and we suggest that where a 
business is discontinued, unabsorbed losses should be 
allowed to be carried backwards for a period of two 
years and allowed to be set oil against any profits made 
in those years. ' 

We would further suggest that even in the case of a 
going concern, the loss should be allowed to be carried 
backwards for a period of two years immediately pre¬ 
ceding the year or assessment, in which case, the carry 
forward may be restricted to four years for the balance 
of the losses which are not absorbed by carry back to 
such two immediately preceding years. 

Question 75.—It is suggested that dividend in¬ 
come should not be suoject to advance payment of tax 
under Section 18A except where the dividend is actually 
received. We suggest, therefore, that dividend income 
should be subjected to. the same treatment as Managing 
Agency Commission under Section 18A (4). 

If, after the service of the notice, an assessment in 
respect of a previous year later than that referred to 
in the original order oi the Income Tax Officer for pur¬ 
poses of 18A is eomjileted, then the assessee should 
have the option of paying the tax in accordance with 
the income computed in the later order. This should 
not depend upon the discretion ot the Income Tax Officer 
as it would appear to be at present. 

The section gives the assessee the right to estimate 
his own income for purposes of 18A. In such cases 
where the assessee has submitted his estimate the excess 
tax paid in respect of the earlier quarters should 
immediately be refunded. In the case of a new business 
the assessee should have the option of paying the 18A 
within three months oi the close of the year. This con¬ 
cession should be granted to new businesses only in 
respect of the first year of its existence. 

Question 76.—In : espect of fraudulent conceai- 
ment of income .here i.; no reason why there should be a 
time limit at all for rt-assessing escaped income. Such 
concealment is a crime. There should be no right of 
limitation in respect oi any crime. 

Question 71. --No comments. 

Question 78.—The Income-tax Appellate Tribunal 
should not be given the power to enhance the assess¬ 
ments. It is however felt that the scope of Section 33B 
may be widened to enable the Commissioner of Income- 
tax to re-open the assessments even if the assessment 
has been adjudicated upon by the Appellate Assistant 
Commissioner. The period of limitation should be two 
years from the date on which the assessment was 
finalised. 

Question 79.—The i resent provisions adequately meet 
the requirements. 

Questions 80 & 81.—So long as the corporation 
tax is maintained on the ground that it is a tax levied 
on the corporate existence of a company it should be 
allowed as a deduction for the levy of income-tax just 
as excess profits tax was allowed in computing the pro¬ 
fits for purposes of income-tax assessment. 

No corporation tax need be levied in case of invest¬ 
ment trusts which are entitled to exemption under the 
conditions laid down in the modification issued under 
section 60, sub-section (2) to encourage investment in 
stocks and shares. 

Question 82.—The present position would appear 

to be satisfactory. 

Question 83.—To-d ly when it is very difficult 
to raise capital it is necessary to observe a distinction 
between distributed and undistributed profits for fax 
purposes and to give a rebate on undistributed profits. 
We do not agree that he concession should be restricted 
to particular industries. It should be available to all 
public limited compan es. 

However, in the case of companies in industry to 
which Section 23A is ; pplicable, a relaxation in the rule 
that 60 per cent, of the profits should be distributed 
should be made. But to ensure the interests of Revenue 
and to see that this de nee is not adopted to evade super¬ 
tax in the hands of tie shareholders it should be pro¬ 
vided that such re.ained profits are compulsorily 



invested in Government securities until the purpose for 
which they are retained becomes capable of fulfilment. 

Question 84.—The Corporation tax paid by a 
company may be deducted for purposes of arriving at 
profits on which income tax is payable by the company. 

Question 85.—Such enterprises should pay the 
Government interest on capital and income tax on their 
profits like any non-government concern. Of the balance 
rhat remains after taxes a portion may be taken by 
Government to general revenues. The balance may be 
kept reserved in the business for expansion, for meet¬ 
ing future losses, if any, etc. 

Question 88.—Chartered Accountants may well 
be made greater use of in the determination of taxable 
income of assessees with advantage to the Revenue in 
that part of the considerable time of the Income Tax 
Officers now taken up by the scrutiny of books and 
accounts would be released for other work by them. On 
the recommendation of the Income Tax Investigation 
Commission, the Income Tax Amendment Bill of 1951 
proposed to provide that business assessees with an 
income of not less than Rs. 25,000 should submit their 
returns accompanied by accounts audited by a Chartered 
Accountant. 

It must be mentioned, however, that a Chartered 
Accountant’s certificate.must in the very nature of such 
things be restricted to such transactions as have been 
brought into the books. If an item of expenditure is 
entered in the accounts the Chartered Accountant can 
ask for the production of the receipt or voucher in 
support of the expenditure. But here it must be under¬ 
stood that he cannot be made responsible in respect of 
the transactions which do not find a place in the books 
of account or transactions which do not come within 
his knowledge or transactions which he cannot detect 
in spite of the exercise of due diligence and care. 

In respect of limited companies, there should be no 
difficulty in accepting the Chartered Accountant’s report. 
But in respect of firms and individuals so long as the 
accounts are audited and the Chartered Accountant’s 
report is in a form approved by the Central Board of 
Revenue, the accounts should be given the same credence 
as in the case of limited companies. Thus the Chartered 
Accountant will be undertaking a responsibility in 
respect of the work done by him to the extent men¬ 
tioned in his Report. The form of the Report should 
be settled by the Central Board of Revenue in consulta¬ 
tion with the Institute. This will, of course, not pre¬ 
clude the Department from applying on the accounts 
submitted such tests as they deem necessary for the 
purpose of completing the assessment. 

The fees paid to a Chartered Accountant should be 
a matter of arrangement between him and his client and 
should not be restricted to a Schedule to be prescribed 
by Government. When an assessee selects a Chartered 
Accountant, he makes his choice of his own free will 
as to the best person, in his opinion, to handle his work, 
and therefore, the fees to be charged, should be left to 
be settled, as in the case of an attorney, between the 
client and the Chartered Accountant. However, for pur¬ 
poses of giving guidance only, a schedule of fees may 
be laid down in consultation with the Institute of 
Chartered Accountants of India. 

Question 87.—While the present class of Income- 
Tax Practitioners may be allowed to continue as at 
present, no further enrolment of practitioners should be 
made, so that this class whose efficiency cannot be as 
great as that of Chartered Accountants would become 
gradually extinct. 

Question 88.—The names of delinquent assessees 
shouid undoubtedly be published wherever the conceal¬ 
ment is substantial and, in addition, where the con¬ 
cealment detected is proveable, offenders should be pro¬ 
secuted and punished heavily as this is the only method 
of discouraging evasion. 

Question 89.—In Section 4(3) there is no justifi¬ 
cation for the retention of sub-clause (vi). It should 
accordingly be deleted from this Section. Appropriate 
provisions however should be made in Section 7 or in 
any other relevant section to the effect that allowances 
- of the nature contemplated by section 4(3) (vi) are 
allowed to the employee. 

Question 90.—An _ obligation should be placed 
on the liquidator to inform the Income Tax Officer of 
his appointment, just as the obligation placed on him 
under the Indian Companies Act in Section 214. Simi¬ 
larly the liquidator should only be permitted to make 
any distribution of the Company’s assets after a Clear¬ 
ance Certificate is obtained from the Income Tax Officer. 

Question 91.—There is no case tor conferring 
further powers on the Income Tax Officer, particularly, 
to search premises and seize decuments and books of 
account. 

Question 92.—The Act even now contains special 
* provisions, for example Sections 16 and 23A. These 
powers should be adequate to. deal with such cases. 


Question 93.—from the firm to the extent of the 
share of the partner. 

Question 94.—The present arrangements to con¬ 
tinue. 

Question 95.—In the war years, it was a common 
practice to quickly form private companies, do some 
business connected with war supplies, receive payments 
and then to dissolve them before the Department moved 
to assess them. In such cases there can be no hardship 
if the shareholders holding more than 20 per cent, shares 
of the company are held personally liable to the extent 
of their shares in the company. 

Question 98.—Yes. It should be made recover¬ 
able. 

Question 97.—The experiment, tried some time 
ago, of attaching Public Relations Officers in important 
centres to assist assessees in the making of correct 
returns may well be revived and reintroduced. They 
may give assistance in all the directions mentioned in 
the question. The primary consideration should be to 
simplify the work as much as possible for the assessee. 
The practice of fixing time for assessees to appear before 
the Income Tax Officer in vogue for the last few years 
appears to be working well. In other directions too, 
inconvenience to assessees may be saved as much as 
possible. 

The Income Tax Officers should draw the attention 
of the assessees to all the reliefs to which they are 
entitled. 

Question 98.—It is most important that facts, 
which form the basis of assessment and of all sub¬ 
sequent proceedings, shouid be correctly found and fully 
recorded. Once this is done, the assessee is pound down 
to the record and no quibbling about facts later can be 
of any avail. 

Some simplification has already been done in the 
evolution of two forms of returns of income, one for 
business assessees and the other for non-business 
assessees. 

As regards (v) the administrative control over 
Appellate Assistant Commissioner should be vested in 
the Tribunal and consequently in the Ministry of L 

Question 99.-—(a) One contributory factor to the 
delay in completing assessments is the restrictive langu¬ 
age of Section 34 which prevents an Income Tax Office 
from reopening an assessment except in certain con¬ 
tingencies. If he were free to reopen assessment in any 
contingency, there would not be much hesitation in 
finalising assessments. It is suggested that Section 34 
be amended to give greater freedom of action to Income 
Tax Officers. 

If the Income Tax Officer dealing with the case is 
transferred it has been our experience that the succeeding 
income Tax Officer starts the proceedings de novo. As 
far as possible steps should be taken to ensure that the 
proceedings started by an Income Tax Officer should be 
completed by him before he makes over charge. 

If the previous Income Tax Officer has not been able 
to complete the assessment and if it is possible for the 
succeeding Income Tax Officer to start proceedings at 
the point where the previous Income Tax Officer left 
it he should continue the proceedings from that stage 
Instead of starting the proceedings de novo. 

(b) Interest may be allowed on advance payments. 

Question 103.—The history of the Excess Profits 
Tax or the Business Profits Tax gives an indication of 
the conditions in which their levy would be justified. 
The Excess Profits Tax has been a war-time emergency 
levy and the justification for it is that the State because 
of the urgency of mobilising resources and finding 
supplies has necessarily to ignore considerations of 
economy whereby people make profits on a scale which 
would not be possible under peace time competitive con¬ 
ditions. As the making of enormous profits are faci¬ 
litated by the State, the State should be entitled to 
draw a part of them to itself. There are, therefore, 
purely emergency levies and should be resorted to only 
in times of emergency. 

Question 101.—-It is very difficult to express an 
opinion on the Estate Duty Bill. This has only been 
recently placed on the Statute Book. Some time will 
have to be allowed so that some experience may be 
gained as a result of the working of the Act. 

Question 102.—The suggestion is certainly novel 
but is deprecated because it would mean in practice an 
inquisition into the histories of the properties of the 
deceased, after the deceased, who in many cases, would 
be the only person who could throw light, has departed. 
The measure is new and in its experimental stage it 
would be unwise to alienate public sympathy by such a 
reactionary discrimination. Further this basis does not 
appear to have been adopted by any of the numerous 
countries where estate duty is a feature of the tax 
system. 
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It is necessary to preface our answers with a short 
statement. 

Although no specific limitations have been placed on 
the Commission’s enquiry, such as. for instance, the 
bounds set by the Royal Warrants issued to the Royal 
Commission on Taxation of Profits and Income, in the 
U. K., namely, “ to make recommendations consistent 
with maintaining the same yield of the existing duties 
in relation to national income ”, or “ to make recom¬ 
mendations bearing in mind that in the present financial 
situation it may be necessary to maintain the revenue 
from profits and income, and in so far as they make 
recommendations which would on balance entail a sub¬ 
stantial loss of revenue, to indicate an order of priority 
in which such recommendations should be taken into 
consideration ”. We have felt it necessary in consider¬ 
ing the questions raised in Parts II, III, V and VI to 
keep prominently before us that the following con¬ 
siderations, namely, that the Commission is desired, 
according to its terms of reference, to make recom¬ 
mendations with regard to “ fresh sources of taxation ” 
that in the short-term context of the Five Year Plan 
an earnest search for sinews with which in part to 
finance the schemes' is imperative and that on a long¬ 
term view the steady growth in public expenditure which 
as the State’s social security measures and welfare 
activities are expanded or accelerated must rise still 
higher', _ preclude us in a way from putting forward 
suggestions which however desirable they may be in 
the interests of tax reform, would result in an attenua¬ 
tion of the revenue, even though small, unless it be that 
there was a manifest inequity which called for rectifica¬ 
tion or unless it be that it was certain that they would 
conduce, psychologically or otherwise, to promote better 
tax payer-revenue relations, with resultant counter¬ 
vailing advantages. 

Question 46.—We agree with the recommendations 
made by the Income Tax Investigation Commission in 
this regard and accordingly recommend the removal of 
the category described as “ not ordinarily resident ”. 
Whatever the justification for the introdueiion of this 
category in tiie fiscal system in the conditions obtaining 
m or about the year 1940, it would appear that these 
conditions have ceased to exist now ; and there is no 
longer any necessity for the retention of this category. 

The removal of this category will not cause any hard¬ 
ship, The tests prescribed in Section 4A are sufficient 
to exclude hardship. 

Question 47.—The definition of “ income ” in Section 
2(6c) of the Indian Income Tax Act is not a comprehen¬ 
sive or exhaustive definition but is intended only to 
bring in certain types of income within the scope of 
taxable income which but for such inclusion in the 
definition may have been thought to be outside the 
purview of taxable income. A comprehensive definition 
of income, although attempted in the Income Tax 
Systems of some countries like Canada may not only be 
difficult to achieve but would restrict the scope of the 
tax rigidly to the types defined with the result that 
avoidance by making income partake a character which 
does not bring it within the letter of the law may 
become common. The significance of the term 1 income 
its scope, its nature and the forms it can take have 
been the subject of judicial interpretation in numerous 
cases, so that there does not now appear to be any 
ambiguity or doubt as to its real meaning. The assessee 
public has no misconceptions about the term. A precise 
definition by statutory enactment would set inflexible 
bounds where now there is an elasticity which would 
appear to be more desirable from the point of view of 
the Revenue. 

Question 48.—Among the receipts or gains which are 
not taxed at present but which may well be brought 
within the scope of the tax are casual income and com¬ 
pensation for loss of office or termination of employment. 
Agricultural income and the income of religious or 
charitable institutions to the extent mentioned by us in 
answer to Question 56 do not, it is considered, permit 
a disturbance of the status quo for tax purposes, one 
because of the constitutional position and the other 
because of the strong public sentiment in favour of 
encouraging charities and of the useful purpose that 
they serve in public and social life. In the case of 
casual income, there does not appear to be any valid 
reason for its exclusion from the scope of taxable income. 
There is not infrequently a windfall element in such 
income which makes it an appropriate subject of taxa¬ 
tion. The present treatment given to compensation for 
loss of office or employment as a capital receipt has 
amounted to treating what in reality is an income receipt 
as though it were a capital receipt. This compensation 
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takes diverse forms. Types of tax avoidance and the 
corrective action taken in the United Kingdom may well 
provide a lesson to us. 

The following extract from the speech of the 
Chancellor of the Exchequer when presenting the Budget 
for the year 1950-51 may be of interest: “Two years 
ago I referred in my budget speech to the growing 
avoidance of tax by means of arrangements known as 
restrictive covenants, among others. The form taken 

by these is that a high executive.undertakes 

not to set up in competition with the concern he serves 
or to serve its competitors. In return the concern gives 
him a large sum of money or block of shares which as 
the law stands is not liable to tax. I gave a warning 
in 1948 that I should not hesitate to introduce retros¬ 
pective legislation to tax such payments if it became 
necessary. Since then glaring instances of such pay¬ 
ments have been widely advertised and I am certain that 
the public and particularly those employed in the 
businesses concerned do not think it right that a 
particular individual should by such a device be able 
to evade paying his proper share of taxation. The 
payment of such sums is too entirely contrary to the 
spirit of the policy of the White Paper on Personal 
Incomes, Costs and Prices and can only help to break 
down the otherwise good record of voluntary restraint 
that has so far been shown in these matters. I propose, 
therefore, that these benefits shall be made chargeable 
to surtax and that the charge shall be retrospective to 
the year 1949-50 so that payment will have to be made 
next January on such benefits. In the case of the 
larger sums this means that over 95 per cent, of them 
will be payable as tax ”. The actual provision suggest¬ 
ed to meet the evasion was in these terms: 

“That (a) where an individual who holds or has 
held or is about to hold an office or employment gives 
an undertaking whether absolute or qualified and 
whether legally vald or not, the tenor or effect of which 
is to restrict him as to his conduct or activities and any 
sum is paid or valuable consideration given to him or to 
any other person n respect of the giving or total or 
partial fulfilment of that undertaking such additional 
surtax shall be charged in respect of the income of that 
individual as may lie determined by any Act giving effect 
to this resolution: 

(b) this resolution shall be retrospective but tax shall 
not be charged by virtue thereof for any year before 
1949-50 ”. 

Effective measures may, therefore, be taken under 
the Income Tax Act to give what virtually are revenue 
receipts the complexion of a capital receipt and avoid¬ 
ing income tax thereby. 

Regarding taxing of capital gains, it is felt that it 
is an eminently suitable subject and the old provision 
Section 12B in th( Income Tax Act may well be revived. 
It may be argued that now that it is certain that an 
Estate Duty will be levied on property passing on a 
death, as such gains will be included in the estate and 
as the estate will come in for duty at the death, there 
is no need for the capital gains tax being interposed. 

It may be that the capital gain thus brought in for 
capital gains tax eventually finds its way into his estate 
and comes in for charge lor estate duty at his death ; 
it may also be that it is disposed of inter vivos. In any 
case there can be no harm in taxing a gain at the moment 
it arises. 

Question 49.--The present position is that a resident 
in India has to pay tax on the income that accrues to 
him in India, on the income that accrues to him outside 
India and on the remittance into India out of the profits 
which had accrued to him without the taxable territories 
before the beginning of the year and after the 1st April 
1933. In the case of a non-resident, it is limited to the 
assessment of toe profits which accrued to him out of 
the taxable territories in the year under consideration. 
The concession granted to a person not ordinarily resi¬ 
dent in the taxable territories is only this; that the 
profits or gains which accrued to him without the tax¬ 
able territories cannoQ be considered for purposes of 
the assessment unless its profits arise from a business 
controlled within the taxable territories. 

The question whether in the case of a resident it is 
proper to brim within the assessment the profits which 
arise without ;he taxable territories came up for con¬ 
sideration before the Royal Commission on the taxation 
of Profits in Ihe United Kingdom. In the first report 
the Commission has presented on this subject the learned 
Commissioners relying upon the findings of the Royal 
Commission on Income Tax in 1920 held that the non¬ 
taxation of foreign profits of a resident would virtually 




amount to a premium on the export of capital and that 
there is no case whatsoever for exempting such profits 
from taxation. To quote the words of the Royal Com¬ 
mission of 1920: “In view of the present demand for 
capital to develop home industries, should we be justified 
in recommending differential tariff which will be more 
and more favourable to the British resident as we employ 
more and more of the capital abroad? Presumably 
capital is attracted to foreign countries in view of the 
higher taxation in this country. Could we say that two 
traders residing here earn profits one from trading in 
foreign countries and the other from trading within 
U. K. and pay unequal amounts of tax? Moreover we 
should be reluctant in our present national circumstances 
to suggest any measure that could possibly be inter¬ 
preted as a suggestion that a bonus should be paid on 
the export of capital ”. These words exactly represent 
the present position in this regard in India. There is no 
case therefore for exempting foreign profits in the case 
of Indian residents from taxation. Now there is the 
other question whether Indian businessmen abroad who 
for purposes of taxation had been non-residents should 
be given concession in the matter of accumulated 
savings being brought to this country. If such accumu¬ 
lated savings are remitted to India by Indian business¬ 
men during the period of their non-residence such 
accumulated savings are exempt from taxation. The 
position, however, changes immediately they establish 
their residence in this country. Recently the Govern¬ 
ment has given concessions exempting from taxation 
foreign profits which are remitted to India by such non¬ 
resident persons in the first two years of their becoming 
resident in India. This apparently was given on account 
of the representations made that due to currency or 
exchange restrictions it was not possible lor them to 
repatriate the funds all at once. This concession may 
be continued and in some cases even extended wherever 
necessary. This has to be done by reference to the 
difficulties experienced in the different countries. 

The present system of taxation perhaps will place 
undue hardship where the same income is taxed in the 
country of origin and in the country of residence when 
there is no agreement between the two countries for 
relief in respect of double taxation. In all such cases 
the hardship if any will have been removed when full 
credit for tax paid abroad is given in the Indian assess¬ 
ment. Such concessions have already been given by the 
k Government. 

Question 59.—The present definition of ‘ dividend ’ 
brings within its scope any distribution by a company 
out of accumulated profits as long as such distribution 
entails the release by the company to its shareholders 
of ail or any part of the assets, any distribution by a 
company of debenture or debenture stock to the extent 
to which the company possessed accumulated profits 
and any distribution made to the shareholders out of 
accumulated profits on the liquidation of the company 
as long as the distribution is out of profits accumulated 
during a period of six years preceding the date of 
liquidation. When debenture stocks are being taken for 
purposes of taxation as dividend there is no justification 
for excluding bonus shares for purposes of taxation. 
One of the commonest forms in which avoidance of 
taxation took place was bonus distribution in the form 
of redeemable preference shares. It is true that now 
the Capital Issue Control Department does not permit oi 
such distributions in the form of redeemable preference 
capital. The only form in which it is to be done is in the 
form of ordinary shares. But even here there is no justi¬ 
fication for excluding bonus shares for purposes of taxa¬ 
tion. The recipient does not have to pay income lax, 
such tax having been paid by the company.. There is no 
reason why he should not pay it at the time of distri- 
oution in the form of bonus shares. 

Question 51.—We have re-read the observations ot 
the Income-tax Investigation Commission on these two 
sections and we have also seen the comments made in 
paragraph 7 oi the Chapter headed * Taxation and 
Export’ of the Report of the Export Promotion Com¬ 
mittee presided over by A. D. Gorwala. Neither ot 
them have found it necessary to suggest any amend¬ 
ment of the sections ; indeed their view appears to be 
that no exception could be taken to the principles em¬ 
bodied in these sections- ±f in the practical administra¬ 
tion of the provisions, some hardship is caused, and 
there would appear to be some evidence that it is caus¬ 
ed, such as the personal liability of the agent selected 
for payment of the tax due, that can be remedied by 
suitable instructions given by the Board to assessing 
officers. The sections themselves do not appoar to call 
for any modification. 

Question 52.—Reference has been made by us to the 
Agricultural Income-tax Acts of two States, West Bengal 
and Uttar Pradesh. ‘Agricultural income’ is.defined in 
these two Acts in the same terms as m the Indian Income 
Tax Act. Under the Indian InPome Tax Act agri¬ 
cultural income ’ • is exempt from income-tax [Section 
4(3) (viii) ]. Under the Agricultural Income-tax Acts ot 
the States referred to, this ‘ agricultural income is tax¬ 
able Thus while these Acts are mutually exclusive, it 
is not understood how a possible conflict between the 


taxing authorities can arise, assuming that in respect of 
Agricultural Income-tax Acts in operation in other 
States, the definition of ‘ agricultural income ’ is identi¬ 
cal. To take the instances given in the question one 
by one, ‘ income from forests if the income results 
from produce of a spontaneous nature on which no 
human effort in the way of cultivation has been expend¬ 
ed, it will be subject to Indian income-tax ; and for the 
same reason, that it does not arise out of any agricultural 
operations, it will be excluded from the scope of the 
Agricultural Income Tax Acts. If on the other hand, the 
income from forests arises as a result of afforestation or 
cultivation operations, the income will be agricultural 
and will be excluded from the scope of the Indian 
Income-tax Acts by virtue of Section 4(3)(viii) and 
being agricultural income it would be taxable under the 
State Acts. Then as regards dividends from agricultural 
companies, the Bengal Act contains elaborate provisions 
for computation of tax on mixed incomes, that is, incomes 
which partake of the nature of both agricultural and 
non-agricultural income. If the other State Acts contain 
similar provisions, there would not appear to be any 
occasions for overlapping of the jurisdiction of the two 
taxing authorities. 

Question 53.—Yes, and there is a precedent in the 
Estate Duty Act where for rate purposes agricultural 
land in a non-scheduled State is included with other 
property. 

It would be more fitting if the Centre as the authority 
having the residuary sources of tax had the right to 
benefit of aggregation of non-agricultural income with 
agricultural income. The principle of aggregation should 
be unobjectionable as it aims at determining what tax 
the subject can bear. But if more than one taxing 
authority had recourse to the principle of aggregation 
for purposes of its tax rate, it may be inequitable to the 
subject. The better thing would be for the Central 
Government to come to an understanding with the State 
Governments. 

Question 54.—-We are aware that this is an entirely 
artificial distinction imposed by the Constitution largely 
as a result of historical accident and further that this 
kind of dichotomous division of income does not prevail 
in the tax systems of most countries with a federal 
constitution, complicating legislative and administrative 
measures. This artificial distinction applies not alone 
to income but to taxes on capital also: for instance, 
under the Constitution, Parliament is competent to enact 
legislation by way of Estate Duty and Succession Duty 
only on property other than agricultural land ; and it is 
the sphere of the States to impose these taxes on agri¬ 
cultural land. Even as regards capital gains the Central 
Government’s powers would appear to extend only to 
capital gains in respect of property other than agri¬ 
cultural land. Even so, we would recommend the 
maintenance of the status quo, so that State Govern¬ 
ments may not have a feeling that they have been 
compelled to surrender two or three of the few sources 
of tax revenue available to them for exploitation, how¬ 
ever desirable unification be on a number of considera¬ 
tions. 

Question 55.—The second part of the question is 
understood to refer to cases such as interest on cash 
certificates issued by Banks for say, a three years or 
other term. The practice appears to be that at the end 
of the term, the interest received or receivable on 
maturity is taxed in the relevant assessment year and the 
tax being on the entire interest accrued over a term the 
rate of tax may conceivably be higher than that which 
would be applicable if the interest were to be appor¬ 
tioned over each year of the term and tax charged on 
such portion in the relative assessment year. This would 
appear to be the equitable method of dealing with such 
cases but perhaps under the terms of issue, the entire 
interest is due and receivable only at the end of the 
term, and no interest or only a reduced rate of interest, 
may be claimable if the principal sum is received earlier. 
This may raise a doubt as to which amount is to be taken 
for the annual assessment, but a notional, rough and 
ready apportionment can be made. 

Other cases of a like nature are a contractor’s profit 
on a work which has taken him some years to complete 
or a liquidator of a company who receives a lump sum 
remuneration for a liquidation which takes longer 
a year or two to put through. Although the receipt of 
the income may be in a particular year, it really re- 
presents income which has to be spread over the period 
of the work. In such cases, particularly in the assess¬ 
ment of contractors, the Department has been known to 
take a fair and reasonable view in spreading the income 
over the work period. 

A provision based on the same principle is contained 
in Section 60(2) of the Income-tax Act in regard to 
salaries. 

An analogous provision, in the case of authors or 
artists who receive royalty or copyright fees for work 
which has taken more than one or two years, is Section 
12AA of the Income-tax Act. 

Question 56.—Before considering the question whether 
any modifications are necessary in the provisions o- the 
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Act which exempt from liability to tax the income of 
religious and charitable trusts, an exemption which may 
well be described in the words of Lord Nathan’s Com¬ 
mittee on the Law and Practice relating to Charitable 
Trusts in the United Kingdom (1952) as constituting an 
“ immense hidden subsidy ” by the revenue to voluntary 
effort, it may be useful to assess the place and function 
of these charities in public and social life. As Lord 
Beveridge observe: “In a totalitarian Society, all action 
outside the citizen’s home and it may be much that goes 
on there is directed and controlled by the State. By 
contrast, vigour and abundance of voluntary action out¬ 
side one’s home, individually and in association with 
other citizens for bettering one’s own life and that of 
one's fellows are the distinguishing marks of a free 
society ”. Voluntary Charities are encouraged in most 
democratic countries as “ it embodies the sense of 
responsibility of private persons towards the welfare of 
their fellows and as it meets by private enterprise, a 
public need It may be thought that now that we 
have a Welfare State as contrasted with the law and 
order State of earlier days there is not much room for 
voluntary private action in the matter of public charity. 
How mistaken such an' impression it would be evident 
from the following observations of the Committee above 
referred to. They say: “ At no time however can we 
discern any antithesis between public and private wel¬ 
fare or the making of any fundamental distinction 
between their aims and functions ; and today the public 
services for social welfare are carried out with the help 
of innumerable voluntary workers and by making use 
to an important extent of voluntary agencies ; so far 
from voluntary action being dried up by the extension 
of social services greater arid greater demands are being 
made on it. We believe indeed that the democratic Slate 
as we know it could hardly function effectively or teach 
the exercise of democracy to its members without such 
channels for and demands upon voluntary service ”. 
In our country, the merit and virtue attaching to charity 
have been impressed from time immemorial by all 
religions. A tax concession to charity is, therefore, un¬ 
doubtedly proper and deserved. 

Even so, we would like to see a distinction drawn 
between ‘ endowed ’ and ' non-endowed ’ trusts for pur¬ 
poses ot tax treatment. By an ‘ endowed trust ’ we mean 
one where there is a corpus of property, it may be land 
or it may be a fund in diverse forms, endowed perpetual¬ 
ly and only the income thereof is applied to charitable 
purposes without affecting the corpus, a category which 
may be said to correspond to the type of charity con¬ 
templated in Section 4(3)(1) of the Income-tax Act. A 
1 non-endowed trust ’ in our view is one where property 
is in the nature of a business and the profits are devoted 
to a charitable purpose, a category contemplated m 
Section 4(3)(in) of the Act. In the case of an ‘ endowed 
trust’, conforming to the tests laid down, the income 
should continue to enjoy the exemption. Where however 
the trust is a non-endowed one, that is, where a business 
is carried on by a charitable institution and the profits 
are applied solely for the purposes of the institution, 
the justification for exemption from tax does not appear 
to us to be as strong as in the case of endowed trusts. 
Such non-endowed trusts may well satisfy the normal 
tax demands first, and apply the residue for their pur¬ 
poses. We make this suggestion as we feel that Govern¬ 
ment’s needs for funds, part of which go for equally 
deserving public welfare purposes are no less great. 
We do not suggest that institutions which derive their 
income from voluntary donations should be in any 
different position vis-a-vis income tax exemption from 
what they are in now. Our recommendation in respect 
of non-endowed trusts is influenced by the fact that in 
recent years it has become a common practice with 
assessees with large incomes to create institutions of 
this nature, which may not be the case if there were no 
advantage to be deiived therefrom. An amendment 
made this year permits the accumulation of the income 
of charitable institutions and makes the income when it 
ceases to be so applied subject to tax. but it is feared 
that a profit may be made and lost in the next sub¬ 
sequent year so that both the charity and the revenue 
may be cheated. If our suggestion is accepted, this may 
be prevented. 

Question 57—The exemption in respect of profits of 
Co-operative Societies has been in force from 1925 and 
old practice coupled with the fact that co-operative 
enteroiises for rehabilitating refugees and for some kinds 
of Community Project Schemes under the Five Year 
Plan may be the most suitable agencies for such work 
would seem to justify a continuance of the concession. 
On the other hand some distinction may legitimately be 
drawn between purely mutual co-operative societies 
and societies which trade with the public such as market¬ 
ing societies. In the case of the latter the claim for 
exemption would appear to be not as strong as in the 
case of unrely mutual societies. 

The early view on the liability or non-liability to 
income-tax of profits arising to Co-operative Societies 
was laid down thus by the Madras High Court m 
E. & S. Joint Co-operative Wholesale Society Ltd. v. 
Commissioner of Income-tax, Madras (3 I.T.C. 585): 


“ The Society cannot make taxable profits out of its own 
component elements, and with that starting point estab¬ 
lished, it is to my mind immaterial that the moneys 
which came into the hands of the ‘ Apex ’ Society are 
distributed in the form, in part, of a dividend to share¬ 
holders so long as these shareholders do not include any 
person who is not a member of the Co-operative Society”. 

This view was considered by the Privy Council in 
1943 and set aside by them. Explaining what kinds of 
businesses may claim exemption from liability to income- 
tax under the principle laid down in the Style’s case, 
namely, that a society being a purely mutual co-operative 
society making no profits was not liable to income-tax, 
their Lordships were of the view that “ this principle 
cannot apply to an Association, Society or Company 
which grows produce on its own land, or manufactures 
goods in its own factories, using either its own capital 
or capital borrowed whether from its members or others 
and sells its produce or goods to its members exclusive¬ 
ly ”. 

Tiie principle appears to be this, that where in a 
mutual society no profits are made out of transactions 
between the Society and the members such as a mutual 
Insurance Society there is no occasion for the tax, but 
where the Society is trading concern and carries on 
business whether w th its own members or with the 
outside public and out of the business it derives profits 
which it distributes to its members it should not escape 
tax. 

As Section 18 of the Co-operative Societies Act, 1912 
provides that a society registered under the Act is a 
“ body corporate with perpetual succession and a common 
seal, with power to hold property, to enter into con¬ 
tracts and to institute and defend suits and other legal 
proceedings ” it wo aid not be inappropriate if such 
societies are treated for tax purposes as though they 
were companies. 

Co-operative Housing Societies may be treated in 
the same way as a mutual non-trading co-operative 
Society and held to be exempt from income-tax on its 
rental income. Theie is some justification for such a 
treatment as with the pronounced shift of population to 
cities and with housing construction programme in our 
cities being very much behind public requirements, an 
incentive may be provided. There is the analogy of 
Section 15e in the ci se of new industries. 

Question 58.—Thf generous initial depreciation allow-- 
ances have rendered the concession under Section 15e 
of the income-tax Art unnecessary and the Section may 
well be repealed. T will be recalled that this conces¬ 
sional ireatmeni was the result of the four-pointed anti- 
inflationary Policy set in motion in November 1943. It 
was then considered that special steps were desirable 
to stimulate production and accordingly, depreciation 
allowances were liberalised, new industrial undertakings 
were exempted for a term from payment of income-tax 
and certain reliefs in respect of customs duty on imports 
of plant and machinery and raw materials were given. 
It is now felt that conditions prevailing today do not call 
for the continuance of all these concessions simultane¬ 
ously or on the same liberal scale. 

Question 59.—To the extent that foreign branches of 
Indian banks would assist the handling of India’s foreign 
trade to our greater advantage, and would earn foreign 
exchange by invisible exports, they are entitled to some 
consideration but wc do not see how with the present 
position of the law, any further modification is rendered 
necessary. It is true that the Import Control Advisory 
Committee (1950) made a suggestion in its report to 
Government that Government do everything they can 
to increase our invisible earnings of foreign exchange 
by encouraging the use of the services of Indian ship¬ 
ping, insurance anc! banking for the transport and 
finance of our fore gn trade. The Export Promotion 
Committee also made a suggestion of tax concessions 
being granted to offices of Indian firms opened in over¬ 
seas countries. Pointing to the changes desirable in the 
pattern of our export trade, the Fiscal Commission also 
observed: “ Historically the search for new markets has 
been accompanied by the growth of national shipping ; 
the latter is a subst; ntial aid to the opening up o£ new 
markets. Similarly the establishment of banking and 
insurance houses will also facilitate the development of 
India’s exports in the comparatively undeveloped 
markets of the Middle and Far East where the tie-up 
of existing financial or commercial interests may often 
place newcomers in he field at a disadvantage”. Now. 
Government have already explained that in respect of 
countries with which India has concluded Double Taxa¬ 
tion Relief Agreements, there will be no question of 
double tax on the s; me income. Where tax is charged 
in a country with which India does not have a reciprocal 
agreement for double tax relief, Section 49D of the 
Income-tax Act as amended by Act 25 of 1953 provides 
that an assessee “ shall be entitled to the deduction from 

the Indian income-tax.of a sum calculated on 

such doubly taxed income at the Indian rate of tax or 
the rate of tax of the said country whichever is the 
lower We do not think that any larger concession 
would, in the interests of the revenue, be justified nor 
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do we think that the foreign branch can legitimately 
expect more. 

Question 60. —No further liberalisation, in our view, 
is called for ; the existing exemption is generous enough 
An illustration will make the position clear. The maxi¬ 
mum exemption available in the case of the larger 
income assessee us Rs. 500 a month, an amount which 
will assure a policy money of over Rs. 1,20,000 at the 
end of a 20 year term assuming that the policy is taken 
up, say at the 30th year ; in other words, a person earn¬ 
ing Rs. 3,000 a month can claim exemption for as much 
as Rs. 500 a month for insurance premium ; a person 
with that status, it seems reasonable to suppose, would 
hardly find -it convenient to spare more for insurance. 

Question 61. —On this question, we would respectfully 
endorse the conclusions reached by the Millard Tucker 
Committee which are summarised in para. 132 of their 
Report and which for convenience of reference are re¬ 
produced below: 

“ (o) Whether the proposed schemes are based upon 
revalorisation or upon the creation of a reserve 
for replacement, in essence they all amount to 
a proposal that a business should be relieved 
altogether from tax on some part of its true 
profits, that is to say, upon its profits as 
computed on ordinary accountancy principles ; 

(b) In fact this relief from tax would not apply to 

ail businesses but only to those which require 
to replace fixed assets or stocks. To that 
extent, therefore, the treatment asked for 
would be of a preferential nature ; 

(c) Where a business qualified for this preferential 

relief, it would do so, irrespective of the value 
of the business to the national economy ; 

<d) None of the schemes of revalorisation cr of 
reserves for replacement gives any relief or 
assistance in relation to a new business or to 
the expansion of an existing business ; 

(e) All such schemes would involve considerable 

extra clerical work both on the part of the 
Inland Revenue and the tax-payer ; 

(f) Our suggestion for a system of flexible initial 

allowances is the only solution which meets 
the objections we have enumerated.” 

In our own country the Tariff Board has more than 
ionce declined to accept this plea that depreciation should 
be allowed on replacement costs instead of on actual 
■cost as is the practice now. To quote their observations 
in connection with their enquiry on the Fair Retention 
Prices of Steel produced by Tata Iron & Steel Co Ltd.: 

“ The representatives of the industry contended that 
depreciation should be calculated on the replacement 
value of plant and machinery. We have already dealt 
with this question in our reports on the prices of cotton 
yarn and cloth as well as of paper in which we have 
pointed out certain practical considerations which made 
it difficult for us to accept replacement cost as a basis 
for purposes of depreciation as also for return on fixed 
capital, although we recognise the vital importance of 
replacement. The proposal that depreciation allow¬ 
ance should be based on replacement costs has been 
found unacceptable even by professional accountants 
who feel that there is an element of uncertainty and 
arbitrariness in such a procedure. Instead they prefer 
the basis of historical cost both for depreciation and for 
valuation of stocks. They also suggest that additional 
sums provided for replacement should be regarded as 
reserves and treated as such in the accounts. Moreover 
there are other practical difficulties such as the possi¬ 
bility that costs of replacement might occasionally fall 
as also the fact that replacement does not always or 
necessarily involve the installation of an identical 
machine.” 

This is a more temporary problem of finance. If 
necessary, Government should come to the aid of 
industries and grant temporary loans to enable them to 
incur the expenses of replacement. The Industrial 
Finance Corporation may be made the vehicle for giving 
this financial accommodation or another separate statu¬ 
tory corporation more or less on the lines of the 
Industrial Finance Corporation may be set up. 

Question 62.—No change appears to be called for in 
the classification of assets for depreciation allowance 
purposes. As regards rates of depreciation, it would 
appear from the fact that plant and machinery have 
been known to be serviceable and working with reason¬ 
able efficiency for considerable periods after their sup¬ 
posedly normal life, as assumed for depreciation 
allowance purposes, the rates, as a general rule, err cn 
the generous side. A closer approximation between 
effective life and spreading the allowance to cover the 
whole of this term is desirable and an expert committee 
of engineers may be consulted for advice regarding 
appropriate rates of allowance for depreciable assets. 

The old method of computing the allowance on the 
‘ straight line method ’ was given up on the advice of the 
Ayers Committee of 1935 and replaced by the present 
■“ written down value ” method. As it is claimed that 
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this is simpler for the Department, a disturbance of the 
position is not recommended even though the displaced 
system is not without merit. 

Question 63 .—In answer to Question No. 58, it was 
suggested that Section 15C of the Indian Income-tax 
Act may be repealed as the concessions given by it were 
really superfluous in view of the generous initial depre¬ 
ciation allowances. We would qualify that answer to 
the extent that Section 15C may be repealed save in 
respect of its application to new mining industries. On 
the question whether any depletion allowance should be 
given to mining undertakings, we agree with the Tucker 
Committee’s view as expressed in para. 233 of their 
Report “ the general principle that an allowance should 
be given for all expenditure on assets that are used up 
in the carrying on of a business seems to us particularly 
applicable to the position of a concern which has to pay 
a capital sum of minerals or for the right to work 
minerals ”. 

Question 64. —(i) No change, in our view, is called lor 
in the present position. 

(ii) The same answer as in (i) above except to the 
extent specified in answer to Question No. 67 below. 

Question 65 .—In a period of high taxation, one of the 
legitimate reliefs to which an assessee is entitled is the 
reduction in the gap between the commercial concept of 
income and the income tax concept of income. Over a 
period of time this gap between the commercial concept 
and the income tax concept has become widened, on 
account of the judicial view taken on the admissibility 
of certain types of expenses. 

At present the residuary clause in Section 10(2)(xv) 
is in very wide terms. Unlike as it used to be, it is 
not necessary to show that the expenditure is incurred 
for the purpose of earning the profits. It is only neces¬ 
sary to show that it is laid out for the purposes of 
business. 

In particular the following expenditure shouid be 
allowed: (i) expenditure incurred in connection with 
income tax appeals, particularly when the appeals are 
decided in favour of the assessee ; (2) in the case of 
deferred revenue such expenditure should be allowed in 
instalments in three or four years ; (3) where expendi¬ 
ture is incurred in connection with the maintenance of 
the reputation of a business such expenditure should be 
allowed, particularly when the assessee is acquitted in 
such cases ; (4) Expenditure necessarily incurred for 
maintaining the corporate status should also be allowed, 
t5) in the case of lump sums paid for acquiring leases 
such expenditure should be allowed over the period of 
lease. 

Under Section 10(2)(vii) allowance for loss is only 
given in the case of plant and machinery and buildings. 
Such concession should also be given in the case of 
Furniture and Fittings. 

Question 66. — (a) Both from the point of view of the 
assessees and of the administration, we would advocate 
the amalgamation of income tax and super tax. Histori¬ 
cally, the reason for keeping the super tax a separate 
levy was that it was intended to be a temporary measure 
withdrawable at a convenient time ; but now that super 
tax has become a permanent feature of the income tax 
system and there is no requirement in the Constitution 
that it should be treated separately as in the case of 
Corporation Tax, much advantage in the way of 
saving of time and labour is to be derived by consolidat¬ 
ing the two. If this is done, then appropriate changes 
in the law will have to be made for there are certain 
items which are only allowed for purposes of income 
tax and not super tax. 

( b ) It will be found convenient to both, in that 
calculation of tax would be much simplified. 

(c) The degree of progression is illustrated by the 
Table below: 


Income. 

Income Tax, Sur¬ 
charge and Super 
tax & Surcharge. 

Income less Tax. 

Rs. 1,00,000 

50,063 

49,937 

Rs. 1,50,000 

89,438 

60,562 

Rs. 2,00,000 

1,30,454 

69,546 

Rs. 2,50,000 

1,71,469 

78,531 

Rs. 3,00,000 

2,12,485 

87,515 

Rs. 3,50,000 

2,53,511 

96,489 

Rs. 4,00,000 

2,94,517 

1,05,483 

Rs. 4,50,000 

3,35,532 

1,14,468 

Rs. 5,00,000 

3,76,548 

1,23,452 


With the steady progression in rates it would appear 
that in the higher ranges of income, the incentive to 
make a large income is discouraged because of the 
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disproportionately decreasing reward available to the 
assessee ; on the other hand, it should be remembered 
that the capacity to bear the burden is the guiding 
principle. The State moreover is firmly committed to 
the principle of reducing grave inequalities of income 
and wealth and it can only be implemented by a scale 
such as this. There is the further argument that it is 
because of conditions created by the State that the 
earning of large incomes is possible and it should be 
open to the State to determine what part of the income 
may go to the assessee and what part to the State. It 
is human nature to be dissatisfied with all taxes and 
to complain of their adverse or prejudicial effects but 
the gloomy forebodings seldom come true, at any rate 
to the extent predicted. 

(cl) It is not considered that any change is necessary 
and in our view frequent changes are undesirable be¬ 
cause just when people had settled down to a state of 
things, a disturbance of the position and the time taken 
to become familiar with the new situation may cause no 
small inconvenience to the public. 

(e) A surcharge at a fiat rate of 5 per cent, falls with 
unequal incidence in that, although it is strictly pro¬ 
portionate, it works out unequally when the capacity 
to bear the burden is considered and consequently at a 
uniform rate the surcharge works out to be a heavier 
burden on the relatively iower income groups than on 
those higher up in the scale which can bear a higher 
rate of surcharge. As the object of imposing a sur¬ 
charge is to enlarge the revenue there is no reason why 
it should not be graduated and be made to yield a 
substantial revenue. 

Question 67 .—The exemption limits should be retain¬ 
ed at their present level until there is clear evidence 
that prices have been stabilised at lower levels when 
the exemption limits may be correspondingly lowered. 
On the other hand if the inflationary trend continues 
and the general index of prices shows a further rise 
it may be necessary to fix the exemption limits at 
higher levels. 

Question 68 .—The distinction between earned and 
unearned incomes should continue to be maintained. 
The present relief's are fair and equitable, but attention 
is invited to the fact that on the higher ranges, the 
margin of differences between the tax on wholly earned 
and on wholly unearned tends to grow narrower as the 
income range gets higher. By way of illustration, we 
set out some of the figures given in the Statement con¬ 
tained in the Explanatory Memorandum to the General 
Budget (1952-53), page '94: 


Income. 

Tax as percen¬ 
tage of income, 
where income 
is wholly 
earned. 

Tax as percen¬ 
tage of income 
where income 
is wholly 
unearned. 

Difference. 

12,000 

5-8 

9-5 

3-7 

13,200 

6*5 

10-4 

3-9 

14,400 

7-2 

11-2 

4-0 

15,000 

7-6 

11-5 

3 9 

16,800 

8-4 

13-1 

3-7 

24,000 

12-7 

17-0 

4-3 

25,000 

13-2 

17-4 

4-2 

48,000 

30-0 

32-2 

2-2 

55,000 

32-8 

34-8 

2-0 

60,000 

35-6 

37-3 

1-7 

70,000 

39-9 

41-4 

1-5 

90,000 

49-0 

50-1 

IT 

1,00,000 

50-1 

51-1 

IT 

1,50,000 

59-0 

60-3 

0-7 

2,00,000 

65-2 

65’7 

0-5 


It will be seen that in the lower ranges of income, the 
difference is as much as about 4 per cent whereas in 
the range above Rs. 1,00,000 the disparity gets gradually 
blurred and is in fact even less than 1 per cent. On a 
higher range of wholly unearned income, it would appear 
legitimate to expect at least a proportionately higher 
tax. The slab rates would appear to require a careful 
revision to give this result. 

(b) We have no modification to suggest in the 
definition of “earned income” which appears to us to 
be satisfactory. 

(c) A slight readjustment would appear desirable and 
it is suggested that the earned income relief should be 
one-fourth or Rs. 5,000 whichever is lower. It has 
already been suggested that in the higher ranges the 
disparity between earned and unearned incomes should 
be steepened not blurred as is the position now. 


Question 69. —The present practice of taking the value 
at cost or market whichever is iower does not appear to 
call for any disturbance. This would appear to be the 
most equitable basis for valuing stocks. This matter 
was considered at length by the Institute of Chartereu 
Accountants in England and Wales. After enquiry they 
came to the conclusion that this basis'did not call for 
any change. This principle has also been accepted by 
the Millard Tucker Committee. 

Question 70. —Where a Hindu Joint Family consists 
of two or more adult male members, the incidence of 
the tax would be made fairer if instead of taxing the 
income at the rate appropriate to the total income, to 
lax it twice on two spdt portions. An illustration may 
help to give a clear idea of the suggestion. Suppose the 
income of the Hindu family is Rs. 20,000. It would be 
assessed to twice the amount of tax on Rs. 10,000 and 
not at the higher rate applicable to Rs. 20,000. This 
may give some relief to such assessees. 

Question 71. —Provided the surrender is made bona 
fide in the interests and for the benefit of the managed 
company, and not for the purpose of avoiding or reduc¬ 
ing super tax liability of the Managing Agents, the 
voluntary surrender may be permitted by suitable 
provision in the Act. 

Question 72. —The old Double Income Tax agreement 
with the United Kingdom involved a somewhat elaborate 
procedure which in practice occasioned considerable 
inconvenience and delay. A type of agreement which 
would reduce these to a minimum is that concluded 
between India and Pakistan in 1947 which ma.y be 
taxen as a model for agreements with other countries. 

Question 72. —The only comment that we have to 
oiler is that the 6 per cent, of the ‘ annual value ’ allow¬ 
ed tor collection charges does not always cover the actual 
expenses It is suggested that discretion be vested in 
the Board to relax the- rule in cases where the collection 
charges are shown to its satisfaction to be actually 
higher. 

Question 74. —A change is required in respect of pro¬ 
visions relating 10 carry forward of losses in the case of 
cessation of business, and we suggest that where a 
business is discontinued, unabsorbed losses should be 
allowed to be carried backwards for a period of two 
years and allowed to be set oil against any profits made 
in those years. 

We would further suggest that even in the ease of 
a going concern, the. loss should be allowed to be carried 
backwards for a period of two years immediately preced¬ 
ing the year of assessment, in which case, the carry 
forward may be restricted to four years for the balance 
ot the losses which are not absorbed by carry back to 
such two immediately preceding years. 

Another amendment that we would like to make is 
that the word “ same ” occurring in Section 2412) should 
be deleted. 

Question 75. —It is suggested that dividend income 
should not be subject to advance payment of tax under 
Section 18A except where the dividend is actually receiv¬ 
ed. We suggest, theiefore, that dividend income should 
be subjected to the same treatment as Managing Agency 
commission under Section 18A(4). 

If, after the service of the notice, an assessment in 
respect of a previous year later than that referred to in 
the original order of the Income Tax Officer for purposes 
of Section 18A is completed, then the assessee should 
have the option of paying the tax in accordance with the 
income computed in the later order. This should not 
depend upon the discretion of the Income Tax Officer 
as it would appear to be at present. The section gives 
the assessee the right to estimate his own income for 
purposes of Section 18A. In such cases the excess tax 
collected in the earlier quarters should immediately be 
refunded. In the case of a new business the assessee 
should have the option of paying the Section 18A within 
thiee months of the close of the year. This concession 
should be granted to new businesses only in respect of 
the first year of is existence. 

Question 76. —In respect of fraudulent concealment of 
income there is no reason why there should be a time 
limit at all for re-assessing escaped income, Sucn con¬ 
cealment is a crime. There should be no right of limita¬ 
tion in respect of any crime. 

In other cases it is only proper that there is a time 
limit; and in our opi lion the time limit has been correct¬ 
ly fixed at four years. There is one aspect of the matter, 
however, that deserves to be considered. The section 
as it stood before .t was amended in 1948 used the 
following words: “ If in consequence of definite informa¬ 
tion which has come into his possession the Income Tax 
Officer discovers tha; income, profits or gains chargeable 

to income tax have escaped assessment.” Now 

the section as amended enables the Income Tax Officer 
to take action if “ the Income Tax Officer has in con¬ 
sequence of information in his possession reason to 

believe.”. The present section has omitted the 

words “ definite ”, “ come into ”, and “ discovers ”. But 
still the Income Tax Officer can only take action if in 
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consequence of information in his possession he has 
reason to believe that income has escaped assessment 
Although much of the mischief has been removed, still 
the present words impose a certain amount of restriction 
on the initiative of the Income Tax Officer. It is not 
necessary that in such cases when it can be shown that 
income has escaped assessment, the Income Tax Officer 
should suffer from such restrictive provisions. The 
section should be so amended as to make it possible for 
the Income Tax Officer to issue a notice for re-assessment 
whenever he has reason to believe that some income has 
escaped assessment. As has been mentioned in an 
answer to a later question this is one of the reasons 
why there is considerable delay in the completion of 
the assessments by the Income Tax Officers. Because of 
these restrictive provisions the Income Tax Officer has 
to be very careful before he completes the assessment. 
The removal of these restrictive provisions will enable 
the Income Tax Officer to complete the assessments 
without delay for in the event of something having 
escaped assessment he can at any time within four years 
take suitable action. 

When such a right is given to the Income Tax Depart¬ 
ment it is only proper that the assessee should likewise 
have a remedy available to him whenever he can show 
within a period of four years that either he has been 
over assessed or some deduction due to him had been 
omitted to be claimed. Such right can be given to the 
assessee by either widening the scope of Section 33A 
or 35 of the Income Tax Act. 

Question 77.—This question is not understood. A 
certain minimum cost has necessarily to be incurred by 
every assessee in complying with the tax regulations. 
There is no extra cost in the maintenance of books so 
far as companies are concerned. Companies necessarily 
have to maintain certain minimum records in compliance 
with the requirements of the Indian Companies Act. In 
the case of partnerships, again, proper accounts have 
necessarily to be maintained, for the purpose of deter¬ 
mining the rights of the partners inter se. In the case 
of individual assessees there are very few who do not 
maintain proper records. But if any expenditure has 
to be incurred it cannot be avoided and it is not expendi¬ 
ture solely on account of compliance with tax regula¬ 
tions. In many of these instances professional help will 
also have to be taken by the assessees. Any expendi¬ 
ture incurred in this connection again cannot be helped. 

Question 78.—The Appellate Tribunal should not be 
given the power to enhance assessments. In fact even 
the Appellate Assistant Commissioners should not be 
allowed these powers. Section 33B gives power to the 
Commissioner to interfere in such cases. The scope of 
Section 33B, if necessary, may be widened. 

Question 79.—At present a rebate of tax is available 
to a public company with a total income not exceeding 
Rs. 25.000. The difference in the rate of tax between 
small and large companies is enough and no further 
complicated reliefs such as progression in rates would 
appear to be desirable. 

Question 80. —(i) The rebate now available to public 
companies with an income of less than Rs,. 25,000 would 
be applicable to small industries if they are incorporated. 

So far as small industries newly established are 
concerned, it may be recalled that clause 17 of Bill 
No. 56 of 1951 to amend the Income Tax Act proposed 
to extend the exemption to smaller industries employ¬ 
ing 25 persons and more. Actually, the amendment 
made by clause 10 of the Amendment Act No. 25 
of 1953 is even more liberal in that it enables the benefit 
to be taken by new industrial undertakings which em¬ 
ploy ten or more workers in a manufacturing process 
carried on with the aid of power or employs twenty or 
more workers in a manufacturing process carried on 
without the aid of power. As however we have pre¬ 
viously suggested that this section may well be repealed 
in view of the generous allowances by way of initial 
depreciation, the rebate in tax rate is all that seems to 
be necessary in the case of these small industries. 

(ii) Cottage industries may for purposes of relief be 
treated in the same way as small industries. As how¬ 
ever the tax rebate applies only to public companies, 
the benefit may be extended to new small industrial 
concerns and to cottage industries regardless of their 
status. Any other treatment might involve much 
administrative work of a complicated nature unlike the 
present system of tax rebate which appears to have 
been working well. 

(iii) & (iv) No change in the present position appears 
to be called for. 

Question 81. —There appears to be no justification for 
any change. The suggested exemption may well lead 
to tax avoidance. The Investigation Commission was 
of the view that this liability to Corporation tax at every 
stage is some deterrent to avoidance of tax by the method 
of setting up companies. If the benefits of incorporation 
are desired, companies are set up with a full knowledge 
of how much they will cost and what the countervailing 
advantages are. In many cases, the balance of advant¬ 
age is carefully assessed and private companies are not 


formed without a purpose. In such circumstances 
exemption from Corporation tax may mean indirect 
encouragement of tax avoidance. 

Question 82. —The present provisions regarding banks 
and mutual insurance companies are satisfactory and 
there appear to be no complaints from these interests. 
In the case of banks there is no dis-satisfaction about 
the allowance of bad and doubtful debts and in the case 
of insurance companies expenses, which the Controller 
of Insurance regards as reasonable, are allowed. 

Question 83. —A rebate of one anna from income-tax 
is now given for undistributed profits. This differentia¬ 
tion is enough and no further concession appears neces¬ 
sary. It is however suggested that when undistributed 
profits are capitalised and issued in the form of bonus 
shares, the rebate given to the undistributed profits 
earlier should be recovered by the Revenue. 

The benefit of the rebate should apply to all indus¬ 
tries without any discrimination. 

Two suggestions which we would put forward are— 

(1) the limit of 60 per cent, of the profits to be 

distributed, prescribed under Section 23A 
should be raised to 100 per cent, and com¬ 
panies subjected to the section should be 
assessed as though they are partnerships. If 
this suggestion is considered likely to retard 
industrialisation even in a small way, then 
the limit may be fixed at 75 per cent; 

(2) companies which are subject to Section 23A are 

those in which the public holding of shares 
carrying voting power is less than 25 per 
cent. If at least 25 per cent, of the shares of 
tne company are allotted unconditionally to 
members of the public then it ceases to be 
subject to the provisions of Section 23A. The 
provision should really be that it is only in 
the case of a company where shares carrying 
a voting power of not less than 50 per cent, 
are held by the public, Section 23A should 
not apply. 

Question 84— We suggest that no departure from the 
present practice be made. 

Question 85. —Such enterprises should pay the 
Government interest on capital and income tax on their 
profits like any non-Government concern. Of the 
balance that remains after taxes a portion may be taken 
by Government to general revenue. The balance may 
be kept reserved in the business for expansion, for 
meeting future losses if any, etc. 

Question 86.—Chartered Accountants may well be 
made greater use of in the determination of taxable 
income of assessees with advantage to the Revenue in 
that* part of the considerable time of the Income Tax 
Officers now taken up by the scrutiny of books and 
accounts would be released for other work by them. On 
the recommendation of the Income Tax Investigation 
Commission, the Income Tax Amendment Bill of 1951 
proposed to provide that business assessees with an 
income of not less than Rs. 25,000 should submit their 
returns accompanied by accounts audited by a Chartered 
Accountant. It is suggested that while ordinarily this 
limit may be adopted, discretion should however be vest¬ 
ed in Income Tax Officers even in cases where the income 
is lower to require the production of an auditor’s certi¬ 
ficate where he has reason to believe that the income 
returned is probably not correct or should be larger. 
Provision however may be made that this discretion 
shall not be exercisable save with the prior approval of 
the Commissioner of Income-tax. 

It must be mentioned, however, that a Chartered 
Accountant’s certificate must in the every nature of 
things be restricted to such transactions as have been 
brought into the books. If an item of expenditure is 
entered in the accounts the Chartered Accountant can 
ask for the production of the receipt or voucher in 
support of the expenditure. But when such receipts and 
vouchers are made available to him the Chartered Ac¬ 
countant cannot usually go beyond these. The Income 
Tax Officer’s function, however, is different. He has to 
satisfy himself about the reliability of the accounts, 
receipts and vouchers, and satisfy himself when the 
expenditure claimed has in fact been incurred. More¬ 
over a dishonest assessee may keep many of the tran¬ 
sactions outside the books. !In such cases the Income 
Tax Officer may with the extraordinary powers that he 
'possesses under the Income Tax Act be able to unearth 
some of these matters. But with the utmost diligence 
the Chartered Accountant will not be able to do so. 

In respect of public limited companies there will be 
no difficulty in accepting the Chartered Accountant’s 
certificate. But in respect of firms and non-public 
companies it will be desirable to have a questionnaire 
framed under the Income Tax rules. The Chartered 
Accountant should be required to compulsorily answer 
these questions to the extent possible. For example, it 
should be possible for him to give details of the books 
maintained by the Assessee, report on the internal 
efficiency and on whether the transactions are vouched 
for by external evidence and if so, the extent to which 



486 


such transactions are so vouched and the basis adopted 
by the assessee for valuation of stocks and whether 
proper stockbooks have been maintained, etc. 

These answers to the questionnaire would provide 
the Income Tax Officer with the basic information 
necessary to enable him to judge the extent of reliance 
he can place on the accounts and the extent to which 
they can be accepted for basing his assessment on them. 
This suggestion about the questionnaire has another 
merit. The Chartered Accountant may not often times 
be in a position to persuade the assessee to give all this 
information. But if it is made part of the Income Tax 
Rules then there will be no difficulty in his making the 
information available to the Department. 

Incidentally it may be mentioned that when the basic 
information is brought on the record, the chances for 
corruption, if any, will be minimised, if not eliminated. 

The questionnaire that has been suggested aboye 
should be framed by the Central Board of Revenue in 
consultation with the Institute of Chartered Accountants 
of India. 

It is not recommended that auditors’ fees should be 
prescribed statutorily but should complaints from 
assessees be numerous that the expense of getting their 
accounts audited is heavy and puts up the cost of com¬ 
pliance, then scales of fees may, in consultation with 
the Institute of Chartered Accountants, be fixed, having 
regard to the amount of work and time taken for doing 
it. 

Question 87.—If the above suggestion is accepted, re¬ 
presentation of higher income assessees would get to be 
concentrated eventually in the hands of Chartered 
Accountants. 

While the present class of Income Tax Practitioners 
may be allowed to continue as at present, no further 
enrolment of practitioners should be made, so that this 
class whose efficiency cannot be as great as that of 
Chartered Accountants would become gradually extinct. 
Even for this class, a scale of fees may be fixed. 

Question 88. —The names of delinquent assessees 
should undoubtedly be published and, in addition, where 
the concealment detected is proveable, offenders should 
be prosecuted and punished heavily as this is the only 
method of discouraging evasion. 

Question 89.— -There is considerable avoidance of tax 
by making remuneration take the form of perquisites. 
It is suggested that as clause 8 of the 1951 amendment 
Bill was a measure in the right direction it should be 
enacted. The present liberal treatment has been much 
abused and a provision such as that contained in the 
1951 Bill would be fully justified. Further, there should 
be no arrangement for tax-free salaries to any employee. 

Question 90. —An obligation should be placed on the 
liquidator to inform the Income Tax Officer o# his 
appointment, just as the obligation placed on him under 
the Indian Companies Act in Section 214. Similarly the 
liquidator should only be permitted to make any distri¬ 
bution of the Company’s assets after tax liabilities have 
been fully satisfied. 

This by itself may not be found sufficient. Section 
230 of the Indian Companies Act which deals with pre¬ 
ferential payments gives priority to only such taxes 
as have become due and payable within the twelve 
months next before the date of the winding up. If an 
assessment is made and demand created after the date of 
the winding up resolution, it would not be an ascertained 
debt of the company on the date of the winding up and 
would not be entitled to be settled out of the assets of 
the company. It has been repeatedly held so by the 
courts. It would appear necessary for the Companies 
Act to be amended to provide that tax liabilities up to 
the date of the winding up resolution or order, whether 
ascertained or not, shall be entitled to priority of pay¬ 
ment out of the assets. 

Question 91. —The amendment Bill of 1951 sought to 
give by clause 38 the following further powers to 
Income Tax authorities: 

1. To take evidence on oath. 

2. To use the powers given under Section 37 of the 

income Tax Act not only for a particular 
assessment but for all purposes of the Act. 

3. To impound books of account placed before them. 

4. To deal with cases of contempt. 

The Amending Act 25 of 1953 has modified Section 37 
to include only powers to impound books of account and 
to retain in custody books or documents for a period 
not exceeding 15 days, subject to certain safeguards. 

If evasion is to be tackled effectively, the other 
powers contemplated by the 1951 Bill, which in this 
respect was drafted on the lines of the recommendations 
made by the Income Tax Investigation Commission, 
should also be conferred on the Income Tax authorities 
by statute. 

Question 92 .—The only precaution possible, it appears, 
would be to treat the members of a private company 
in the same manner as partners of a firm are treated 


and the theory of the Corporation being a separate legal 
entity apart from the members composing it for the 
time being should be disregarded for tax purposes. In 
the other cases such as a family partnership or trust 
it is doubtful how this can be prevented because it may 
offend the elementary rights of association guaranteed 
by the Constitution. A partnership results from contract 
and if the members of a family enter into one to carry 
on business tor profit, this cannot, it seems to us, be 
prevented. Nor can there be penal rates of tax in a 
case where the association is within the law. 

Question 93. —Only Ihe firm may be made liable for 
the unrealised tax, not the other partners individually. 

Question 94. —When Income Tax Officers have to 
attend both to assessment work and to arrears collection 
work, the assessment work would naturally get behind 
schedule and there may not be enough time to give to 
assessment work with the result that efficiency might 
also suffer. If a separate machinery for collection of 
arrears of tax were established, it would free Income 
Tax Officers to attend more efficiently to current assess¬ 
ment work. 

Question 95. —In the war years, it v/as a common 
practice to quickly form private companies, do some 
business connected with war supplies, receive payments 
and then to dissolve them before the Department moved 
to assess them. In such cases there can be no hardship 
if the shareholders of the company are held personally 
liable. Their interest in the capital of the Company 
would be an equitable measure of their tax liability. 

Question 96. —We doubt whether it is legally possible 
to resort to property for satisfaction of tax liability of 
a person other than the ostensible owner. 

Question 97. —The experiment, tried some time ago. 
of attaching Public Relations Officers in important 
centres to assist assessees in the making of correct 
returns may well be revived and reintroduced. They 
may give assistance in all the directions mentioned in 
the question. The primary consideration should be to 
simplify the work as much as possible for the assessees. 
The practice of fixing time for assessee to appear before 
Ihe Income Tax Officer, in vogue for the last few years, 
appears to be working well. In other directions too, 
inconvenience to assessees may be saved as much as 
possible. 

Question 98. —It is most important that facts, which 
form the basis of assessment and of all subsequent pro¬ 
ceedings should be correctly found and fully recorded. 
Once this is done, the assessee is bound down to the 
record and no quibbling about facts later can be of any 
avail. 

Some simplification has already been done in the 
evolution of two forms of returns of income, one for 
business assessees and the other for non-business 
assessees. 

As regards ( v) the administrative control over 
Appellate Assistant Commissioners should be vested in 
the Tribunal and in the Ministry of Law. 

Question 99.—One contributory factor to the delay in 
completing assessments is the restrictive language of 
Section 34 which prevents an Income Tax Officer from 
re-opening an assessment except in certain contingencies. 
If he were free to re-open assessment in any contingency 
there would not be much hesitation in finalising assess¬ 
ments. It is suggested that Section 34 be amended to 
give greater freedom of action to Income Tax Officer. 

Question 100.—The history of the Excess Profits Tax 
or the Business Profits Tax gives an indication of the 
conditions in which their levy would be justified. The 
Excess Profits Tax has been a war-time emergency levy 
and the justification for it is that the State because 
of the urgency of mobilising resources and finding 
supplies has necessarily to ignore considerations of 
economy ; and people are enabled to make profits on a 
scale which would not be possible under peace-time 
competitive conditions. As the making of enormous 
profits are facilitated by the State, the State should be 
entitled to draw a part of them to itself.. They are, 
therefore, purely emergency levies and should be re¬ 
sorted to only in times of emergency. 

Question 101.— A mild instrument, perhaps designed¬ 
ly so, to bring about a less pronounced inequality of 
income and property in the social order. The achieve¬ 
ment of the end, with the present rates, can only be very 
gradual and may take generations. However as time 
goes on it may be made more effective. 

Question 102. —The suggestion is certainly novel but 
is deprecated because it would mean in practice an 
inquisition into the histories of the properties of the 
deceased, after the deceased, who in many cases, would 
be the only person who could throw light, has departed. 
The measure is new and in its experimental stage it 
would be unwise to alienate public sympathy by such 
reactionary discrimination. Further this basis does not 
appear to have been adopted by any of the numerous 
countries where estate duty is a feature of the tax 
system. 
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PART III—CUSTOMS AND CENTRAL EXCISES 

Question 103 .— (i) and (ii)) The main classifications of 
the Indian Customs Tariff, as in operation on 1st May 
1934 just before the coming into force of the Indian 
Tariff Act, 1934, were: — 

Part I.—Articles which were free of duty. 

Part II.—Articles liable to non-protective duty at 

special rates. 

Part III.—Articles liable to duty at 2i per cent. 
ad valorem. 

Part IV.—Articles liable to duty at 10 per cent. 
ad valorem. 

Part V.—Articles liable to duty at 15 per cent. 

ad valorem. 

Part VI.—Articles liable to duty at 30 per cent. 
ad valorem. 

Part VII.—Articles liable to protective duty at 
special rates. 

Part VIII.—Articles liable to duty at 30 per cent. 

ad valorem or to preferential duty at 
20 per cent. 

Part IX— Articles liable to duty at special rates 
or to preferential duty at lower rates. 
Each of these parts was sub-divided into three categories 
(1) Food, Drink and Tobacco, (2) Raw materials and 
produce and articles mainly unmanufactured and 
(3) Articles wholly or mainly manufactured. With a 
schedule in which the scales of duty were graded so 
steeply and in which entries were by no means precisely 
defined or classified, it is easy to imagine that conflicts 
between the Revenue and the trade should have been 
numerous, the Revenue contending and enforcing that a 
particular item fell within the higher rated category 
while the trade protesting in vain that the item was 
only liable at the lower rate classification. Although in 
the main ad valorem duty predominated, specific duties 
and tariff valuations were not known. The ad valorem 
duty, it may be pointed out, is not, in the first instance, 
a duty on the C. I. F. value as shown by the invoice 
but a notional value representing local wholesale market 
value and it is only if this proved to be unascertainable 
then duty is assessed on the value of the landed cost, 
that is, the C. I. F. value plus landing charges as a 
second alternative. Specific duties are computed by 
reference to weight (such as cwt.) or measurement (such 
as a yard or square yard). The tariff valuation is a 
variation of the specific duty in that a notional value was 
prescribed for a particular weight or measure and duty 
was assessed on that value. 

The Tariff Act of 1894 with the numerous amend¬ 
ments having become not only unwieldy but very 
difficult for the trade to follow by reason of the intro¬ 
duction of protective duties and Imperial Preferential 
duties and the classification being out of date, the Indian 
Tariff Act, 1934 was enacted to consolidate the law 
relating to customs duties on goods imported into or 
exported from British India by sea or land. This Act, 
following the classification recommended by the Eco¬ 
nomic Committee of the League of Nations, contained a 
greatly elaborated schedule with twenty-two sections, 
which schedule in the main continues to be in force 
today. The present grouping appears to be relatively 
more satisfactory although minor changes from time to 
time according to the changing pattern of international 
trade for the elimination of products no longer entering 
the trade and for the provision of new products^ entering 
the trade may be necessary. Further, the Tariff Board 
and then the Tariff Commission have examined the 
claims of numerous indigenous industries to protection 
and where they have recommended protection by means 
of tariff duties being given, it becomes necessary to 
amend the Tariff Act. An Indian industry making out 
a case for protection may be interested only in a small 
part of a tariff classified item, so that when a protective 
duty is applied, it becomes necessary to segregate this 
particular part and sub-classifications emerge and the 
item becomes split up into two or more parts. 

(iii) Correlation between Customs Tariff and Import 
Control Schedule. It was stated in the immediately 
preceding paragraph that the Tariff Act, 1934, which 
continues to be in operation, contains twenty-two sections 
under which goods are classified. The Import Control 
Schedule on the other hand has six broad divisions, 
devised mainly with a view to convenience of import 
control administration. The first dealing with Iron and 
Steel and manufactures is licensed in Calcutta by the 
Iron and Steel Controller. The second and third head¬ 
ings are licensed by the Controllers at ports. Consumer 
goods constitute another broad division, licensed mainly 
at the Ports. Industrial requirements and Machine Tools 
are the two other main divisions, the former being 
licensed at the ports and the latter by the Development 
Officer. Machine Tools at New Delhi. The discordant 
classification, the result of being devised to suit parti¬ 
cular needs and the different purposes, the one a broad 
classification for purposes of trade control and the other 
a greatly detailed classification for purposes of revenue, 
has given rise to difficulties and at recent meetings of 
the Import Advisory Council the question has been dis- 
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cussed at considerable length. The difficulties experien¬ 
ced by the public have been found to be due to incorrect 
and inadequate description in applications for licence 
or incorrect customs tariff numbers being given in the 
licence and in such cases the customs authorities detain 
the goods as having been imported without a valid 
licence and no clearance, even on bond, is allowed. The 
advice given by Import Control to importers applying 
for licences was that they should give precise descrip¬ 
tions of the goods to be imported when, if on import 
the goods tallied with the description given in the 
licence, the customs would allow clearance of goods. 

It was also stated that greater co-ordination between 
the Customs Department and the Import Control would 
be established. It would appear that the Import Control 
Department does not favour a complete merger of the 
I. T. C. Schedule with the Customs Tariff but considers 
it desirable that the two systems should work in closer 
liaison in a manner made known to the trade and that 
in this way, the two systems will have freedom to act 
in a way suitable for their particular and different 
purposes and at the same time not create any difficulties 
to the public. The question of alignment of the Import 
Control Schedule with the Customs Tariff is believed to 
be engaging the attention of the Import Control Depart¬ 
ment when the difficulties now experienced by the 
trading public by reason of the disagreement of the 
schedules may be expected to be largely removed. 

Question 10 5—While there appears to be a judicious 
use of specific duties in the present tariff schedule, the 
trading public would welcome an extension of specific 
duties for the reason that the occasion for difference of 
opinion between the Revenue and the importer, namely, 
the ascertainment of the local wholesale market value, 
would not arise. This very fact would also hold an 
advantage to the Revenue in that collection of duty 
would become simpler. 

Question 106— (i) A tariff value, like a specific duty, 
is a more satisfactory basis for assessment of duty in 
that conflicts between the Revenue and the trader on 
the question of the proper local wholesale market value 
of the goods as in the case of ad valorem duties are 
avoided. But while from the point of view of adminis¬ 
tration, a tariff duty is simpler to administer, the 
interests of the Revenue and of the trade stand to 
suffer in certain contingencies. If after a tariff valua¬ 
tion is fixed, there is a rising trend in prices the Revenue 
loses the benefit of a higher yield which it might have 
got with an ad valorem duty. Conversely, the trader 
suffers a disadvantage with tariff value duties when 
there is a declining trend in prices. The loss of one is 
the gain of the other. 

(iii) The procedure in connection with fixing tariff 
valuations appears to be that the Director General of 
Commercial Intelligence and Statistics circulates to 
Chambers of Commerce and other trade associations 
proposals to fix tariff values. The views of the com¬ 
mercial and trading public as represented by these 
organisations are considered and a decision taken by 
Government. The tariff values are generally fixed for 
the following calendar year some time in the previous 
December. This procedure is of long standing ana 
there appears to be no need to modify it. In fixing 
values, the prices prevalent over a recent period appear 
generally to be averaged. 

Question 107— (i) Section 30 provides that assess¬ 
ments shall in the first instance be on local wholesale 
market value of the goods but that if this should prove 
to be unascertainable, duty shall be assessed oh the 
landed cost of the goods. 

In practice, the local wholesale market value, ascer¬ 
tained by Customs Appraisers seems to be not the 
importer’s wholesale price but the wholesale market 
value at which the last wholesale dealer sells, which 
value is naturally bound to be higher as it includes the 
profit element of the intermediary wholesalers. The 
trade has also been dissatisfied with the local wholesale 
market value basis since it must include the wholesaler s 
profit on which duty becomes payable and which in¬ 
creases the amount of the duty. The landed cost basis 
would appear to be seldom resorted to, as under this 
basis, the value is bound to be less than the local whole¬ 
sale market value where such value would include the 
wholesaler’s profit. The Todhunter Committee consider¬ 
ed that the alternative bases provided in Section 30 for 
assessing duty inverted the proper order and that assess¬ 
ment should really be the other way, namely, on the 
landed cost, that is, invoice value plus freight, insurance, 
unloading, landing charges, etc., and that the wholesale 
market value basis should only be resorted to if the 
invoice was not considered to be genuine or honest. 

The principles underlying Section 30 of the Sea 
Customs Act, as viewed judicially, were explained by 
their Lordships of the Privy Council m two cases: 
Vacuum Oil Co. v. Secretary of State (1932) and Ford 
Motor Co. v. Secretary of State (1938). The following 
extracts from the judgments will be found to throw a 
good deal of light on the basic principles: 

“ Sections 29 and 30 are sections of a taxing Act 
and are not to be pressed against the tax-payer 
beyond their plain intendment and taken as a whole, 
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as their Lordships read them, they seem to disclose 
on the part of the legislature when describing the 
price which is to represent the “ real value ” of the 
goods to be taxed a definite purpose to define a price- 
conservative in its every aspect and free in parti¬ 
cular from any loading for any post importation 
charges incurred in relation to the goods: The price 
is to be a price for the goods as they are both at the 
‘ time ’ and ‘ place ’ of importation: It is to be a 
cash price, that is to say a price free from any 
augmentation for credit or other advantage allowed 
.to the buyer ; it is to be a net price, that is to say 
it is a price less trade discount. And this last 
expression supplemented by these other indications, 
confirms, in their Lordships’ view, the conclusion 

that the words ‘ wholesale.price ’ are used 

in the Section in contradistinction to a ‘ retail price' 
and that not only on the ground that such is a well • 
recognised meaning of the words but because their 
association with the words ‘ trade discount ’ indicates 
that sales to the trade are those in contemplation 
and also because only by attaching that meaning 
to the word is the wholesale price relieved of the 
loading representing post-importation expense^ 
which as a matter of business must always be 
charged to the consumer and which in the words 
of the Section already alluded to are so carefully 

eliminated. The wholesale cash price, pri • 

mariiy in view is, they cannot doubt, that price 
current for staple articles, the amount of which if 
not a subject of daily publication in the press is 
easily ascertainable in appropriate trade circles. 
Their Lordships do not find in the Section any 
sufficient indication that the alternative basis of 
assessment indicated in Section 30 ( b) is only to be 
a ‘ dernier resort For the great bulk of dutiable 
goods in their infinite variety it must, they feel 
satisfied, be the only available basis ” 

From tlie concluding observation it would appear 
that the Todhunter Committee had a different conception 
when they stated their impression of Section 30 to be 
that “ the effect of the Section is to make the duty on 
the higher value, namely that which includes the whole 
sale dealer’s profit chargeable where the market value 
is obtainab'e and a duty on lower value where it is not ” 
and that “ the order of the application of the two clauses 
inverts the proper order of things 

In the second Privy Council case the following ob¬ 
servations deserve particular notice ; for they explain 
the significance of the last two sentences in the extract 
from the judgment in the Vacuum Oil Co.’s case. 

“ It is reasonably plain in limine that if -such a whole¬ 
sale price as satisfies the description contained in clause 
(a) of Section 30 is ascertainable the goods cannot be 
dealt with under clause (b) and the statute is not con¬ 
sistent with the view that the importer’s profit should 
in that case be excluded from the assessable value. The 
price to be ascertained “ is a wholesale cash price less 
trade discount for which goods of the like kind and 
quality are sold or are capable of being sold at the time 
of importation In the application of Section 30 to 
the facts of a given case, something may depend on the 
exact force attributed to the requirement that the price 
must be ‘ ascertainable ’. The words import more than 
could be satisfied by the result of a mere estimate. On 
the other hand the language of the Section “ or are 
capable of being sold ” does not exclude ail possibility 
of arriving at the price defined by clause (a) upon the 
basis'of an actual price though some adjustment may be 
needed to eliminate the difference, e.g., between cost 
and a month’s credit.” 

“ That the Legislature intended to exclude post¬ 
importation expenses need not be doubted but it had to 
do this in a practical manner without undue refinement 
and it must be taken to have regarded the phrase which 
it employed as sufficient for the purpose if taken in a 
reasonable sense.” 

So, it would appear to have been the intention of the 
Legislature that the real value was to be the wholesale 
value at the time and place of importation without any 
loading for post-importation charges. It presumably did 
not consider that for practical purposes of administra¬ 
tion a greater refinement such as a deduction for the 
wholesaler’s profit, should be made. Thus the whole¬ 
saler’s profit comes to be included in the value and 
in a measure puts up the duty. 

However, since political, economic and international 
trade conditions have now changed greatly, the intro¬ 
duction of a system of Consular Invoices may be con¬ 
sidered. India now has embassies and consulates in 
most important countries of the world, that is, practi¬ 
cally in all countries with which she has international 
trade. Exporters to India in those countries may be 
required to declare before the Indian Consulate to the 
correctness of the description of the goods, the price, the 
quantity, etc., in the invoices they send in relation to 
the goods exported. One copy of this Consular Invoice 
would be returned to the exporter and the other copy 
or copies forwarded by the Consulate to the Indian 
Customs authorities at the port of importation. A fee 
may be charged for these Consular Invoices. When the 


Indian importer produces his commercial invoice as 
well as the copy of the Consular Invoice received by him 
from the exporter, at the time of payment of duty before 
clearing the goods, assessment of duty may be made on 
the basis of the value as borne out by the invoices with¬ 
out any further formality of enquiry into market values 
or other matters. Where a commercial invoice is not 
accompanied by a Consular Invoice, Customs authorities 
will be free to adopt whichever basis of assessment they 
consider proper in the particular circumstances of the 
case. The system would greatly simplify matters both 
to the Customs authorities and to the trade ; as regard 
the trade, a rankling grievance of longstanding that duty 
as now assessed under clause (a) is not only on the 
landed cost of the goods but also on the wholesaler’s 
profit would have been removed. The system of Con¬ 
sular Invoices seems to be in vogue among advanced 
countries and until recently our politically dependent 
status was a bar to its introduction but there is no reason 
now why we should not, with our embassies and con¬ 
sulates abroad, moderni: e our practices. The resultant 
advantages to the trading public would bo that the 
incidence of duty the level of which at present is so high 
as to make a substantial factor, would be relatively less 
and a slight loss to the Revenue would be counter¬ 
balanced by the greater ease and simplicity of adminis¬ 
tration and a more cordial relationship between the 
tax-payer and the revenue. Another incidental 
advantage would be that the opportunities for 
corruption of appraising staff would be greatly minimis¬ 
ed. It is true that there is some danger of the importer 
and the supplier abroad colluding together by mani¬ 
pulating invoices but this should not be a difficult 
matter to curb both at the consulate end and at the 
destination end by the Customs authorities. With 
foreign exchange control, as is in force, such a practice 
is not easy. The fear of loss of market for the foreign 
exporter and the fear c.f confiscation of the goods and 
a heavy fine ior the Indian importer should dissuade any 
attempt at collusion. Moreover Customs authorities 
have sufficient data with them about prevalent world 
prices for most categories of goods that it would be 
almost impossible to deceive them by means of an under¬ 
invoice. Further, with the introduction of a system of 
Consular Invoices, the grievance of the trading public 
that the Customs authorities now choose such one of 
the two alternative bas;s provided in Section 30 which 
will yield more revenue would have been removed. For 
instance, supposing that since the date of shipment there 
has been a fall in prices and as a result the invoice 
value is higher while local wholesale values for imports 
made after the fail in {-rices is lower, the Customs may 
take the view that the local wholesale market value is 
either not available or reliable and choose Section 30(b) 
basis which would be more advantageous to the Revenue. 
In a converse case whe--e the trend is for prices to rise, 
Customs may adopt Section 30(a) basis, so that what¬ 
ever happens, the revenue ensures that it has the best 
of the situation, in a recent case which went up to 
the Punjab High Court the facts were that a consign¬ 
ment of six wagons of dry fruits was on arrival assessed 
to duty under Section 30(b); sometime later, it was 
discovered by the Customs authorities that duty had been 
erroneously assessed under Section 30(b) whereas it 
should have been assessed under Section (a) ; a reassess¬ 
ment was made under Section 30(a) and a supplementary 
demand for more duty was made upon the importer. 
It was claimed that under Section 39 of the Sea Customs 
Act, Government had the power to correct an error in 
assessment, such as on one basis to another. With a 
system of consular invoices duty will be assessed on the 
value as shown in the invoice plus the charges until 
landing and there will be no occasion for the Custom 
authorities and the importer disagreeing about what is 
the correct local wholesale market value. 

(ii) Evasion by undervaluation is just a bogey ; our 
Customs authorities are too alert to be taken in by any 
such crude device. 

The introduction of a system of consular invoices 
as suggested above is <ommended for the Commission’s 
consideration. 

Question 108. —(ii) Under the four-point anti-inflation¬ 
ary policy, set in motion in November 1948, relief from 
Customs duties was gi yen to imports of raw materials 
and plant and machinery for a term. If in the interests 
of industrialisation it is felt that a concession of this 
nature is desirable, a limiiar concession may be given 
temporarily. 

(B) If it can be ensured that goods ostensibly import¬ 
ed for humanitarian and charitable purposes will be 
actually used for such purposes and not be diverted or 
that the charitable or humanitarian purpose is not inter¬ 
posed merely as a subterfuge to get the benefit of the 
reduction to the extent of the duty, an exemption from 
duty is not objected to 

(5) It is not considered that, save certain drugs and 
medicines, there are a ay necessaries of the life of the 
Indian population wh ch cannot be met from home 
sources and which require to be imported. In the case 
of such drugs, where he use is by public hospitals or 
State Medical Departments, an exemption may be 
granted. 
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Question 110 .—Customs duties should, in our view, 
never be used as an instrument to restrict the quantity 
of imports of any particular class of goods for the reason 
that it would constitute a gratuitous present to the 
Indian manufacturer to the extent of the further duty, 
that is, raise the price of the home product mereij 
because Government either gets a higher revenue from 
the imported goods or maintains the same revenue from 
a smaller volume of imports. It is a most insidious 
weapon when already industrial profits are dispropor¬ 
tionately high when compared with rewards available 
from other activities. 

Question 112 .—The present provisions in the Sea 
Customs Act relating to appeals are contained ir 
Sections 188 and 191. An appeal lies to the Centra 
Board of Revenue against the order of the Collector and 
a revision application may be made to the Central 
Government from the order of the Central Board of 
Revenue. It has long been a public grievance that 
appeals to a judicial authority are not available under 
the Sea Customs Act as under most other Tax Acts and 
that the so-called appeals are only from the lower 
officers of the Department to the higher. An obiter 
dictum by their Lordships of the Calcutta High Court 
in a recent case under the Sea Customs Act may be of 
interest. “ These appeals and revisions are in the 
nature of appeals from Caesar to Caesar and might not 
be regarded with any great confidence by persons in the 
position of respondents in this case.” Whether it is 
justifiable to entertain such a view or not. the public 
may have a feeling that the Board almost invariably 
support a finding of the lower officers and such an im¬ 
pression could only be removed by providing an appeal 
to an independent judicial authority. Some months 
ago a private bill to amend the Sea Customs Act with 
this object was introduced but it would appear that it 
lapsed as it failed to secure a ballot. 

However, it would appear that a decision of the 
Board or of the Government is challengeable under 
Article 226 of the Constitution. In the case of Assistant 
Collector of Customs v. Sooraj Mai (1952) their Lord- 
ships of the Calcutta High Court observed: “The right 
to apply to the High Court for a prerogative writ is 
given by Article 226 of the Constitution and it appears 
to me that that right cannot be taken away by any 
statute because if it was, the Courts would be bound to 
hold such a statute ultra vires Article 226. Further it 
might well be contended that no statute could impose any 
restriction on the right to ask the High Court for a 
prerogative writ.” 

However, it does seem a relic of bureaucratic methods 
to give the executive powers to exercise judicial func¬ 
tions also. It may be considered if appellate authorities 
as under the Income-Tax Act cannot be provided for 
under the Sea Customs Act to hear and decide cases 
under the Act. 

Question 116 .—There may legitimately be some 
public criticism of Government’s administration of com¬ 
mercial undertakings which certainly has not been 
invariably as efficient as one would wish. But it must 
be conceded that it is a new function which Government 
have been called upon to undertake in the public interest 
and some time must be given to them to adjust them¬ 
selves to the new situation. Some of the recommenda¬ 
tions of the State Trading Committee are worth notice 
in this connection. As regards import trade, the Com¬ 
mittee believed that over a large part, the balance of 
advantage would lie in leaving the field to private enter¬ 
prise but they thought that certain luxuries whose prices 
remain high'and where the element of commercial risk 
is small, such as in the case of certain types of vehicles. 
State trading may be tried. So also in regard to certain 
branches of import trade which are now undertaken by 
the State, such as foodgrains, fertilisers and East 
African raw cotton, the trading activity may be continued 
wherever necessary. The Committee suggested that the 
position regarding jute manufactures, coal, shellac, mica, 
tea manganese ore, short staple cotton and sugar as 
possible subjects of State trading be investigated. The 
Government of India has recently imported sugar for 
public consumption. Some other commodities suggested 
for State import or export were heavy chemicals, wattle 
bark, arecanuts and cocoanuts. The constitution of 
statutory corporations to undertake State trading was 
recommended. The majority of shareholding in the 
Corporations was to be by the Central Government, the 
balance being olfered to State Governments and private 
investment. 

In the public interest and in order that the Consoli¬ 
dated Fund of India may not, in the attempt to provide 
further revenues, be saddled with losses of State trading, 
a great deal of caution would be necessary before ven¬ 
turing on any particular scheme of State trading. How¬ 
ever with some training of Government personnel and 
with some borrowing of personnel from the business 
community as was done in the war years to run a 
number of departments in the Supply organisation, it 
should be possible to organise these trading under¬ 
takings on a proper basis. 


Question 122. —Cesses are now levied on a number ot 
commodities generally at the time of export to provide 
a fund for research, improvements in grading and quality 
or for better methods of marketing. Such commodities 
which now suffer a levy of cess are tea, jute, ginned 
cotton, coffee, hides, oil cakes, pulses, spices, tobacco, 
wool, etc It is not considered that a part of the export 
duty need be diverted for such purposes as cesses have 
been found to be a very satisfactory instrument in the 
past for providing finance for such purposes. 

Question 125— (i) As long as the State Legislatures 
are, under the present constitutional allocation of 
revenue sources, competent only to impose a tax on the 
sale or purchase of goods, the question of taxing services 
such as those mentioned in the question does not arise. 

At present, transactions which involve sales of goods 
and giving of services are dealt with by introducing a 
fiction that each part of the transaction represents an 
assumed definite portion of the entire sale price. This 
notional apportionment between goods and services is 
typified by Rule 28 of the Delhi Sales Tax Rules which is 
in the following terms: — 

“ I 11 computing the sale price for the carrying out 
of any such contract, as is referred to in sub-clause 

(i) of clause (b) of Section 2, a dealer may deduct 
from the amount payable to him as sale price for 
the carrying out of any contract: — 

(i) in the case where the registered dealer pro¬ 

duces to the satisfaction of the appropriate 
assessing authority evidence showing the 
cost of materials and the cost of labour 
used in respect of such contract, the sum 
obtained by multiplying the amount so pay¬ 
able by - where x is the cost of 

^ x y 

materials used in the construction of the 
contract and y is the cost of labour em¬ 
ployed. 

(ii) in other cases the following percentages of 

the amount payable, namely: — 

(a) in the case of an electrical contract—20 per 

cent. 

(b) in the case of a structural contract—30 per 

cent. 

(c) in the case of a sanitary or gas contract— 

33-1/3 per cent. 

(d) in the case of overhaul or repair of any 

motor vehicles—60 per cent. 

This is a rough and ready basis aimed at convenience 
of assessment rather than of an equitable apportionment 
on any logical or sound basis. It may be supposed that 
even if a contractor kept very full accounts of contracts 
falling within the second category showing how much 
the materials cost and what is the labour charge, he 
would not be able to vary the statutory rule in his 
favour. 

If the Constitution could be modified to give power 
to the States to tax sales of services also, then State 
Governments would be in a position to enlarge their 
revenue out of sales taxes. In the United States of 
America, where among the constituent States, sales tax 
takes numerous forms ; such as Privilege Tax, Gross 
Receipts or Proceeds Tax, Gross Income Tax, these taxes 
have a broader scope than a sales tax on goods only. 
It may be recalled that the Planning Commission, while 
suggesting possible ways of increasing State revenues 
recommended that Sales Taxes be extended to have a 
wider coverage. If this recommendation were to be 
implemented, it follows that Sales Taxes should be 
extended to have wider application than at present, not 
only to more goods but to services also. 

(ii) As regards sales taxes on transactions effected 
in Stock Exchanges, it may be noted that Dr. P. J. 
Thomas in his report on the Regulation of Stock 
Exchanges suggested that the main legislation to be 
undertaken by the Central Government should include 
conferment of powers on the Central Government to, 
among others, levy a sales tax on the sales of securities, 
principally for raising funds essential for meeting the 
cost of such regulation. Dr. Thomas could not at the 
time have anticipated what the constitutional position 
would be and how bis suggestion would be affected. 

However, according to the definition of the term 
‘ goods ’ in the Sale of Goods Act, goods include stocks 
and shares. It would appear from Entry 54, List II of 
the Seventh Schedule to the Constitution that it would 
be competent for the State Governments to levy a tax 
on the ‘ sale or purchase of goods other than news¬ 
papers ’ but note should be taken of the fact that accord¬ 
ing to List I, Entry 90 “ taxes other than Stamp Duties 
on transactions in Stoqk Exchanges and Futures 
Markets ” are a Union subject. There must be some 
doubt whether the word ‘taxes’ in this entry would 
include all taxes including sales taxes. On the other 
hand Entry 92 in List I would appear to entitle the 
Central Government to impose a Sales Tax only on 
newspapers. If this constitutional uncertainty could be 
clarified or resolved and the issue settled as to which 
Government is competent to tax transactions of sale or 

63 a 
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purchase of stocks and shares, then it would be possible 
to think of bringing these transactions under Sales Tax. 
Assuming that the constitutional difficulty is solved, 
there is no reason why the sale and purchase of stocks 
and shares should not be made liable to sales tax, just 
as other goods and services. It will be just another tax 
on transfers in addition to the Stamp Duty. An addi¬ 
tional Sales Tax may be justified on the ground that in 
most sales and purchases a speculative element enters. 

Question 126. —(i) The question whether sale of 
current newspapers should not be treated on the analogy 
of the exemption from customs duty given to books and 
current newspapers deserves consideration. A tax on 
books is a tax on knowledge and rightly, therefore, the 
Central Government have not thought it proper to sub¬ 
ject books to a customs duty. A tax on newspapers 
would be a tax on information and knowledge and if 
an intelligent democracy is to be helped to come into 
being, it would appear that the greatest possible en¬ 
couragement should be given to- newspapers particularly 
in the direction of exemption from tax. Further, under 
the Essential Goods (Declaration and Regulation of Tax 
on Sale or Purchase) Act passed last year, “ Books, 
exercise books and periodical journals ” have been de¬ 
clared to be “ goods essential to the life of the com¬ 
munity ” and under Section 3 of that Act any tax 
imposed by a State legislature on the sale or purchase 
of any essential goods after the coming into force of 
that Act will have effect and validity only if the measure 
has been reserved for the consideration of the President 
and has received his assent. It is to be considered 
whether when such a restriction has been placed on State 
Governments in respect of books and periodicals, the 
Central Government should have the right to tax the 
sale or purchase of newspapers. It seems to us that 
newspapers are not a proper subject for Sales Tax. 

Tax on newspaper advertisements (a tax on adver¬ 
tisements other than advertisements published in news¬ 
papers is a State subject) does not also appear to be a 
suitable subject for sales taxation by the Central 
Government. A tax would mean heavier rates of ad¬ 
vertisement which may result in a fall in advertisement 
income to newspapers. In any case it is felt that whether 
a tax is imposed or not on newspaper advertisements, 
advertisements in periodical journals should certainly be 
exempt as in many cases the advertisement revenue is 
inconsiderable and as a good number of them are by 
no means in a prosperous position commercially. 

Question 127 .—In strict theory and in an academic 
view of the matter, the view propounded in the question 
would seemingly oversimplify the enormously complex 
question of tax. But on a practical view its simplicity 
is deceptive and the suggestion is unworkable under the 
present constitutional provisions and as these taxes have 
been looked upon and treated over a long period of 
history. 

Excise Duty and Sales Tax have no affinity between 
them. Their different characteristics may best be de¬ 
scribed in the words of two judicial decisions, one of 
the Federal Court and the other of the Privy Council. 
In the Province of Madras v. B. Paidanna & Sons, their 
Lordships of the Federal Court observed: — 

“ The tax on the sale of goods which the (Govern¬ 
ment of India) Act assigns exclusively to provincial 
legislatures is a tax levied on the occasion of the 
sale of goods. A tax levied on the first sale must in 
the nature of things be a tax on the sale by the 
manufacturer or producer ; it is levied upon him 
qua seller and not qua manufacturer or producer. 
It may well be that a manufacturer or producer is 
doubly hit. If the tax-payer who pays a sales tax 
is also a manufacturer or producer of commodities 
subject to a Central duty of excise, there may no 
doubt be overlapping in one sense ; but there is no 
overlapping in law. The two taxes which he is 
called upon to pay are economically two separate 
and distinct imposts. There is in theory nothing to 
prevent the Central legislature from imposing a duty 
of excise on a commodity as soon as it comes into 
existence, no matter what happens to it afterwards, 
whether it be sold, consumed, destroyed or given 
away. In the case of a sales tax the liability to 
tax arises on the occasion of a sale and a sale has 
no necessary connection with manufacture or pro¬ 
duction. The manufacturer or producer cannot of 
course sell his commodity unless he has first manu¬ 
factured or produced it; but he is liable if at all to 
a sales tax because he sells and not because he 
manufactures or produces and he would be free from 
liability if he chose to give away everything which 
came from his factory.” 

In another case, Governor General in Council v. 
Province of Madras, the Privy Council observed: “A 
duty of excise is primarily a duty levied on a manu¬ 
facturer or producer in respect of the commodity manu¬ 
factured or produced. It is a tax upon the goods and 
not upon the sales or proceeds of -sale of goods. In law 
there is no overlapping. The taxes are distinct and 
separate imposts. If in fact they overlap, that may be 
because the taxing authority imposing a duty of excise 


finds it convenient to impose that duty at the moment 
when the excisable article leaves the factory or workshop 
for the first time upon the occasion of its sale. But 
that method of collecting the tax is an accident of 
administration ; it is not of the essence of the duty of 
excise, which is attracted by the manufacture itself.” 

To our knowledge, the over-simplification assumed in 
the question of merging sales taxes in either Customs 
Duties or Excise Duties has not been attempted in any 
country. Unlike in India, for instance, sales tax in 
Australia is a Commonwealth tax or Federal tax levied 
separately by the Customs on imported goods and from 
manufacturers and wholesale merchants by Com¬ 
missioners of Sales Tax. In Canada also where Sales 
Tax is a Dominion source of revenue, the tax is levied 
separately from the importer on imported goods and 
from the manufacturer when the goods are manufactur¬ 
ed in Canada at the time when goods are delivered to 
the purchaser. This will show that neither of these 
countries has considered it unnecessary to have a sales 
tax because, -it has no function to fulfil in the tax struc¬ 
ture. On the other hand Sales Tax being a Common¬ 
wealth or Dominion source of revenue, unlike in India 
where it is a State source, it would have been easier for 
them to merge it into customs and excise duties. It 
would not be correct to say that in India sales tax has 
no function to fulfil in the tax structure ; it now yields 
about Rs. 60 crores of State revenues ; it may perhaps 
yield as much if it were merged in Central taxes such 
as Customs duties or excise assuming that the State 
(Governments will agree to such a step but all sorts ol 
difficult questions regarding allocation in a manner 
acceptable and satisfactory to the States, would arise. 

An octroi or terminal tax is doubtless a tax on entry 
of goods but as commonly understood and as hitherto 
uniformly applied in the country, it signifies only a tax 
imposed on entry of goods into a local area ; that is, 
municipal or corporation limits. The present constitu¬ 
tional position is that Entry 52 of List II of the Seventh 
Schedule is in the following terms: “taxes on entry of 
goods into a local area for consumption, use or sale 
therein ”. We doubt if it will be a practical proposition, 
even if the Constitution were amended to enable the 
State Government to exercise the power of applying what 
is a local tax as a State tax for the State Governments 
to levy a tax on entry of goods into their area by road, 
rail, sea or air at all points of ingress ; there would be 
difficulty too about the treatment to be accorded to 
passing or transit traffic through one or more States. 
So far as municipal terminal taxes are concerned, there 
is generally no refund (n export of imported goods. 
The suggestion made in the question is not so simple 
as it would appear on the surface. The third suggestion 
of merging sales tax into Customs Duty is no less im¬ 
practicable. We would point out only a few of the 
practical difficulties that would arise. Supposing a sur¬ 
charge, proceeds of which are distributable to the States 
to represent the Sales Tax. is to be added to the Customs, 
Duties. Firstly, separate account will have to be kept 
for the Customs duty revenue and for the surcharge 
representing sales taxes. A basis of apportionment will 
have to be decided. Any one familiar with the distri¬ 
bution to the States of part of the proceeds of income- 
tax would know that from the time of Sir Otto Neimeyer's 
formula, and at each successive re-adjustment such as 
the Deshmukh Award, the Finance Commission’s deci¬ 
sion, there has been considerable dissatisfaction among 
the States. Suppose that in the event of a Central sur¬ 
charge on customs or excise duties, representing sales 
taxes being possible, goods are landed at Bombay and 
Customs duty and surcharge are collected. Part of the 
goods may be meant for consumption in Bombay and the 
rest in other provinces in various proportions. How 
would the destination end of the goods be ascertained, 
how would the quantum of consumption in the several 
States be determined or on what other basis would allo¬ 
cations of the revenue be made to the States? 

The suggestions in the question would need the 
scrapping of the whole of Schedule Seven and the articles 
relating to it in the Constitution, a system which has 
been in force more or less in that form under the 
Government of India Acts, 1919 and 1935. It seems to 
us to be so purposelessly academic that it does not appear 
to be worth serious investigation. It would imply and 
assume that' it is possible to put the clock of Indian 
political Constitution and of autonomous institutions 
back to say 1890, when India was a strictly unitary 
State, all the revenue being under the disposal of the 
Secretary of State for India and all the authorisations 
of expenditure being under his discretion ; it would 
abrogate the very first Article of the Constitution which 
has been laboriously evolved that India is a Union of 
States ; that is, States nol completely subordinate ; but 
having a fair measure of autonomy, it would mean that 
just to satisfy an economic fad, we should be prepared 
to ignore the history of the last fifty or sixty years. 

The legitimate function of an excise duty is to tax 
production or manufacture ; that of customs to tax goods- 
on entry into India from abroad or export from India to 
foreign countries ; that of an octroi or terminal tax to 
tax goods entering local or town limits. The legitimate 
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function of a sales tax is to tax sales or proceeds of 
sale. These taxes have been so understood here as well 
do in inner countries. 

Far from Sales Tax not having a useful function to 
fulfil in the tax structure of the States, it was seriously 
suggested some years ago that the Federal Government 
in the U. S. A. should introduce a sales tax as a part 
substitute for income-tax on lower grades whereby it 
was thought that about ten million income-tax assessees 
could be removed from the category of income-tax 
assessees and the administration of that tax lightened to 
that extent. Sales Tax is a tax very easy and inexpen¬ 
sive to administer. Pursuing the question in its logical 
sequence it would seem that a one-tax fiscal system, 
an all comprehensive ‘ means tax ’ would be, academic¬ 
ally, even simpler, were it practical. A doctrinaire 
approach to such a matter is seldom feasible and the 
wider diversification of taxes, the greater is the balance 
imparted to the tax structure. 

Question 128. —(a) The view put forward in the 
question is agreed to and from the nature of things it 
must be so, unless it is made compulsory for certain 
minimum accounts to be maintained in the form pres- 
•ribed by the State as is done in some continental 
ountries. No other method than that now adopted by 
tie States generally is feasible as a practical proposition. 

Ii theory, the aggregate turnover represents the col¬ 
lective figure of individual sale prices. In law the sales 
lax is due immediately the sale takes place but the 
revenue defers collecting it until the end of the quarter. 

(b) In some States, before a General Sales Tax Act 
was considered practicable, an experiment was made 
with particular commodities, and petrol and lubricants 
were singled out as being in the * luxury ’ class and as 
being convenient for collection because of the system of 
distribution applying to them. This is merely a matter 
of historical accident and the sales tax on an individual 
commodity, be it petrol or be it tobacco, was merely the 
fore-runner of the general sales tax which was to apply 
to most goods in consumption and which was to follow. 
The separate sales tax pertaining to petrol in some 
States, may well be extended to other luxury articles 
but no useful purpose would appear to be served by 
having separate legislation. The object could as well be 
achieved by imposing a higher rate on luxury articles 
under a general sales tax system which some of the 
States even now do. 

Question 129 .—The history of the Sales Tax Act in 
the Punjab is an illuminating commentary on the merits 
and demerits of the respective types of taxes. The 
original 1941 Act imposed a tax at all stages (what 
under the question is referred to as a multipoint tax) 
at the rate of annas 3 per cent, for turn overs exceeding 
Rs. 10,000 but not exceeding Rs. 20,000 and at 4 annas 
per cent, on turnovers exceeding Rs. 20,000. These 
were admittedly very low rates of tax and in 194& when, 
the need for additional revenue became urgent Govern¬ 
ment proposed that the rate of tax should be raised to 
Rs. 1/9 per cent, at all stages. The trading community 
in the State protested vehemently against this proposal 
on the ground that this would in fact work out to the 
consumer at a tax of Rs. 6/4 per cent., since normally 
there are four stages in the movement of goods from, 
the importer, producer or manufacturer to the consumer, 
namely, firstly from the producer, importer or manu¬ 
facturer to the wholesaler, secondly from the wholesaler 
to the sub-wholesaler, thirdly from the sub-wholesaler 
to the retailer and fourthly from the retailer to the 
consumer. 

The traders’ alternative proposal to Government, was 
the introduction of a one stage tax on the lines of the 
Bengal Sales Tax Act. Accordingly a new piece of 
legislation was enacted introducing a one-stage sales 
tax, at the stage when a registered dealer sells goods 
to an unregistered dealer or consumer and the rate of 
tax for this one-stage tax was fixed at Rs. 3/2 per cent. 

There was opposition from the trading community 
j£Uhis measure also. And even among the trading com¬ 
munity there was difference of opinion on the question 
of at what level the one stage tax should be levied,. The 
importers, manufacturers and producers recommended 
tax being levied at the retail stage and the retail 
merchants suggested that the tax should be at the im¬ 
porters’, producers’ or manufacturers’ stage as it would 
be easier to collect the tax at^ source and as more 
reliable accounts were likely to be kept by them than 
by the retailers. Government selected the retail stage 
for the following reasons, firstly that the Government 
of India had issued a directive to the States that Sales 
Tax should take the form of a one stage tax and the 
stage to be the retailer-consumer stage, secondly, if a. 
stage other than the retailer-consumer stage were select¬ 
ed, stocks then with retailers would escape tax and 
thirdly that sale price at the first stage of descent of the 
goods' would not include the retailers’ profit and there¬ 
fore the tax collected at the highest level would be about 
20 per cent, less than that at the retailers’ level. It 
may be mentioned that under the Canadian and 
Australian legislation where sales tax is a federal source 
of revenue, the tax is levied at the highest level, namely. 


importer, producer or manufacturer presumably on 
gounds of convenience and efficiency of tax collection. 
But in the United States of America, where Sales Tax is 
a State tax, the tax is generally levied at the retailer- 
consumer stage. 

A tax on the stage lower down would naturally yield 
a larger revenue than at a stage higher up as in the 
price the profit of the merchant above is included. But 
while from the point of view of the Revenue a tax at 
the lowest stage yields a larger revenue than at the 
source of importer, producer or manufacturer, the impact 
on the trade of a tax on. a stage high up in the descent 
of the goods to the consumer becomes incorporated in 
the price at all levels of the goods and raises the cost 
of stock-laying, stock renewal and insurance and thus 
may pose a bigger financial problem to the trade. 

Even this new legislation was not acceptable to the 
trading community of the Punjab. They agitated for 
the restoration of the old multi-stage tax ; if this was 
not possible, they demanded that the new legislation 
should be amended in a number of directions, among 
which one was that assessment should be on the basis 
of purchases by the dealer and not on the basis of sales 
made by him. As the Punjab Government pointed out, 
it would have meant allowing the dealer to collect sales 
tax from the Customer on the basis of the sale price, 
while the tax paid to Government would have been on 
his purchase price which would result in a smaller 
figure of tax revenue. 

As between a single-stage tax and multi-stage tax 
the multi-point system would appear to have more 
advantages. The system has been in force for many 
years in Madras and perhaps also Mysore, Travancore- 
Gochin, and lately in Hyderabad which are States which, 
relatively to other States in India, have the poorest 
populations. If they have tolerated the system, although 
under occasional feeble protest, it may be assumed to 
be good for the rest of India where the people are com¬ 
paratively more prosperous. 

It may be opportune here to point out that the 
popular conceptions about the multi-point tax having a 
more onerous incidence does not appear to be correct 
provided that the scale is relatively proportionate. The 
Bombay Sales Tax Enquiry Committee, 1946, stated that 
a number of trade organisations had expressed prefer¬ 
ence to this system and the Committee also by a 
majority recommended the substitution of the then 
prevalent single point system by this multi-stage levy. 
Their reasons for making this recommendation as given 
in their report, may be summarised thus: 

The majority of the Committee considered what the 
objections generally raised against multi-stage sales tax 
were and whether they were valid: — 

1. The multi-stage tax involves taxation at each 

stage the goods change hands. The majority 
of the Committee found nothing intrinsically 
wrong in taxing an article at each stage in¬ 
stead of at one provided the total incidence of 
the tax is not greater under this system than 
under the other. The Committee explained 
that multiple taxation is not double taxation 
and that whereas in the single-stage system 
the burden of the tax is imposed at one parti¬ 
cular stage, under the multiple stage system 
it is so divided that a part of it is borne each 
time the commodity changes hands. 

2. The incidence in a multi-stage tax varies from 

commodity to commodity because all of them 
do not pass through the same number of 
hands in their movement to the consumer. 
This, the Committee thought, was not neces¬ 
sarily unjust and in their view the number of 
times that a commodity changes hands is 
indicative of the amount of trading and trans¬ 
port charges that the consumer is able to bear 
and the Committee considered that it could 
be fairly argued that taxation which is related 
to the number of occasions of trading con¬ 
forms to economic facts better than the single 
stage system. 

The Committee rejected the argument that the burden 
of the multi-stage tax will be larger on the commodities 
consumed by the poorer classes than on those consumed 
by the richer for they considered that where produce 
locally made was dealt in, the incidence would be much 
less than that of the single-stage tax. The Committee 
agreed that such commodities as are more traded in 
will be taxed correspondingly more in the multi-stage 
system but they felt that that could not justify the pre¬ 
sumption that a multi-stage tax imposes a heavier burden 
on the poorer classes. 

3. Referring to the objection that a multi-stage tax, 
in the cases of a manufacturer would be im¬ 
bedded in the cost of production and would 
make the price of the manufactured goods 
high, the Committee pointed out that what¬ 
ever the system the final price of the goods to 
the consumer would be the same under both 
systems for in the single-stage tax, the tax 
will be added at the last stage of passing to 



492 


the consumer while in the other case, part of 
the tax would be incorporated in the price 
at the earlier stages. 

4. A merit claimed for the single-stage consumer 
end tax, is that the consumer definitely knows 
what tax he has to pay and is able to resist 
an illegal charge and has a clear knowledge 
of the incidence of the tax. This claim the 
Committee found was not borne out by the 
single-stage tax then in force in Bombay. On 
the other hand the Committee were disposed 
to regard as a merit of the multi-stage system 
that its incidence being small at each stage, 
there was more likelihood of its being ab¬ 
sorbed in appropriate circumstances by the 
dealer. 

The Committee's general conclusion was that provid¬ 
ed the total revenue receipts derived from either system 
were about the same, the administrative and other 
advantages of the multi-stage system were very large. 
They further found that a small multi-stage tax provided 
less incentive to evasion and also less incentive actively 
to bring about changes in the pattern of trading struc¬ 
ture. 

A further distinction which may be noted is that a 
consolidated single-stage tax as distinguished from a 
light multi-stage tax, is a ‘high visibility’ tax. This 
fact was doubtless the cause of the long-drawn out agita¬ 
tion of the trading community in the Punjab. This fact 
further appears now to have been seized upon with 
advantage by political opposition parties to stir up public 
agitation against the Government as recent happenings 
in Assam show. 

Question 12 !).—3 (i) To our knowledge there are no 
data which would enable us to come into any definite- 
conclusion on the point whether a greater burden is 
placed on the consumer than is accounted for by the 
revenue from the tax. 

(ii) The form of accounts to be maintained by the 
dealers is prescribed under the rules framed under the 
several Acts. If the accounts are to be simplified, one 
must choose either to make the maintenance of accounts 
very simple and unburdensome to the dealer and 
sacrifice revenue or require detailed accounts to be kept 
which in many cases clue to illiteracy of dealers, if the 
tax is at the last stage, may not be complied with and 
which would enable the Revenue, to assess on estimate 
and help to get a larger tax revenue, although in some 
cases it may involve a hardship. 

In the case of Sales Taxes levied at one stage, the 
tax is payable by the dealer who is permitted to re¬ 
imburse himself by collecting the tax from his several 
customers. The dealer is really not an assessce but is 
the Government’s agent for collecting tax from his 
customers, the consumers, and making it over to Govern¬ 
ment. A dealer or a dealer’s stall spend time and ell'ort 
on the collection of tax and on the making of returns 
periodically and to that extent the dealer is put to 
expenses on Government account. To the Siatc, the 
sales tax is for that reason a very inexpensive tax to 
collect. In some States of the United States of America 
it would appear that the dealer is allowed to retain 
for himself a small percentage of the tax payable by 
way of compensation for the time and labour he has to 
give and for the expense he is put to on this account. 

Question 130. —(i) There really would be a three tier 
tax ; a low one on goods scheduled under the Essential 
Goods (Declaration and Regulation of Tax on Sale or 
Purchase) Act, as essential for the life of the community. 

(ii) A normal or standard rate which is a relatively 
higher rate on non-essential goods as above but lower 
than the higher rate on the next category of ‘luxuries’. 

(iii) A relatively still higher rate on articles to be 
classed as ‘ luxuries ’. 

There need be complete exemption only for the few 
necessaries consumed by the poorer classes if revenue 
considerations will permit. Although the incidence of 
a flat rate of Sales Tax is admittedly regressive and 
offends the basic principle of ‘ ability to bear ’, this theo¬ 
retical objection would largely disappear with a graded 
tax where some necessaries consumed by the poor are 
exempt, where the standard rate is moderate and where 
luxuries bear the high tax appropriate to them. When 
in place of a small flat rate tax, there is introduced a 
graded system and in the higher stages the tax is a 
heavy one some complicated problems which may face 
trade and industry will call for consideration, as they 
did in the case of the Purchase Tax in the United King¬ 
dom. In July 1951, the Chancellor of the Exchequer 
appointed a Committee with the following terms of 
reference: 

“ To review the present position of the Purchase 
tax affecting those classes of goods within which 
utility schemes operate (i.e., cloth, garments, foot¬ 
wear, household furnishing textiles, furniture and 
bedding) (utility scheme goods are exempt from 
Purchase Tax) in relation to international agree¬ 
ments bearing on the internal taxation of imported 
goods and to the interests of the export trade, 
consumers and manufacturers, to consider possible 


adjustments of that system with a view to removing 
or reducing any difficulties to which it gives rise ; 
and to submit recommendations on these matters 
having due regard to the need to maintain the 
advantage of the utility schemes to consumers, the 
expansion of the export trade and the yield of the 
Purchase Tax revenue which would accrue under the 
existing arrangements from the classes of goods in 
question.” 

A serious inherent defect of the Purchase Tax utility 
arrangements pointed out by the Committee was the 
virtual absence of a range of goods immediately above 
the top utility prices To quote the report in explana¬ 
tion : “ This blind spot is caused by the sudden jump 
from tax exemption to tax on the full wholesale value 
of the goods. For instance assuming the maximum 
wholesale price of a utility shirt to be 20sh., a shirt valu¬ 
ed 21sk. would under the present arrangements bear a 
tax of 7sh. making a wholesale price of 2 Osh. including 
tax. Except where there is an extreme shortage of 
utility goods, nobody will pay 8s h. to get 1 sh. worth of 
extra quality. It is not until a point well above top 
utility qualities is r« ached that the additional cost (in¬ 
cluding tax) appear; to the consumer sufficiently com 
mensurate with the additional quality to enable th 

goods to find a market. The existence of tj^ 

‘blind spot’ obviously places the main burden of pro 
viditig revenue from these classes of goods on to a 
relatively small range of high-grade goods.” 

The Committee came to the interim conclusion that 
“the adjustments required in the Purchase Tax system 
should as far as possible take account of the need to— 

(a) remove the tax discrimination against imported 

goods ; 

(6) maintain the tax exemption for lower priced 
goods ; 

(c) remove the ‘ blind spot ’ ; 

(d) reduce the tax differential between non-utility 

and the highest priced tax-free utility goods ; 

(e) avoid competition between closely competing 

goods of equivalent value ”. 

The Committee’s suggestion for exempting cheaper 
goods from Purchase Tax without creating sudden dis¬ 
proportionate jumps in the amount of tax payable “is 
by charging tax on y on the excess, if any, of the value 
of the article over the tax-free limit which would be 
expressed as a fixed deduction (which we call D for 
short) for the value for tax purposes of both utility and 
non-utility goods. Under this system, supposing D for 
shirts to be fixed at 20sh. the 21sh. shirt cited above 
would be chargeable with tax (at 33 1/3 per cent.) only 
on the excess of its value (Ish.) over D; i.e., it would 
bear a tax of 4d. instead of 7 sh. Similarly a 40 sh. shirt 
would be chargeable with Osh. 8 d. (33-1/3 per cent, 
levied on 40 sh. minus 20 sh.) instead of 13sh. 4d. as at 
present. This is Ihe principle underlying the income- 
tax, which is chirgeable only on net income after 
deduction of statutory allowances”. 

The Committee’s final conclusions were that the 
benefits which a D scheme would bring to the export 
trade, consumers and industry would fully justify its 
adoption in place of the existing Purchase Tax/Utility 
arrangements and recommended inter alia: — 

“(a) that the present exemption from Purchase Tax 
of utility goods be replaced by a system of 
deductions from wholesale value applying to 
utility and non-utility goods alike ; and 

(b) that Purchase Tax at present rates (which range 

from ll.i-2/3 per cent, to 100 per cent.) be 
charged on the excess (if any) of the actual 
value of the goods over the appropriate 
deductions.” 

Question 131. — A certain measure of uniformity in tax 
schedules and rites can be achieved through the 
Essential Goods (Declaration and Regulation of Tax on 
Sale or Purchase) Act; if it can be enforced in respect 
of all Sales Tax Acts in the States. Beyond that, how¬ 
ever, an all India uniformity would appear to be ’ 
attainable and also undesirable to attempt. On the 
surface it looks an attractive proposition but the State 
legislatures must be presumed to know the taxable 
capacity of their people and how best it could be ex¬ 
ploited and any interference with the State’s powers 
which must necessarily lead to a fall in the revenues to 
be derived from Sales Tax is likely to be resisted by the 
States. 

Question 132- -One might say with regard to this Act 
that except on pa per there is no uniformity in the matter 
of either exemption or of the introduction of a low rate 
of tax. But it i;; not to be supposed that Government 
are to be blamed entirely. Article 286(3) of the Con¬ 
stitution impliedly required that Parliament should pass 
a law declaring what goods shall be deemed to be 
essential for the life of the community. This was done 
by the Essential Goods (Declaration and Regulation of 
Tax on Sale or Purchase) Act, the Schedule attached to 
which specifies the goods which Parliament has declared 
to be essential ft r the life of the community. Section 3 
of this Act is to the effect “ No law made after the com- 
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nencement of this Act by the Legislature of a State 
imposing or authorising the imposition of a tax on the 
sale or purchase of any goods declared by this Act to be 
essential for the life of the community shall have effect 
unless it has been reserved for the consideration of the 
President and has received his assent This section 
has been interpreted to mean that it is only when a 
State after the coming into force of this Act imposes a 
tax for the first time on these essential goods or when 
a State seeks to raise a tax on these essential goods 
which has already been in force, that the procedure 
prescribed in the Section should be conformed to. It 
follows, therefore, that where a State has already been 
levying a tax on these essential goods and does not 
propose to make an increase such tax will continue to 
be in force without any constitutional hindrance. This 
iew would appear lo be supported by Article 227 of 
..he Constitution under which all taxes, duties, etc., law- 
.ully levied before the commencement of the Constitu¬ 
tion may continue to be levied notwithstanding that 
..hey are mentioned in the Union List or presumably 
subject to any Union Legislation. So it is that the 
legislation in respect of goods essential for the life of 
the I community cannot have any retrospective effect. 
This circumstance makes the Act a thoroughly purpose¬ 
less! piece of legislation because in actual practice most 
Slates of the Indian Union had a sales tax in their 
' fiscal systems before it came into force. The intention 
of the Constituent Assembly when enacting Article 286(3) 
is obviously unmistakeable. It sought to provide that 
in respect of articles which are essential to the life of 
the community, States should not impose a sales tax 
or if they did, impose only a light scale of tax. If in 
respect of Sales Tax Acts in force from before the 
commencement of the Constitution, amendments can be 
made to give effect to the intention of the framers of 
the Constitution and tax rates reduced, it would be a 
desirable consummation. 

Question 133. — (a) With the interpretation by the 
upreme Court in the case of State of Bombay v. United 
‘otors Ltd., of the provision in Article 286 relating to 
ler-State trade, it is only the consuming State that 
. .11 now be entitled to levy a sales tax on inter-State 
■ade. The principle of the judgement that it is the 
•nsuming State that is entitled to impose the Sales Tax, 
vhich really is a tax on consumption is obviously the 
orrect one ; the logical corollary to this decision is that 
i makes a trader entering inter-State trade liable to 
ay the sales tax to the consuming State on his sales 
lerein. If he happens to sell goods to a number of 
lates, he may find himself in the unenviable position 
f having to file returns with each State authority and 
t may happen that he is required to produce books 
simultaneously by a number of States. This would in¬ 
volve a definite hardship to the trade. 

This same problem which arose in the United States 
was settled by the Supreme Court validating the States’ 
right to impose a Use Tax on a resident of a State 
making his purchases outside the State. The Sales Tax 
reaches all inter-State taxable sales, and the Use Tax 
reaches all sales inside the State by dealers outside it. 
In a typical Use Tax legislation, the rates of tax are 
just the same as the rates in force for Sales Tax as 
this is merely a compensating tax and the obligation 
is placed upon the purchaser who makes his purchases 
from sources of supply outside the State to file a return 
and pay the tax to the Collector within, say, twenty 
days after the end of each calendar month. 

If the States in India supplement their Sales Tax 
^cts with a Use Tax, the question of the State Tax 
authorities’ going outside the jurisdiction of the State 
will not arise. If a dealer sells goods in inter-State 
trade, the purchaser would become liable to pay the tax 
due to his State of residence. 

(b) This question is not fully understood. It is only 
one transaction of a transfer of goods for consideration 
in money which constitutes a sale from the point of 
. view of the seller and of purchase from that of the 
purchaser. If it is meant that instead of the tax being 
-"payable by the seller, it should be made payable by the 
purchaser, administratively it would be difficult to deal 
with a body consisting of an immense number whereas 
a tax payable by the sellers is easily collected from a 
relatively much smaller body. In the United Kingdom 
the tax, although called the Purchase Tax (imposed by 
Finance (No. 2) Act, 3 and 4 Geoc. 48) is really a tax 


on the seller and Section 18(3) of that Act is in the 
following terms: “ Tax chargeable in respect of any 
goods by virtue of a purchase shall become due on the 
delivery of the goods under the purchase and the seller 
under the purchase shall be accountable therefor.” 

Under the American system, consisting of a Sales 
Tax o.n dealers and a Use Tax on purchasers who make 
purchases outside the State, the tax jurisdiction of each 
State is confined to parties within its own territorial 
limits. Under this system, transactions would be taxed 
as sales in a majority of cases and as purchases in a 
few cases. The two categories may be defined thus, 
as they have been in American State Acts. We take the 
example of the District of Columbia Sales Tax Act 
(Public Law 76, H. R. 3704, May 27, 1949), as being 
among the latest enactments: The charging Section 125 
is in the following terms: — 

“ Imposition of Tax. Beginning on and after the 
first day of the first month succeeding the sixtieth 
day after approval of this Act, for the privilege of 
selling certain tangible personal property at retail 
sale and for the privilege of selling certain selected 
services defined as sales at retail in this title, a tax 
is hereby imposed on all vendors at the rate of two 
per cent, of gross receipts of any vendor from the 
sale of such tangible personal property and services.” 

The charging section under the ‘ Compensating Use 
Tax Act ’ provides: — 

S. 212. ‘‘Beginning on and after the first day of 
the first month succeeding the sixtieth day after the 
approval of this Act, there is hereby imposed and 
there shall be paid by every vendor engaging in 
business in the district (which means making sales 
in the District) and by every purchaser a tax on the 
use, storage or consumption of any tangible personal 
property and services sold or purchased at retail 
sale. The tax hereby imposed shall be at the rate 
of 2 per cent, of the sales price of the tangible 
personal property or services rendered or sold.” 

Under this Act, there is provision also for certain 
approved outside vendors collecting tax from the pur¬ 
chaser at the prescribed rate and paying it to the 
Collector. 

S. 214. “ Every vendor or retailer not engaging 
in business in the District who makes sales at retail 
as defined in this title and who upon application 
to the Collector has been expressly authorised to pay 
the tax imposed by this title shall at the time of 
making such sales collect and give the purchaser a 
receipt therefor in such form as prescribed by the 

assessor. A permit shall be issued to such 

vendor or retailer without charge to pay the tax 
and collect the reimbursement thereof as provided 
herein. Such permit may be revoked at any time 
by the Collector who shall thereupon give notice 
thereof to the vendor or retailer.” 

If a dealer who is outside the State desires to have 
a market in it, he can be authorised to collect sales tax 
due on a sale made by him to a person in the State 
and to pay it to the States sales tax authorities. Under 
such a system the State’s jurisdiction outside its terri¬ 
tories is not imposed on anyone but it is willingly ac¬ 
cepted by the dealer outside the State in consideration 
of benefits he would receive by trading. Dealers outside 
the State under a system such as this will not be under 
compulsion to account for all the States where they 
sell their goods and normally the responsibility is that 
of the purchaser. The question of any hardship to the 
trade by its being held accountable to numerous outside 
States would not arise. 

In inter-State trade, it is only the consuming State 
that is entitled to levy a sales tax. We do not see why 
this one consumer State tax, whatever its rate or method 
of application, should act as a barrier to inter-State 
trade. If, as before the Constitution, more than one 
State laid claims to tax inter-State trade, such as the 
State where the contract of sale was made, the State 
in which the goods were physically situated and the 
State where delivery was made for consumption, one 
can understand the obstacles to inter-State trade but 
with the present provision in the Constitution and the 
Supreme Court’s authoritative interpretation that it is 
only the consuming State that is entitled to levy a sales 
tax, there should, it seems, be no question of impedi¬ 
ments or barriers to inter-State trade. 




